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How has CEO pay compared to worker
pay over the last 50 years?
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Presentation Notes
RLW talking points: 

CEO pay grew an astounding 997% over the past 36 years, greatly outpacing the S&P500, which has grown only 504% in this time period. This chart, created by HIPInvestor based on data from the economic policy institute. provided us with data showing a longer time frame: Growth of CEO Pay Compared to Worker Pay, Stock Market Performance Over 50 Years. This longer time frame, as seen in the table below, provides an even more striking contrast; it covers five decades and multiple business cycles, booms, and busts.

Remarkable
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Top 25 Most Overpaid CEOs

TOTAL DISCLOSED

COMPANY COMPENSATION
CBS Leslie Moonves 56,773,822
Salesforce.com Inc Marc Benioff $33,362,903
Discovery Communications David M. Zaslav $32,377,346
General Growth Properties, Inc. Sandeep Mathrani $39,247,558
Regeneron Pharmaceuticals Leonard S. Schieifer $47 462 526
Oracle Corporation Safra A. Catz and Mark V. Hurd $106,488,798
Viacom Philippe Dauman $54,154,312
Vertex Pharmaceuticals Incorporated Jeffrey M. Leiden $28,099,826
Honeywell International Inc. David M. Cote $34,527,344
CVS Health Corporation Larry J. Merlo $28,943,054
Yahoo! Inc., Marissa A. Mayer $35,981,107
General Electric Company Jeffray R. Immeilt $32,973,947
General Motors Company Mary T. Barra 528,588,663
Margan Stanley James P. Gorman $22,116,052
SL Green Realty Corporation Marc Holliday $23,047,749
Comcast Brian L. Roberts 536,248,269
Exxon Mobil Corporation Rex W. Tillerson $27,297 458
Bed Bath & Beyond Inc. Steven H. Temares $19,409,668
Goldman Sachs Group, Inc. (The) Lloyd C. Blankfein $22,586,152
Wynn Resorts Stephen A. Wynn $20,680,391
Chesapeake Energy Corporation Robert D. Lawler $15,418,015
BlackRock, Inc. Laurence D. Fink £25,792,630
Ralph Lauren Corporation Ralph Lauren $23,957 577
Universal Health Services Alan B. Miller $20,477,031
Citrix Systems, Inc. Robert M. Calderoni $19,631,434
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RLW talking points: Here is our chart of the top 25, ranked in order.  Even if performance is outstanding we believe it is still possible to overpay the CEO.  The question is return on investment for the pay plan, and as our numbers clearly show, these CEOs were paid vastly in excess of what would be appropriate for the value he added.  And there is no evidence that overpay leads to superior performance. 

This morning I saw on twitter a bit of discussion about the number one company on our list: Discovery Communication. The point was raised that perhaps pay was
justified given the increase in stock over the CEO’s tenure. This gets to one of the central fallacies of executive compensation, the implication that the CEO delivered or is somehow behind the value added to the stock. In the case of telecommunications it ignores the creative talent,  the infrastructure or changes in technology that allowed cable to flourish.
 
If cable unravels due to external factors does the executive get as much blame as they got credit on the way up?
 
Not too many years ago highest paid CEO lists included oil, coal, and mining executives. We see fewer of them now, but still some. The ones that remain contend that they prepared for the externalities better than their peers. Yet, does this merit bonuses.
 
Executives should be well compensated, should make a heck of a lot more than I do, but not sure he should make more than everyone attending this webinar combined. I’ve see who has signed up and there are a lot of very intelligent, very hard working people listening in right now. And that fact that executives makes that much is unjustifiable.

Will talking more about the methodology in a few minutes, but a quick overview. We did two rankings. Using data from a variety of sources we came up with 35 separate red flags, indicators that should raise some concern. Any one of them by themselves would not be definitive but cumulatively we think they are. We then ranked companies on the the basis of those flags. Separately, HIP did a regression that Paul will be talking about shortly, and both rankings were weighted equally to come up with this list. 
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Before I go more into the metholdology I want to step back and look at why we did this: so we can see how shareholder are voting. 
Since 2011, under provision 951 of the Dodd-Frank Act, shareholders vote on compensation as presented in the company’s annual proxy statement for the five named executive officers (NEOs). This provision grew out of decades of shareholder activism at hundreds of companies demanding disclosure on CEO pay Dodd-Frank Wall Street Reform and Consumer Protection Act, 12 U.S.C. § 5301 (2010).

