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Top	
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How	
  HIP	
  Investor	
  Analyzed	
  CEO	
  Pay	
  	
  
and	
  Linkages	
  to	
  Financial	
  Performance	
  

•  Reliable	
  sources:	
  
–  ISS	
  for	
  Total	
  Disclosed	
  Compensa=on	
  for	
  S&P500	
  execu=ves	
  
–  Thomson	
  Reuters	
  for	
  financial	
  returns,	
  and	
  some	
  Exec	
  Pay	
  data	
  

•  RelaLonships	
  tested:	
  
–  1,	
  3,	
  5	
  and	
  10	
  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	
  =	
  2.4%	
  for	
  3-­‐year	
  TSR	
  of	
  CEO-­‐most-­‐recent-­‐pay	
  
–  Typical	
  correla=on	
  =	
  less	
  than	
  1%	
  for	
  mul=ple	
  years	
  &	
  performance	
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How	
  HIP	
  Calculated	
  the	
  Overpaid	
  CEOs:	
  	
  
e.g.	
  Discovery	
  Comm’s,	
  David	
  Zaslav	
  
“CEO	
  Pay”	
  Star=ng	
  Point,	
  	
  
based	
  on	
  regression	
  analysis	
  

$10,827,477	
  

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

	
  	
  +	
  or	
  -­‐	
  	
  	
  
$	
  11,093,825	
  	
  

Mul=plied	
  by	
  the	
  ra=o	
  of	
  	
  

Actual	
  Financial	
  Performance	
   annualized	
  5-­‐year	
  TSR:	
  
+26.97%	
  

Expected	
  CEO	
  Pay	
   $13,819,497	
  

Actual	
  CEO	
  Pay	
  	
   $156,077,192	
  

Overpayment	
  to	
  CEO	
  	
  
based	
  on	
  regression	
  analysis	
  

$142,258,415	
  

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

0.0153	
  
	
  (or,	
  1.53%)	
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S&P	
  500:	
  18.8%	
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S&P	
  500:	
  from	
  18.8%	
  to	
  17.3%	
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CEO	
  Pay	
  Needs	
  UpdaLng	
  of	
  Metrics	
  
and	
  BeXer	
  Accountability	
  

•  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	
  to	
  Avg	
  Worker	
  Pay”	
  is	
  a	
  key	
  indicator	
  of	
  risk	
  
–  HIP	
  analysis	
  of	
  4,800	
  companies	
  over	
  9	
  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)	
  
–  SEC	
  to	
  require	
  this	
  new	
  metric	
  in	
  2017	
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