
The curt ain  is risin g on  t he 
public stage, revealing an  impor-
t an t  rehearsal un der way. ÒAct

On eÓ of t he Securit ies an d Exchan ge
Commission Õs (SECÕs) proposed disclo-
sure script  gives t he busin ess worldÕs
cast  members, audien ces an d crit ics a
behind-t he-scenes look at  how execut ive
pay an d ben efit s are t o be det ermin ed
an d disclosed in  a more st an dardized
an d t ran sparen t  fashion  goin g forward.
This drama is un foldin g again st  a back-
drop of growin g public mist rust  fed by
daily headlines, such as t he En ron  court
proceedin gs, amon g ot hers.

Great  chan ges are often  accompan ied 
by great  challen ges. While t hese n ew 
disclosure requiremen ts should provide
greater open ness, commun icat ion  and
accoun tabilit y, t he script  is st ill bein g
revised. On ce formalized, t he n ew
requiremen t s are expect ed t o go in t o
effect  an d pert ain  t o fiscal year 2 0 0 6
result s (for years en din g Dec. 3 1  
or prior). 

In  t he fin al edit in g process, it  is
import an t  t o en gage in  a dialogue t hat
addresses t he disclosure elemen t s on

t he t able an d t heir pot en t ial implica-
t ions Ñ  t he good, t he bad and t he ugly.

The Good
¥Bet t er  disclosure is bet t er  f or  

board members an d sh areh olders.
By providing a view of t he compensa-
t ion  packages in their t otalit y, t his
SEC-mandated open ness will increase
accoun tabilit y and give boards a bet ter
un derst an din g of t he compan yÕs 
liabilit ies Ñ  specifically terminat ion  
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By providing a view 
of the compensation

packages in their
totality, this SEC-

mandated openness
will increase

accountability and
give boards a better
understanding of the
companyÕs liabilities

Ñ  specifically
termination or

change-of-control
liabilities, which 

can be a huge cost 
to a company.
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or change-of-con t rol liabilit ies, which 
can  be a huge cost  to a company. Full
disclosure under t he new requiremen ts
will bet t er prepare shareholders t o 
discern  appropriateness versus a waste
of compan y asset s. Addit ion ally, t he
n ew requiremen t s will provide a bet ter
system of checks an d balan ces, which
should boost  con fiden ce for sharehold-
ers, investors an d employees, an d help
restore public t rust  in  t he C suite.

¥Great er  disclosure is bet t er  f or  
all  audien ces: sh areh older, board
member, employee an d t h e gen eral
public. The proposed levels of disclo-
sure will brin g t he boardÕs behin d-
t he-scenes due-diligence act ivit ies in to
t he forefron t  for review by t he business
an d fin an cial market s, as well as t he
gen eral public. This Òcollect ive view,Ó
in ternally and externally, is an  improve-
men t  over past  pract ices because,
hist orically, boards have oft en  made
decision s in  a Òcompart men t alizedÓ

fashion . This addit ion al disclosure
prompt s board members t o ask ques-
t ions, request  to review documen ts and
offer a fresh perspect ive. Overall, t he
SECÕs decision  t o require proxies t hat
disclose specific dollar amoun t s, more
defin it ion  behind t he formulas, simpler
language and a comprehensive snapshot
of key compen sat ion  packages should
add clarit y an d help avoid suspicion s.

¥Greater  perquisite disclosure. 
Recen t  court  cases have revealed an
assort men t  of execut ive perquisites t hat
have elicited more t han  raised eyebrows
on ce t hey were made public. Research
described in a March 2 0 0 6  New York Times
art icle det ermin ed t hat  compan ies
allowing execut ives t he personal use of
corporate jet s lagged t heir compet itorsÕ
stock price ret urn s by an  average of 2
percen t . In  addit ion , un der t he former
report in g system, perks valued un der
$ 5 0 ,0 0 0  were not  reported, t hus allow-
ing compan ies to possibly overpopulate
compen sat ion  packages wit h man y
perquisites t hat  previously stayed under
t he radar. The SECÕs proposed lower
t hreshold, requirin g perks valued at
$ 1 0 ,0 0 0  an d above t o be report ed, 
is on e of several except ion ally good
changes being discussed. Perquisites are

powerful tools for at t ract ion , reten t ion
and mot ivat ion  when  used wisely. Their
perceived value to execut ives t ypically
out weighs t he cost  t o t he compan y.
However, t he line between  best  pract ice
an d egregious can  oft en  be grayed in
t he perquisite landscape, so addit ional
disclosure requiremen t s should be 
an  improvemen t .

The Bad
¥Th e rat ch et in g ef f ect s may con t in ue.

While SEC disclosure requiremen t s 
are designed to brin g ret iremen t  bene-
fit s under t he microscope for t he first
t ime, compan ies likely will st ill feel t he
pressure t o rat chet  up t ot al packages 
t o remain  compet it ive. Addit ion ally,
t he disclosure of perks and ret iremen t
in format ion  t hat  have historically been
a Ògray areaÓ wit h un kn own  ben efit s
values will soon  provide n ew ben ch-
markin g in sight  in t o peer groups. 
An  un in tended consequence of greater
disclosure requiremen ts likely will be
execut ives wan t in g to equal or surpass
t he compensat ion  of t heir peers.