We wanted to look more closely at those votes



Here we have the level of opposition to the list of companies on our survey. Who is the most engaged in the issue? Most inclined to vote against?  It probably should not surprise to see Socially Responsible Investment Funds  

But there are some very large funds that also voted against significant numbers of these funds. We’ll be talking more about Dimensional in a moment. 
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Several of these have never met a compensation plan they didn’t like. 


DIMERSIONAL (£319,103)
SH {393,753

COLUMBI (5155,123)
MF5 (5213,9971)
OPPEMHEIMER ($186,782)
IMVESCO (5154,59

AMERICAN FUMDS (51,330,000
PRINCIPAL (5161, D6E)

AMERICAN CEMTURY (5126,579)
FRANKLIN TEMPLETON (5451,201)
WELLS FARGD (8108, 70%

LEGG MASON {397,065

JOHMN HANCOCK ([E183,051)
JACKSON 173,705
JANLIS (5106,794)
HARTFORD ($96,237)
STATE STREET ($5,639)
JP MOIRGAN (5332,185)
WO (207 BAT

T ROWE (8662,194)
TIA-CREF (5129,094)
WARNGLIARD (33,157, 076)
LORD ABBETT (3113,144)
FIDELITY {31 454, 843)
BLACKROCK ($234,72%
0.0% 100 20,05 0.0% 40.10%

10.0%
20%
B.E%

T.0%

=

# SOURCE: Fund voles

* Fund domestic security holdings from Morningstar data as of November 2076.



Presenter
Presentation Notes
So here are some of the largest fund families, in terms of Assets Under Management. Dimensional had the highest level of opposition. Blackrock had the lowest, for these large funds. 


Mutual Funds - Year Over Year Change
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SRI Funds & Opposition
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. Eleven SRI mutual funds were surveyed. Of these, one mutual fund, Green Century, failed to cast a vote either for or against any of the 40 say-on-pay resolutions that they voted on – instead abstaining on all. Of the remaining 10 SRI mutual funds, four voted against more than 50 percent of the time and on average they opposed say-on-pay resolutions 50 percent of the time. While they are more likely to vote against excessive pay packages than non-SRI mutual fund groups, there is a significant range in voting patterns – with Domini opposing all 27 resolutions that it voted on and Calvert opposing 87 percent of the 99 resolutions that they voted on. Parnassus, on the other hand, opposed only three of the 25 resolutions that they voted on. On the other hand, it might be a good sign that Parnassus had so few of the overpaid companies in its portfolio. 


Public Pension Funds & Opposition
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While mutual funds are required to publicly disclose votes, there is not a similar requirement at this time for public pension funds. In the spirit of good governance and transparency, approximately pension funds do provide beneficiaries and the public with the opportunity to review their shareholder proxy votes. We did public record requests and were able to gather a significant amount of data (this is less than half).

These are ranked by assets under management. The 9th largest fund had one of the best voting records: they voted against 76%

However, we don’t see automatic rubber stamping among pension funds. 


Public Pension — Year Over Year Change

FLORIDA - STATE BOARD QF ADMINISTRATION (SEAFLA)

BRITISH COLLIMBLA INVESTMENT MANAGEMENT CORPORATICN (BCIMC]
STATE OF WISCOMSIN INVESTMENT BOARD (SWIE)

(OHIC PUBLIC EMPLOYEES RETIREMENT SYSTEM (OPERS)

MEW YORK CITY FUNDS (NYC)

CALIFORMIA STATE TEACHERS RETIREMENT SYSTEM {CALSTRS)
CALIFORNIA PUBLIC EMPLOYEES RETIREMENT SYSTEM (CALPERS)
ILLINGIS STATE BOARD OF INVESTMENT {1581

COLORADD PLBLIC EMPLOYEES" RETIREMENT ASSOCIATION (COPERA)
L0S ANGELES FIRE & POLICE PEMSIONS (LAFPP)

MAINE PUBLIC EMPLOYEES RETIREMENT SYSTEM (MAINEPERS)

DREGON PUBLIC EMPLOYEES RETIREMENT FUND
(OREGON INVESTMENT COLRICIL) (OPERF)

