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24	
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•  Report	
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  available	
  for	
  
download	
  aWer	
  the	
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CEOs	
  are	
  overpaid	
  by	
  any	
  measure 

	
   

Source:	
  AFL-­‐CIO;	
  AP	
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Top	
  25	
  Most	
  Overpaid	
  CEOs 
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S&P	
  500	
  Companies	
  where	
  the	
  highest	
  proporLon	
  of	
  
revenue	
  is	
  used	
  to	
  pay	
  execuLves 
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LiRle	
  correlaLon	
  between	
  CEO	
  pay	
  and	
  performance 
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Approval	
  
Rates	
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  Pay	
  
of	
  100	
  Most	
  
Overpaid	
  
CEOs	
  at	
  25	
  

Large	
  
Mutual	
  
Funds 
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Approval	
  Rates	
  of	
  Pay	
  of	
  100	
  Most	
  Overpaid	
  CEOs	
  at	
  Public	
  Pension	
  Funds 
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CompensaLon	
  CommiRee	
  Directors	
  OTen	
  Serve	
  On	
  
MulLple	
  CommiRees 

Richard	
  Myers	
   Former	
  Chairman	
  of	
  the	
  
Joint	
  Chiefs	
  of	
  Staff	
  

Deere	
  
Northrop	
  Grumman	
  
United	
  Technologies	
  

Aon	
  

William	
  Weldon	
  
Re=red	
  Chairman	
  and	
  
CEO	
  of	
  Johnson	
  &	
  

Johnson	
  

CVS	
  
Exxon	
  

JPMorgan	
  Chase	
  
Chubb	
  

Samuel	
  Palmisano	
  
Former	
  Chairman,	
  

President,	
  and	
  CEO	
  of	
  
IBM	
  

American	
  Express	
  
Exxon	
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  HIP	
  Investor	
  
 



14 

•  HIP	
  Investor	
  Ra=ngs	
  LLC	
  is	
  a	
  California	
  limited	
  liability	
  
company,	
  providing	
  8500+	
  ra=ngs	
  of	
  global	
  investments	
  and	
  
funds	
  for	
  investors,	
  family	
  offices,	
  advisers,	
  	
  
fund	
  managers	
  and	
  re=rement	
  plans.	
  

•  R.	
  Paul	
  Herman	
  is	
  CEO	
  and	
  a	
  registered	
  representa=ve	
  of	
  HIP	
  
Investor	
  Inc.,	
  an	
  investment	
  adviser	
  and	
  porfolio	
  manager	
  
registered	
  in	
  the	
  States	
  of	
  California,	
  Washington,	
  and	
  Illinois,	
  
with	
  clients	
  across	
  the	
  USA.	
  

•  This	
  is	
  not	
  an	
  offer	
  of	
  securi=es.	
  All	
  inves=ng	
  has	
  risks.	
  	
  	
  
•  Past	
  results	
  are	
  not	
  indica=ve	
  of	
  future	
  performance.	
  	
  

Disclosures	
  and	
  Disclaimers	
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Suppliers	
  
(COGS)	
  

Govts	
  	
  (TAXES)	
  
	
  

Deprecia=on	
  
(Tax	
  Deduc=on)	
  

	
  

Employees	
  (SGA)	
  

Execs	
  (CEO	
  Pay)	
  
	
  

Shareholders	
  
(PROFIT)	
  

2014	
  REVENUE,	
  Cash	
  from	
  Customers	
  

Source:	
  Computstat;	
  GS;	
  HIP	
  Investor	
  

Excessive	
  CEO	
  Pay	
  Can	
  Erode	
  Shareholder	
  Profits,	
  or	
  
Employee	
  Pay,	
  or	
  Both	
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•  Reliable	
  sources:	
  
–  ISS	
  for	
  Total	
  Disclosed	
  Compensa=on	
  for	
  S&P	
  500	
  execu=ves	
  
–  Thomson	
  Reuters	
  for	
  financial	
  returns,	
  and	
  some	
  Exec	
  Pay	
  data	
  

•  RelaLonships	
  tested:	
  
–  1,	
  3	
  and	
  5	
  year	
  performance	
  	
  
–  Total	
  Shareholder	
  Return	
  (TSR),	
  and,	
  

	
  Return	
  on	
  Invested	
  Capital	
  (ROIC)	
  
–  CEO’s	
  most-­‐recent	
  pay,	
  and	
  mul=-­‐year	
  average;	
  

