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An alternative is a combination of 
both cash and deferred plans. A recent 
U.S. study by Kruse found an observable 
productivity gain in the initial years after 
introduction of a plan; however, long-
term gains were not observable. Thus, 
it is important to determine what your 
objectives are: productivity gains? Fair 
compensation? Superior compensation? 
Or, “best practices” management?

ELEMENTS TO BE 
CONSIDERED IN CREATING 
A PROFIT-SHARING PLAN

Environment
Th e timing and motivation of introducing 
a plan must be considered. With the wrong 
environmental conditions, the new idea 
may backfi re. Key conditions include:

■ Reasonable HR environment, for 
example no pending union drives or 
strikes 

■ Th e existence of profi t
■ Management commitment
■ Competitive compensation 

levels extant

Responsibility
Senior management should be involved in 
the design and implementation of a new 
plan. However, once the plan is  “mature”, 
personnel in charge of compensation can 
execute the annual calculations. Manage-
ment should solicit feedback periodically 
on the success of the program.

Open Books
Tyson is very keen on an  “open books” 
approach to profi t-sharing plans. By this, 
we mean open access for all employees 
to the fi nancial results of the company: 
balance sheet, income statement, etc. If 
this is already your practice, then obvi-
ously you will have no trouble with this. If, 
however, you subscribe to a  “closed books” 
approach, then some of Tyson’s advice 
about establishing an employee profi t-
sharing committee becomes redundant.

Calculation Base
Th e most common base as reported by 
Tyson was profi t (48 per cent). Th e next most 
common was base payroll (20 per cent).

Where a company has multiple 

operating divisions, we apply branch 
accounting to determine the contribu-
tion of each division.

Defi nition of Profi t
Th is draws the old cocktail party joke: 
What is profi t? Answer: What do you 
want it to be? Th e fi rst issue is whether 
the calculation is performed pre- or post-
corporate tax.  My company supports the 
former, which Tyson indicates 82 per cent 
surveyed think like-wise. Beyond this, the 
cocktail party question is indeed valid!

The second issue is whether the 
following should be included or excluded 
in the profi t statistic:

■ Extraordinary items 
■ Passive earnings
■ Owners’ salaries
■ Branch profi t/loss
■ Head offi  ce allocations 

(to branch profi t)
Our approach is to exclude extraordinary 

items but include passive earnings. We also 
include owners’ salaries at some reasonable 
base level. Th e fi nancial impact of other 
branches is excluded. It is also feasible to 
exclude a base level of profi t for the pure 
return to shareholders. Tyson reported a 
fairly equal split between plans that do and 
don’t exclude a baseline profi t amount.

Th e third issue is what percentage of 
profi t should be carved off  for the plan. 
In the survey cited by Tyson, the over-
whelmingly common fi gure was 10 per 
cent, followed by 15 per cent.

Frequency and Timing
According to Tyson, by far the most common 
frequency was annual, and typically this 
happened after the due course of fi nancial 
statement preparation, typically three to 
four months after the company’s year-end. 
If this time delay backs into other payouts, 
such as Christmas bonuses, you may need 
to review the scheduling to avoid overlap.

It is worth considering whether the 
timing of the profi t-sharing process should 
be separate from, or adjunct to, the annual 
compensation review process. Practically, 
we have seen pros and cons for both. In 
either case, profi t-sharing is a part of your 
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