PENMSYLVANIA PLBLIC SCHOOL EMPLOYEE RETIREMENMT {PSERS)

MASSACHUSETTS PENSION RESERVES INVESTMENT
MANAGEMENT BOARD (MASSACHUSETTS FRIM)

ONTARIO TEACHERS' PENSION PLAN (OTPF)

CONMECTICUT RETIREMENT PLANS AND TRUST FUMOS (CRPTF)
CANADIAN PEMBION PLAN INVESTMENT BOARD (CPPIE)

LINIVERSITY OF CALIFORMA UC)

TEXAS - EMPLOYEES RETIREMENT SYSTEM OF TEXAS (ERS OF TEXAS)
MARYLAND STATE RETIREMENT AND PENSION SYSTEM (MARYLAND SRPS)
INDIAMNA PUBLIC RETIREMENT SYSTEM (INPRS)

HEW HAMPSHIRE RETIREMEMNT SYSTEM (NHRS)

KEMTUCKY TEACHERS RETIREMENT SYSTEM (KENTUCKY TRS)

TEXAS - TEACHER RETIREMENT SYSTEM OF TEXAS (TRS) (TEXAS TRS)
STATE TEACHERS RETIREMENT SYSTEM OF OHIO (STASOH)
TEACHERS RETIREMENT SYSTEM OF LOUISIANA (TRSL)

MEW JERSEY PLIELIC EMPLOYEES' RETIREMENT SYSTEM
[PERS OF NEW JERSEY)

LOS AMGELES CITY EMPLOYEES RETIREMENT SYSTEM (LACERS)
VIRGINIA RETIREMENT SYSTEM (VARETIRE]

PUBLIC EMPLOYEES' RETIREMENT SYSTEM OF NEVADA
[MPERS]) - ALLIANCE BERMSTEIN

PUBLIC EMPLOYEES RETIREMENT ASSOCIATION OF NEW MEXICO (MMPERA)

(P

10%

14%

A%

0%

4

0

%

%

80%

SOURCE: Fund Viotes, websites and independent research

§



Presenter
Presentation Notes
While mutual funds are required to publicly disclose votes, there is not a similar requirement at this time for public pension funds. In the spirit of good governance and transparency, approximately pension funds do provide beneficiaries and the public with the opportunity to review their shareholder proxy votes. We did public record requests and were able to gather a significant amount of data (this is less than half).

These are ranked by assets under management. The 9th largest fund had one of the best voting records: they voted against 76%

However, we don’t see automatic rubber stamping among pension funds. 


Canadian Pension Funds
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International Pension Funds
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Compensation Committee Directors

COMPANY COMEENSATION 8ser PRIMARY EMPLOYMENT OTHER PUBLIC COMPANY BOARDS
CBS Corporation Bruce S. Gordon Morthrop Grumman Carporation, The ADT Corporation
1 Charles K.Gifford, Chair Chairman Emeritus of Bank of America Corporation Eversource Energy
Doug Morris CED, Sony Music
William S. Cohen Chairman and Chief Executive Officer, The Cohen Group
Salesforce.com Craig Conway Guidewire Software, Inc
2 John V. Roas Sony Corporation
Maynard Webb Yahoo! Inc. Visa Inc
Discovery  Paul Gould Ampco-Pittsburgh Corporation, Liberty Global, plc
QI Communicatons I ponert | Miron, Chair '
Robert R. Beck
Regeneron Charles A. Baker
Christine A, Poon* Executive-in-Residence, The Max M. Fisher College of Business Prudential Financial, Inc., The Sherwin-Wiliams Company,
the Supervisory Board of Royal Philips Electronics
o George L. Sing
Joseph L. Goldstein, M.D.
Marc Tessier-Lavigne, Ph.D., Chairt  President of Stanford University
General GW. Props. J Bruce Flatt CEQ, Brookfield Brookfigld
5 John K. Haley Amplify Snack Brands, Inc, Truck Hero, Inc

Mary Lou Fiala Co-Chairman, LOFT Unlimited Regency Centers Corporation, Build—A—-Bear Workshop, Inc.