Exec	
  team’s	
  most-­‐recent-­‐pay,	
  and	
  mul=-­‐year	
  average	
  
•  Regressions	
  output:	
  

–  Highest	
  correla=on	
  =	
  2.1%	
  for	
  3-­‐year	
  ROIC	
  of	
  CEO-­‐most-­‐recent-­‐pay	
  
–  Typical	
  correla=on	
  =	
  less	
  than	
  1%	
  for	
  mul=ple	
  years	
  &	
  performance	
  

How	
  HIP	
  Investor	
  Analyzed	
  CEO	
  Pay	
  and	
  
Linkages	
  to	
  Financial	
  Performance	
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“CEO	
  Pay”	
  Star=ng	
  Point,	
  	
  
based	
  on	
  regression	
  analysis	
  

$11,	
  721,072	
  

VariaLon	
  for	
  Financial	
  Performance	
  
(up	
  for	
  posi=ve	
  5-­‐year	
  TSR,	
  	
  
or	
  down	
  for	
  nega=ve	
  5-­‐yr	
  TSR)	
  

	
  	
  +	
  or	
  -­‐	
  	
  	
  
$	
  2,503,295	
  	
  

Mul=plied	
  by	
  the	
  ra=o	
  of	
  	
  

Actual	
  Financial	
  Performance	
   annualized	
  5-­‐year	
  TSR:	
  
NegaLve:	
  	
  -­‐	
  20.7548%	
  

Expected	
  CEO	
  Pay	
   $11,201,518	
  

Actual	
  CEO	
  Pay	
  	
   $68,246,187	
  

Overpayment	
  to	
  CEO	
  	
  
based	
  on	
  regression	
  analysis	
  

$57,044,669	
  

The	
  predictability	
  of	
  CEO	
  Pay	
  based	
  on	
  
Financial	
  Performance	
  (R-­‐squared)	
  	
  

0.0016	
  
(or,	
  0.16%)	
  

How	
  HIP	
  Calculated	
  the	
  Overpaid	
  CEOs:	
  	
  
e.g.	
  Nabors	
  Industries’	
  Anthony	
  G.	
  Petrello	
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•  CEO	
  Pay	
  is	
  not	
  closely	
  linked	
  to	
  Financial	
  Performance	
  
–  Which	
  is	
  a	
  disconnect	
  from	
  the	
  CEO	
  Pay	
  stock	
  and	
  op=on	
  packages	
  

	
  
•  CEO	
  Pay	
  frequently	
  linked	
  to	
  “old”	
  financial	
  metrics	
  

–  Like	
  Earnings	
  Per	
  Share	
  (EPS)	
  
•  Earnings	
  are	
  subject	
  to	
  massaging	
  by	
  accoun=ng	
  treatment	
  
•  Shares	
  outstanding	
  are	
  repurchased	
  rather	
  than	
  invested	
  in	
  R&D	
  
	
  

•  “CEO	
  Pay	
  RelaLve	
  to	
  Avg	
  Worker	
  Pay”	
  is	
  a	
  key	
  indicator	
  of	
  risk	
  
–  HIP	
  analysis	
  of	
  4,500	
  companies	
  over	
  8	
  years	
  finds	
  that	
  CEOs	
  paid	
  400x	
  to	
  1000x	
  

the	
  average	
  worker	
  destabilizes	
  the	
  incen=ve	
  structures,	
  and	
  pollutes	
  the	
  
culture	
  

–  This	
  “new”	
  metric	
  also	
  correlates	
  to	
  expected	
  changes	
  in	
  financial	
  returns	
  
(shareholder	
  value;	
  cash	
  flow)	
  and	
  financial	
  risk	
  (vola=lity)	
  

CEO	
  Pay	
  Needs	
  UpdaLng	
  of	
  Metrics	
  
and	
  BeRer	
  Accountability	
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Nell	
  Minow	
  

Journalist	
  and	
  Noted	
  
Corporate	
  Governance	
  Expert	
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Q&A	
  Window	



Audience	
  Q&A	



•  For	
  technical	
  support	
  call	
  	
  	
  	
  	
  	
  	
  	
  
1-­‐866-­‐229-­‐3239	
  

•  Use	
  the	
  Q&A	
  window	
  to	
  send	
  
us	
  your	
  ques=ons	
  

	
  

Download	
  the	
  report	
  at	
  
www.asyousow.org/ceopay	
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