Plenary Session – Executive Compensation
Moderator Jeffrey Sonnenfeld, 

Panelists Kenneth R. Feinberg, Special Master for Executive Compensation, Dept of the Treasury

Nell Minow, Editor and Co-Founder, The Corporate Library
David Swinford, President and CEO, Pearl Meyer

Jeff recommended an Economist.com debate on compensation between Stephen Kaplan and Nell Minow
David Swinford’ comments
What can do boards do the minimize the bad decisions

Performance focus


If company doing well there will be very few questions from the outside 


Great performance without fraud


Stock price isn’t a good measure of performance  


Five years is a short term measure



Look at customer satisfaction, operating efficiencies

Balance – risk 


Career oriented vesting, or SERPS 


Short term plans do not pay off

Grow your own executives 


Effective management develop and succession


Build their compensation over time 


Tournament theory of compensation where winner takes all doesn’t work 

with companies – can’t give all the money to CEO because there is nothing left for the next layer

Simplify plans

Easy to understand numbers and formulas
Operate with complete integrity


Candor and courage and integrity

David thinks we are making progress.  It takes awhile to get away from what is now considered bad.  Relatively few executives voluntarily giving up what they already have in their written contracts.
The new execs are not getting the old perks e.g. gross ups, perquisites

Nell Minow’s comments
Capitalism has been hijacked by CEO's.

Compensation is too high across the board.  I e doesnt have a problem with individuals who are performing getting a high compensation, but I do have problems paying for failure and/or poor performance.
Efforts to restrain pay just moves the pay components around.  Cut or limit bonuses so the base pay went up 500%.

Goldman justifying pay for retention.  The guarantee bonus is an oxymoron.
Avoid
Making up for cuts in compensation for prior years adding dollars to other category
Imputed years of service – makes a CEO like a dog.  One year of their time equals seven years of service.    

Setting performance goals too low

Dividends on non vested stock

Outrageous departure package

Peer group manipulation

Perquisites and gross ups – courage and candor 


Only poor pay taxes.  The rich

Jeffrey asked if the media isn’t also a problem.  They could help with accountability by naming of the compensation committee members.
Must have

All stock and option must indexed to peer group or indexed to stock – 

She doesn’t want them to be benefit for market rebound.

Clawback provisions
Majority vote important but questionable.  90 directors are serving who didn’t get a majority vote.
Disclosure esp. if someone gets more than 50% of pay in bonus

Return on investment as you do with any asset investment.

Kenneth Feinberg’s comments 

He claims to have very limited scope in his function about 175 employees.  Once a plan is in place her will move on to employees in the next echelon.
Then he will come up with a pay plan process.

He is working to claw back excessive pay in the seven companies

However if their contracts are valid, there is nothing I can force I can only negotiate.  Finally if they won’t negotiate, Ken will take into consideration those pay for 2009

In an interview after the panel - Feinberg Speaks To NACD Conference about Reconciling Contradictions in Compensation.
The AP (10/21, Wagner) reports, "Negotiating pay packages with companies that received the largest government bailouts is a study in contradictions," according to the U.S. Treasury's special master for executive compensation Kenneth Feinberg who spoke to the NACD Tuesday. While, pay must be "high enough to attract talent without rewarding risk," Feinberg explained, "What I have to do under the law is to create compensation packages reflecting those often conflicting principals." At first, Feinberg will "dictate pay for the top 25 earners at seven companies." Later, he will "circle back and help design pay structures -- not packages -- for the next 75 highest-paid workers at each company." Feinberg has been "negotiating over pay with: Bank of America Corp., American International Group Inc., Citigroup Inc., General Motors, GMAC, Chrysler and Chrysler Financial." 

        CNNMoney.com (10/21, Ellis) reports, "Speaking at a conference sponsored by the NACD in Washington Tuesday, Feinberg said he is 'extremely reluctant' to invalidate employment contracts." Feinberg has also "had to consider how his compensation rulings affect the ability of these seven firms to attract and retain talent." For example, Citigroup and Bank of America "have scrambled in recent months to figure out how to halt the flight of some of their best employees to rivals that have already paid back bailout funds, such as JPMorgan Chase, and foreign firms as Deutsche Bank." Finally, Feinberg's "upcoming ruling could also have a big impact on the scores of smaller firms that have received bailout funds." Banks and other financial firms that took money under TARP "have been actively evaluating their pay programs to ensure they are safe from leering government eyes." 

        ABC News (10/21, Jaffe) reports on its website, "Feinberg said that he may not be able to resolve the 'incredible gap' between Wall Street's and Main Street's views on appropriate executive compensation." He said at the NACD conference, "I've learned about the incredible gap, the chasm between Wall Street perceptions and Main Street perceptions. It is a formidable chasm that I'm not sure can be bridged, although the law requires me to attempt to bridge that gap." 

        ABC World News (10/20, story 5, 2:35, Tapper) reported, "Today the President's pay czar, Kenneth Feinberg, talked about the compensation packages he will introduce later this month for executives at companies receiving exceptional help from taxpayers." The CBS Evening News (10/20, story 10, 2:00, Reid) reported, "What about the Administration's so-called Pay Czar? Wasn't he appointed to put a lid on Wall Street pay? We caught up with him today at a conference on executive pay. You don't have the power, right? Is that what you're saying?" Feinberg: "I don't have the power. My power is limited by statute and regulation to those seven companies and that's all I can do." Reid: "And of the seven companies he regulates, only five are banks. The rest of Wall Street is pretty much free to do as it pleases." 