Directors on Compensation Committees of Overpaid Companies

COMPENSATION COMMITTEES

DIRECTOR T SAF 500 COMBANIES OTHER BOARDS PRIMARY AFFILIATION

EDWARD M. LIDDY 3M Company, Abbott Laboratories AbbVie Inc., The Boging Company Retired CEO of The Allstate Corporation

LOIS D. JULIBER Du Pont E.I. de Nemours, Mondelez International Retired CEOQ of Colgate-Palmalive Company
, Former CEO of Ebay,

MURRY 5. GERBER Blackrock, Halliburton U.5. Steel Corporation Former CEO of EQT Corporation

PATRICIA F. RUSSO

Merck & Co, General Motors

Alcoa Inc., Hewlett Packard Enterprise,

KKR Management LLC

Former CEQ of Alcatel-Lucent S.A.

ACHRDBINERS  Aon Dee Uit oo Coport FomerCramandi e Jon s 0 Sl
RODNEY SLATER Verizon, Kansas City Southern Transurban Group Partner at Squire Patton Boggs LLP

RONALD A, WILLIAMS American Express, Johnson & Johnson The Boeing Company, Envision Healthcare Retired CEO of Aetna, Inc.

SAMUEL J. PALMISANO American Express,Exxon Mabil Retired CEO of IBM

THOMAS T, STALLKAMP Baxter International, Borgwarner Founder and principal of Collaborative Management LLC
VANCE D. COFFMAN 3m Company, Deere Amgen Inc. Retired CEO of Lockheed Martin Corporation

WILLIAM A, OSBORM Abbott Laboratories, General Dynamics Caterpillar Inc. Former CEQ of Morthem Trust Corporation

WILLIAM C. WELDON JP Margan Chase, CVS Health, Exxon Mobil Retired CEO of Johnson & Johnsan
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These are on two or more.


Overpaid by Pay and Performance Indicators
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Category on pay for performance

I want to speak for just a moment on our thoughts regarding Total Shareholder Return, TSR. We come from the perspective of shareholders and this is the best commonly accepted measure to evaluate company performance.  
A lot of discussion on pay, including an up-coming rulemaking, focuses on total shareholder return.  We don’t believe TSR is necessarily an appropriate compensation metric under which to reward CEO performance as we do not believe the CEO is a primary driver of stock price.  Numerous academic studies show there is little alignment between pay and stock performance, and too often CEOs have received windfalls based on purely external factors.  Yet, it is the delivery of wealth to stockholders that is used by CEOs, boards and compensation consultants as the primary justification for high pay.  In this study, while disputing that validity of that alignment, we focus on companies that would be overpaid even if that assumption were true.  Our methodology is laid out in great detail in the report, but rankings based on the regression analysis counted as 50% and rankings based on the combined red flag score counted as 50%. 

We used a number of indicators here. More information and explanation can be found in report. Abbreviations: NEIC – Non equity incentive compensation One new one this year: Consulting firm EVA Dimensions furnished us a ranking of the S&P 500 companies through its Corporate Performance Index (CPI).  EVA Dimensions has been a leader in highlighting flaws with performance measurements based solely on TSR, and promotes greater emphasis on EVA (operating profit less an interest charge on capital). 
The CPI provides a score of composite measure of financial excellence that considers the firm's growth record in EVA profits, its franchise value, current profitability and the market-implied forecast for growth in EVA. We compared the 100 S&P 500 companies with the lowest CPI score to our lists of the companies with the highest five-year total cash incentives for the CEO. 

Highest NEIC lowest TSR	
ColF:  Low average ROA and increase in pay 
ColK:  ROIC down/pay up	
ColL:  3/5 year low ROIC & a high pay measurement or high increase	
ColI: CIP score from EVA	
ColH: EVA momentum & high pay 	
ColT: Among Highest annual incentive in 4 out of five years	
ColO: Buybacks over income; bonus above median	
ColW: Largest dif between net income and non-GAAP an highest pay	
ColAA: Equity awards over $10M)	
ColM:  Options over $3 mill 6 of 9 years, including last 3 	
ColAC: data standard option as percent of value, over 60




Overpaid by Upward Spiral Indicators
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Presentation Notes
 There are lots of debates about how we got to this place with pay, but everyone agrees that peer comparisons are a key component. 

