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As compensation for executives tips the scales, shareholders deserve power to change the
equation

Last month, the Teamsters cheered a decision by Coca-Cola to belatedly adopt a union
suggestion to limit large executive severance packages. Under the policy change, Coca-Cola
agreed not to grant severance payments in excess of 2.99 times an executive's annual salary and
bonus without getting shareholder permission.

That such a step should be grounds for celebration is itself an indictment of the excesses of
executive pay.

Each spring, the mandated disclosure of compensation for the top management of public
companies generates outrage. That anger is triggered by the level of executive pay, the
tremendous and unjustified gap between what CEOs receive and what the average worker earns,
and the seeming disconnect between company performance and pay for the bosses.

But the outrage doesn't seem to have an effect. Last year's over-the-top pay package becomes
this year's standard compensation, suggesting that it will take many more uprisings by investors
such as the Teamsters to overthrow a compensation system that has lost all sense of proportion
and perspective.

Perhaps 2006 is the year it will happen. Not likely, but possible.

In a welcome sign that a tipping point may in fact exist, the consulting firm Watson Wyatt
Worldwide recently warned that 90 percent of the big investors it polled --- pension funds and
the like --- think corporate executives are overpaid.

The firm also said that about two-thirds of those shareholders feel that details of executive
compensation are not adequately disclosed. That's a conclusion easily reached by anyone reading
the annual proxy statements that contain information on the pay of top management.

"Companies need to find the right balance between satisfying investors and recruiting and
retaining the best executives," Watson Wyatt executive Ira Kay cautioned in a statement in
December when that firm reported the results of its survey. "While that can be tricky, boards
need to undertake the effort. It's far better than continuing to risk public criticism, which could
ultimately lead regulators to impose a one-size-fits-all solution."

When a firm such as Watson Wyatt --- which is paid to advise companies on executive
compensation --- is that blunt about the potential backlash of paying too much, it suggests that
investors have swallowed nearly as much as they can without gagging.



And while the soaring cost of "recruiting and retaining the best executives" is bad enough, the
price tag for getting rid of those who don't work out has gotten downright insane.

In Coca-Cola's case, the Teamsters took issue with the payment of millions of dollars in
severance and benefits to former Coca-Cola chief executives Douglas Ivester and Douglas Daft,
and former chief operating officers Steven Heyer and Jack Stahl.

The union formally proposed to fellow shareholders that they be given a voice in such decisions.
The Coca-Cola board, the Teamsters said, "continues to reward leaders that have failed to meet
shareholders' performance expectations. Our company's history of paying exorbitant pay
packages to departing executives subverts the idea of pay for performance."

The owners of an impressive 40 percent of Coca-Cola's shares agreed with the Teamsters and
voted in favor of the suggestion last spring. (Even if the proposal had passed with the support of
a majority of shares, it would not have been binding on Coca-Cola's board.)

In October, however, the board quietly adopted the standard sought by the Teamsters. It took the
union to make it public.

Executives who increase the value of their shareholders' investment deserve to be paid
commensurate with results. But executive compensation for the last 20 years has been cut loose
from that standard by corporate boards far too generous with shareholders' money. Salaries,
bonuses, stock awards, deferred compensation, special pensions, consulting assignments, special
perks and the payment of income taxes that executives would otherwise owe have become an
increasing burden and a drag on profits.

In the 1993-1995 period, public companies in the United States paid their top five executives the
equivalent of 5 percent of profits, according to compensation researchers Lucian Bebchuk of
Harvard University and Jesse Fried of the University of California at Berkeley. By 2000-2002 it
had reached a staggering 12.8 percent of corporate profits. The drain declined, but was still
significant at almost 10 percent in the 2001-2003 period, the latest stretch of time the two law
professors considered.

The problems with executive compensation are not limited to one company or industry, or even
to "bad apples," according to Bebchuk and Fried. Instead, "flawed compensation arrangements ...
have been widespread, persistent and systemic," they suggested in a recent research paper. The
two have written extensively about the flaws in the system, and have made some reasoned
suggestions to improve it. Among them:

> Do not reward executives for higher stock prices that merely reflect trends in the general
market or the economy.

> Tie bonuses to long-term performance, not short-term boosts.

> Reconsider special executive pensions that protect officers from any risk to their retirement
benefits.



> Scale back overly generous severance.

> Clearly spell out total compensation and retirement benefits to shareholders. While salaries,
bonuses, stock options, other equity rewards and some perks must be reported annually, the
value of pensions and other benefits are often difficult to determine.

For years, corporations have defended super-sized pay packages as necessary to keep up with
what competitors are paying. They're paying executives to come to a company, they're paying
them to stay, and they're even paying them enormous sums to leave. But it's all shareholders'
money, and at a minimum, shareholders ought to have a greater voice in how it's spent.


