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IF the executive pay proposal floated last week by the Securities and Exchange Commission
comes to pass, shareholders may finally be able to fathom just how cleanly their pockets are
being picked by me-first managers. And who knows? Maybe more shareholders will do
something to try to stop the insanity.

It is indeed one of life's mysteries why so many institutional stockholders have stayed silent on
the subject of outrageous pay, lo these many years. We are talking real money, after all: Lucien
A. Bebchuk, professor of law, economics and finance at Harvard Law School and director of its
program on corporate governance, said compensation paid to the top five executives at all public
companies in the three years ending in 2003 reached 10 percent of those companies' earnings.

One institutional investor who has been shouting from the rooftops about this shareholder
robbery is Daniel J. Steininger, chairman of the Catholic Funds, a mutual fund company in
Milwaukee. At dozens of annual shareholder meetings in recent years, he and his team have
spoken out against excessive pay. This year they will be back again.

Rather than attack the recipients, however, Mr. Steininger will focus this year on corporate
directors, the people signing off on the giveaways. They are supposed to be working for the
shareholders, of course, but in too many cases directors are lapdogs for management, giving
them whatever pay they feel entitled to.

To address this problem, Mr. Steininger has written a shareholder proposal related to how public
company directors are compensated and has muscled it onto the proxy statements of seven
companies. The proposal requires that shareholders approve director pay each year and that
precise details of the compensation paid to directors -- including charitable contributions and
other perquisites that involve the use of company assets -- be made public annually.

The companies whose shareholders will vote on the proposal later this year are Bank of New
York, Cendant, Exxon Mobil, Home Depot, Honeywell, Merrill Lynch and SBC
Communications, now known as AT&T.

''The theory of our resolution is that if shareholders set the pay for directors, there would be more
honesty and integrity,'' Mr. Steininger said. ''Directors themselves would feel more accountable
to shareholders, rather than to the C.E.O. and whatever consulting firm he hires to aid and abet
the setting of high directors' fees.''



Too many boards remain stacked with top management's pals, Mr. Steininger said. He cited an
academic study from 2002 by Ivan E. Brick, Oded Palmon and John K. Wald at Rutgers
Business School in Newark and New Brunswick, which concluded that excessive executive pay
was associated with ineffective ''monitoring'' by directors, or ''cronyism.'' The study examined
pay at 2,404 businesses from 1992 to 1999. Executive pay has risen steadily since then.

''We believe that any board that pays excessive C.E.O. compensation fails in one of its most
important duties,'' stated Mr. Steininger's proposal to Cendant shareholders. ''There is evidence
that directors who enjoy high director compensation are more likely to pay excessive C.E.O.
compensation and that high director pay coupled with high C.E.O. pay correlates with
underperformance of the company.''

Mr. Steininger identified the seven companies mostly because they underperformed relative to
their peers, he said. But another consideration was a grade of D or F for one or more aspects of
each board's performance from the Corporate Library, an independent research firm in Portland,
Me.

Officials at all seven companies either did not respond to questions about the proposal or
declined to comment on it.

To be sure, director pay at most companies has not reached the obscene levels of C.E.O.
compensation, though board members' pay and benefits can be substantial. Mr. Steininger
estimated that each director at Bank of New York, for example, will receive $172,000 this year
in cash and company stock. Directors at SBC, he estimated, each took in $189,148 last year in
cash, stock units and telecommunications and satellite television equipment and services.

Even in the mainstream, however, director pay is rising quickly. A study published on Jan. 10 by
the Corporate Library noted that individual director pay at more than 2,000 companies jumped
16.5 percent last year, on average. Total board pay at these companies reached $801,000 last
year, a 20 percent increase, according to the study.

At many companies, it is surprisingly tough to determine exactly what directors receive for their
board work, Mr. Steininger said. ''You really have to sift through this -- travel, accident
insurance, charities that benefit by their directorships -- there is a whole raft of other things,'' he
said. ''It is written in obscure language deliberately. I have a full-time lawyer working on this.''

Additional companies could have been targets, Mr. Steininger said, but for the fact that he has
only six people on his advocacy team.

''Pay without performance has been tracked and studies show an absolute correlation between
excessive C.E.O. pay and underperformance,'' Mr. Steininger said. ''Any director should be
reading the same things we're reading. It's pretty clear there is a fundamental problem with the



way directors do not exercise their fiduciary duties.''

Company boardrooms remain far too clubby for their shareholders' good. It is unfortunate that in
2006 directors still have to be told who their real bosses are. Perhaps making their pay subject to
shareholder approval would awaken some directors to what can only be described as their
misplaced loyalties.