Ratcheting up

Two flags means one of worst 10

ColAH: CEO Pay Multiple to disclosed peer median	
ColAI: CEO pay multiple to ISS peer median	
ColV:  Benchmarked above 50	
ColG: Salary  $1.5 or above	
ColAE: Non performance bonus over $150,000	
ColZ: Among 100 Highest retirement	
ColAD: All other over compensation over $500K


Overpaid by Sustainability Indicators
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Sustainability

: Sustainability concerns as calculated by HIP coupled with high pay	
ColY: Violation tracker 2010-2014	
ColX: Violation tracker 2014 only 
ColAF: Total comp as % of EBIT 	
ColAG: Total comp as % of Revenue	
ColAJ: Ratio of CEO pay to average officer	
ColAK: Ratio of CEO pay to next highest paid NEO


Overpaid by Consensus Measures

Chesapeake Energy Corporation
| Bed Bath & Beyond Inc.
" SL Green Realty Corporation
. FMC Corporation
" Anadarko Petroleum Corporation
| Schlumberger N.V.
. BB&T Corporation

" Chevron Corporation

Citigroup Inc.
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External sources

PIRC rec agnst	
Marco Rec Agnst	
Glass Lewis  P4P D or F	
Glass Lewis rec against	
 among the 100 lowest 3 year average votes	
 ISS Quickscore	
 ISS rec agnst	
 among lowest 100 votes against prior vote	
 GMI grades D/F
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Many Overpaid CEOs Underdeliver for Investors

COMPANY

CEO PAY VALUE

REGRESSION PREDICTION

EXCESS RELATIVE
TO REGRESSION

(G B =t

14
15
16
17
18

ORCL
VIAB
CBS
REGN
DIS
MDT
GGP
CRM
DISCA
YHOO
CMCSA

ORACLE CORPORATION

VIACOM

CBS

REGEMERON PHARMACEUTICALS
THE WALT DISNEY COMPANY
MEDTRONIC

GENERAL GROWTH PROPERTIES, INC.
SALESFORCE.COM INC
DISCOVERY COMMUNICATIONS
YAHOQ! INC.

COMCAST

VERTEX PHARMACEUTICALS INCORPORATED
GENERAL MOTORS COMPANY
HONEYWELL INTERNATIONAL INC.
GENERAL ELECTRIC COMPANY
AON, PLC

PEPSICO, INC.

TIME WARNER INC.

EXXON MOBIL CORPORATION
LOCKHEED MARTIN CORPORATION
CVS HEALTH CORPORATION
TWENTY-FIRST CENTURY FOX, INC.
AT&T INC.

BLACKROCK, INC.

L BRANDS, INC.

$133,502,840
$56,872,388
956,773,822
$52,232,055
$43,868,550
$39,437 960
$39,247 559
$36,278,759
$35,290,135
$36,203,214
$36,261,883
$35,812,662
$33,930,097
$34,461,344
$32,093,181

$30,633,043
$29,169,017
$30,796,289
$27,297 458
$28,621,760
$29,331,309
$27,820,310
$25,272,896
$25,939,539
$27,704,127

$12,098 357
$12,509,379
514,817,651
$21,583,982
$14,265,242
$12,559,407
$13,255,754
$12,328,267
$11,858,517
$13,226,784
$14,207,832
$14,153,966
$12,676,451
$13,332,422
$12,391,006
$13,239,437
$11,777,263
$13,944,986
$11,593,918
$13,449,947
$14,234,480
$13,632,147
$12,027,455
$13,143,153
$15,689,715

$121,404,483
$44,363,008
$41,956,171
$30,648,073
$29,603,308
$26,878,553
$25,991,805
$23,950,492
$23,431,617
$22,976,430
$22,054,051
$21,658,696
$21,253,645
$21,128,922
$19,702,176
$17,393,606
$17,391,754
$16,851,303
$15,703,540
$15,171,813
$15,096,830
$14,188,163
$13,245,441
$12,796,385
$12,014,412




How HIP Investor Analyzed CEO Pay
and Linkages to Financial Performance

e Reliable sources:
— ISS for Total Disclosed Compensation for S&P500 executives
— Thomson Reuters for financial returns, and some Exec Pay data

e Relationships tested:
— 1, 3,5 and 10 year performance

— Total Shareholder Return (TSR), Return on Invested Capital (ROIC),
and Return on Equity (ROE)