¥Calculat in g ret iremen t  ben ef i t s 
wil l  be problemat ic t o st an dardiz e.
Trackin g t he f luct uat in g value of vari-
ous ret iremen t  benefit s and ensuin g
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An unintended
consequence of

greater disclosure
requirements likely 
will be executives
wanting to equal
or surpass the

compensation of 
their peers.

Timeline: SEC New Executive Compensation
Disclosure Rules

¥ Jan. 27, 2006: Proposals issued by SEC 

¥ April 10, 2006: End of 60-day comment period 

¥ Current Ð 2006: SEC staff evaluating comments and formulating final 

recommendations

¥ Next Step Ð 2006: Commission will consider and adopt final rules 

¥ 2006 Results (for years ending Dec. 31 or prior): Once formalized, the new 

requirements are expected to go into effect and pertain to FY 2006 results.

¥ 2007 Proxy Season: Expected time that formalized requirements will be 

reflected in proxies for 2006 results. 



act uarial assumpt ion s could lead t o
fuzzy mat h. This has been  a tough area
to quan t ify, historically. And disclosin g
it  won Õt  make t he act uarial scien ce any
easier. Differen t  service profiles, plan
parameters on  accrual pat terns, ext ra
service credit s and ot her issues may
lead to makin g calculat ions even  more
murky when  t ryin g to make apples-to-
apples comparisons. In  t he end, even
conservat ive disclosures might  not  be
ÒrealÓ or comparable to ot her compa-
n ies t hat  arrive at  t heir n umbers via 
a differen t  pat h.

¥ Combin in g pay f or  pr ior  an d f ut ure
ser vices could prove t r icky. Havin g 
a bot t om-lin e t ot al-pay figure in  t he
Summary Compen sat ion  Table is a
good t hin g, but  when  part  of t he pay

package ref lects t he past  (base salary +
bon us + perquisites) an d part  ref lect s
t he fut ure (lon g-t erm in cen t ives an d
ret iremen t  ben efit s t hat  may n ever 
be realized), t he equat ion  can  get  
complicated. One part  past , one part
presen t  and t hree part s fut ure equals
what? Calculat in g on e n umber t hat
approximat es a yearÕs wort h of pay 
is diff icult . Compan y performan ce,
macroecon omics an d risk of t ime 
forfeit ure will make det ermin in g 
t hat  sin gle figure even  more difficult .

¥Namin g t h e t op f ive execut ives h as
built - in  ch allen ges. Determin in g
which execut ives an d n on execut ives
ran k in  t he t op f ive earn in g spot s
year to year could be a movin g t arget .
On e year, t he ran kin g posit ion  may
be a legacy employee wit h rich ret ire-
men t  ben efit s, while an ot her yearÕs
compen sat ion  pict ure may in clude a
high-performing execut ive who may not
normally be in  t he top five. Addit ionally,
t he SEC is con t emplat in g t he require-
men t  for compan ies t o disclose t he
compen sat ion  of up t o t hree ot her
employees whose compensat ion  would
have ran ked in  t he top five. This may
prove det rimen t al for compan ies t hat
wan t  to protect  t heir key people, such 
as a leadin g salesperson . Case in  poin t :
Many en tert ain men t  compan ies are 
concerned with disclosing con fiden t ial
in format ion  about  t heir star performers
who may earn  more than  execut ives.

The Ugly 
¥ Full disclosure is likely t o lead t o

some Òh oly cowÓ momen t s. On ce
compan ies begin  calculat in g an d dis-
closin g t he value of t heir execut ivesÕ
terminat ion  payouts, change-in -con t rol
paymen t s an d/ or supplemen t al 

ret iremen t  programmin g, board 
members are likely to experience great
st ress if any of t he ÒlegacyÓ programs
t heyÕve in herit ed are un reason able. In
t he worst -case scen arios, t he payout  
l iabili t ies could erase sign if ican t  cash
reserves. Alt hough fewer t han  5  percen t
of compan ies might  find t hemselves in
t his sit uat ion , t his will surely at t ract  t he
sensat ional media at ten t ion  t hat  has, at
t imes, un fairly tarn ished t he reputat ion
of leadership in  corporate America. 

The Stage Is Set
Alt hough many movie stars and at hletes
earn  shockingly large salaries, t he public
an d main st ream media grill execut ives
on  t his subject  much more severely.
Perhaps box-office sales an d world-
champion ship performan ces are more
easily align ed wit h public superst ars
t han  corporate performan ce. However,
in  realit y, execut ives play a leadin g role,
wit h en ormous en semble cast s t hat
oft en  span  in t ern at ion al boun daries. 

No doubt : The in it ial draft  of n ew 
SEC disclosure requiremen ts is drawin g
at t en t ion  t o t he t heat rical dyn amics 
at  work in  t he product ion , unveilin g
greater levels of detail behind execut ive-
pay packages. 
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In the end, the 
hope is that the
information will
provide a frame 
of reference for

business leaders
and investors 
to better judge
what is market-
competitive, and

what is a waste of
corporate assets.
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