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The power of sunlight as an antiseptic will be put to the test in the coming months, as the
Securities and Exchange Commission completes its most significant overhaul in 14 years of the
rules governing what companies must disclose about their compensation of top executives.

Tomorrow, the commission closes the window for companies and experts to comment about the
new rules, which it has promised to enact in time for the 2007 proxy season. If adopted as
proposed, they would require disclosure of far more details about how compensation committees
set pay for top corporate officers. They also would force companies to provide more
comprehensive information about the perks, retirement packages and post-employment
compensation they award to companies' most senior employees.

So far, the comments have not challenged the view that additional disclosure is needed  no
surprise, since the ideal of transparency has become as patriotic as apple pie in the post-Enron
era. The big debate is not over whether to have the rules, but over how far they should go. In
particular, business groups are resisting a requirement to disclose pay for highly compensated
nonexecutive employees. They say that this proposed requirement  the so-called Katie Couric
clause, because it would affect many television personalities, professional athletes and other
celebrities  would be unfair and needlessly disruptive.

The main figure behind the rules, Christopher Cox, the S.E.C.'s chairman, has said repeatedly
that the government should stay out of the business of setting executive compensation. But he
says that at the very least, the new rules are likely to change the way companies go about doling
out everything from bonuses to severance and retirement packages.

"I have a feeling that when people are forced to undress in public, they'll pay more attention to
their figures," Mr. Cox told a meeting of the Council of Institutional Investors two weeks ago.
"When all is said and done, all of you will have far more useful tools to exercise your rights and
responsibilities as shareholders."

But others are predicting that, despite the improved transparency, there will still be many
instances of executive pay that is way out of line with performance.

They point to such evidence as a recent poll by Watson Wyatt Worldwide, the human resources
consulting firm, which found that most American companies did not have plans to change their
compensation programs in response to the proposal. In the poll, of 112 compensation and
human-resources executives at large public companies in February, 7 out of 10 companies said



they did not plan to change their programs, 1 in 10 said they would make changes, and the rest
were unsure.

Paula Todd, an executive compensation consultant at Towers Perrin, noted that every time
disclosure has increased, "pay has increased as well."

"A lot of people intuitively believe the sunshine will reduce pay," Ms. Todd said. "But many also
believe the so-called Lake Wobegon effect may kick in," she said, referring to the observation by
Garrison Keillor that all children in that mythical town are above average.

"The point is, if you shine a lot of light on, say, perquisites and require extensive details about
corporate airlines and so forth, then suddenly every executive in America will want one," she
said. "That could be one of the unintended consequences of this."

But she added that the proposal would inevitably stimulate important discussions about
compensation issues at many companies that had not considered them. Among the issues that
many companies have not addressed, she said, are whether executives may buy options to hedge
the value of their company stock and whether companies should impose so-called claw-back
provisions that seek reimbursements from executives of performance-based bonuses when the
companies are forced to restate their earnings.

Lucian A. Bebchuk, the director of the corporate governance program at Harvard Law School
who has been sharply critical of many compensation practices, says that at the very least, the
near term will reveal more exorbitant pay packages, and that this may provoke a reaction from
large shareholders.

"Because there are so many employment contracts and arrangements in place already, this is a
large boat that can turn only slowly, so in the short run I expect things will look worse rather
than better because a lot of stuff will come out that had not been transparent," said Professor
Bebchuk, who has documented how executive pay is often hidden and has far outpaced
compensation for other employees as well as company performance.

Still, Professor Bebchuk predicted that over the longer term there would be changes in the way
companies pay executives, in part because some kinds of compensation make little economic
sense but may have been engineered to avoid the kinds of public disclosure that may soon be
mandatory.

"Companies may stop forms of compensation that they had been doing mainly because they
didn't have to disclose them," he said. "Things like deferred-compensation arrangements and
postretirement checks. They don't make much economic sense, and firms don't use them for
other employees, including highly compensated employees. Much of those kinds of things will
be reduced and moved to other forms of compensation, which would be a useful change."



The current rules, which last had major modifications in 1992, require companies to disclose the
compensation of the chief executive and the next four highest-paid executives in management.
While companies must disclose the cost of perks, there have been numerous instances in which
they have been underestimated  for example, in the use of company aircraft for personal reasons.

The proposed rule would require companies to disclose the pay, severance, bonus, stock and
option grants and retirement packages of the chief executive, the chief financial officer, the next
three highest-paid executives, and as many as three other employees who receive more than any
of the first five.

It is supposed to prod companies into providing more justification for pay packages, retirement
plans, severance agreements and so-called golden parachutes  large payments to executives when
control of a company changes hands. And it would require companies to place a precise dollar
value on grants of stock options and restricted stock.

While some large investors applauded the plan, others were disappointed because it fails to give
a greater voice to shareholders in setting some pay packages. And it proposes to loosen at least
one area of disclosure by raising the threshold to $120,000 for reporting a business transaction
between a company and an executive or relative. Such disclosures are now required for
transactions of $60,000 or more.

"Nobody has come out against what the S.E.C. wants to do," said Mark Borges, a principal at
Mercer Human Resource Consulting. "The business community is supportive, but wants to make
sure that the numbers that come out are right and most meaningful to investors."

The Business Roundtable, a group of chief executives from big companies, has endorsed the
principle of greater transparency. But it is also preparing to raise concerns about several central
provisions of the new rules, including the way the plan would value stock options granted to top
officials and the disclosure of compensation to the company's highest-paid employees who are
not members of the management team.

"We want to encourage the commission to develop a methodology that is fair and doesn't
overstate the value of options," said Thomas J. Lehner, director of public policy at the Business
Roundtable. "We think if it is not done carefully it can obviously mislead people and it will
generate a fair amount of attention."

Mr. Lehner said the roundtable would propose dropping the requirement about disclosing the
income of top employees who are not part of management but receive more compensation than
company leaders because it would be both disruptive inside a company and could involve the
disclosure of proprietary information.



"The spirit of the proposal is designed to get at disclosure of compensation for senior
executives," he said. "If you are talking about scientists, entertainers or salesmen, they are not
executives."

But some commission officials disagree. They say the current reporting requirements may be
viewed as misleading because they suggest to investors that the listed executives are the highest-
paid employees. They said that investors wanting to know how corporate money was being spent
would certainly want to know who was getting the highest compensation, even if the recipients
were outside senior management. And, they said, the new rule would make it difficult for
companies to hide big compensation packages by changing a person's job title.
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