— CEO’s most-recent pay, and multi-year average;

Exec team’s most-recent-pay, and multi-year average

e Regressions output:
— Highest correlation = only 2.7% for 5-year TSR of CEO-most-recent-pay

— Typical correlation = less than 1% for 21 of 24 regressions by metric &
duration




Viacom: CEO Overpaid Multiple Years
Even When Under-Delivering on TSR
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“Viacom CEO to present turnaround strategy”
“Viacom Inc Profit Drops 12% in Q1" (Feb. 2017)

Source: Google Finance, as of Feb. 11, 2017



How HIP Calculated the Overpaid CEOs:
Viacom CEO Philippe P. Dauman

Expected CEO Pay $12,527,841
Actual CEO Pay $56,872,387
Overpayment to CEO S44,344,546

based on regression analysis

The predictability of recent Only 2.7%
CEO Pay based on 5-year
Total Shareholder Return

(R-squared)



Top 100 Overpaid Underperform S&P 500 by -60%

Avg. TSR 3-yr 02/28/2015 Avg. TSR 2-yr 01/31/2017
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Top 25 Overpaid Deliver Negative TSR, Lose Value

Avg. TSR 3-yr 02/28/2015

Avg. TSR 2-yr 01/31/2017
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Annual TSR Lags About When Overpay Approved
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Many Overpaid CEO Firms Have Lost Value

Avg. TSR 3-yr 02/28/2015 Avg. TSR 2-yr 01/31/2017

60%

50%

40%

30%

20% "l

10%

Annualized TSR

0% !

- - |“|]“"|'|I'r" '|'|u[r-|.“k

-20%

-30%

-40%

4 13 22 kY 40 49 56 &7 76 85 o4 4 13 22 21 40 49 56 67 7B 85 o4




CEO Pay Needs Better Accountability
to Better Success Metrics

e CEO Pay is not closely linked to Financial Performance
e CEO stock grants and option packages overcompensate for the results achieved

e CEO Pay frequently linked to “old” financial metrics
— e.g. Earnings Per Share (EPS) is outdated metric
— Earnings are subject to massaging by accounting treatment
— Shares outstanding are frequently repurchased rather than invested in R&D

e “CEO Pay to Average Worker Pay” is a better indicator of risk

— HIP Investor analysis of 5,770 companies globally over 10 years finds that
CEOs paid 400x to 1000x the average worker result in frequently lower returns,
increased volatility for shareholders, and a lack of accountability to shareholders

— This “new” metric — CEO Pay to Average Worker Pay — was mandated by the
Obama SEC to be implemented in 2018, but may now be deferred, delayed or
revoked by Trump’s SEC




The 100 Most
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Overpaid CEOs

OVERPAID Report author
CEOs Rosanna Landis Weaver

Are Fund Managers
Asleep at The Wheel?

Download the report at

www.asousow.orceoa



http://www.asyousow.org/ceopay

Andrew Behar

Andrew Behar
Are Fund Managers
Asleep at The Wheel? CEO

As You Sow




Audience Q&A

For technical support call

1-866-229-3239

Use the Q&A window to send

us your questions

Q&A Window

Download the report at
WWW.asyousow.org/ceopay

Emv

- Partici.. & Chat | © Q&A

+ Panelists: 3

Katherine Kassing (me)

@ Clear Skies (Host)
Haley Mielsen
~ Attendees: 1 (1 displayed)
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Marvin CSVEP - 1:15 pm
(): test question

Select a question, and then type your answer here, Thereis a
256 character maximum.
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http://www.asyousow.org/ceopay

Featured Speakers

Rosanna Landis
Weaver

Report Author and
Program Manager of
As You Sow’s
Executive
Compensation
initiative

R. Paul Herman
CEO + Founder
HIP Investor

Andrew Behar
CEO
As You Sow
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OVERPAID Report author
CEOs Rosanna Landis Weaver

Are Fund Managers
Asleep at The Whee!?

Download the report at

www.asousow.orceoa



http://www.asyousow.org/ceopay

Contact

Zoey Olbum
Communications Associate
zolbum@asyousow.org

510.735.8164

OVERPAID
CEOs

Are Fund Managers

Asieep at The Wheef? Download the report at
WWW.asyousow.org/ceopay
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