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Airplane travel, 60, 61, 63
Alternative minimum tax (AMT), 

119, 124
American Jobs Creation Act of 

2004, 166
Annual reviews, 59, 99, 100, 150
Associated Press, compensation 

 calculations by, 52-54
Attorneys

and negotiations, 79, 97, 153, 155, 
156, 159

securities lawyer, attendance at 
compensation committee 
meetings, 108

tax attorney, review of  agreements 
by, 96

Audit committee, 66, 100, 147

Backdating stock options. See 
Stock options

Bank of America Corporation, 24, 
43-47, 60, 76, 88, 103-106, 
137, 143

Benchmarking
director compensation, 150, 151
internal pay equity, 32, 33, 76
“Lake Wobegon Effect,” 

33, 76
median versus average  

compensation, 34
peer group adjustment, 28-30

peer group selection, 25-27
peer groups for different  executive 

levels, 30
percentiles of peer group compensa-

tion, 31-33
private equity groups, 37-42

Bonuses
annual, 22
base salary, impact of, 61, 62
equity incentives. See Equity incen-

tive plans
fi nancial metrics, bonuses based on, 

17, 18, 82
as nonqualifi ed deferred 

 compensation, 164, 165
performance, 15, 18, 21, 22
pro rata credit upon  termination, 157
reimbursement of. See Clawback 

provisions
retention bonus, 165
signing, 60, 74
and “substantial risk of 

 forfeiture,” 169
Buffett, Warren E., 3, 4
Bullet-dodging, 130, 133. See also 

backdating under Stock options
Business development companies, 209

Calhoun, David, 8, 39, 40
California, income tax on deferred 

compensation, 88, 96, 156, 164
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Change in control
disclosures, 196-200
effective control, 176, 177
events, 174, 175
ownership of corporation, 175, 176
ownership of substantial portion of 

assets, 177, 178
provisions, 84-89

Charter
purpose and annual review of, 99, 

100
sample, 183-187

Charts and graphs, use of in CD&A, 
43, 47, 48

Chief executive offi cers (CEOs)
compensation consultant, use of, 155
compensation package,  developing, 

155
damages, mitigation of, 153, 

159, 160
duties and authority, 156
employment agreements. See 

Employment agreements
equity incentive plans, understanding, 

160, 289-307
events beyond control of, 1-4, 17, 18
existing CEOs, negotiating with, 76
and internal pay equity, 32, 33, 76
interviews, 154
negotiations, attorney representation, 

155, 156, 159
negotiations, executive’s  perspective, 

153-162
negotiations, existing CEOs, 76
negotiations, new CEO  candidates, 

71-76
resumes, 73, 74, 154
severance agreements. See Severance 

agreements
succession plans, 72
“superstars,” 5, 6, 8, 9
turnover, 6, 154

Clawback provisions, 82-84
Coca-Cola Company, 25, 31, 48, 

88, 146

Compensation committee
annual review of compensation 

package, 59
charter, 99, 100, 183-187
compensation consultants, use of. See 

Compensation consultants
Compensation Discussion and 

Analysis. See Compensation 
Discussion and Analysis 
(CD&A)

confl icts of interest, 101
and director compensation, 149
as ERISA fi duciaries, 67
executive sessions, 109, 110
fi duciary duties, 67, 108
independence, 65, 66, 99
internal audits, use of, 66
meetings, 97, 107-110, 131, 138
minutes, 97, 110, 138
negotiation with CEO. See 

Negotiation
non-profi t organizations, 67-69
press releases, 80, 81
procedures, importance of following, 

96, 97
record of activities, 210
responsibilities, 57, 58, 99, 100
securities lawyer, presence at meet-

ings, 108
shareholder meetings, representation 

at, 55
Compensation Committee 

Report, 191
Compensation consultants

CEO representation, 155
comparison of compensation package 

with industry standards, 97
and director compensation, 150
disclosure, 102, 103
independence, 71, 72
range of compensation,  establishing, 

71, 72
rotation of, 101, 102
two consultants, use of, 101
use of, 65, 66
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Compensation Discussion and Analysis 
(CD&A)

Bank of America example, 43-47
charts and graphs, use of, 43, 47, 48
compensation consultants, 102, 103
disclosure requirements, 107, 189-212
peer group selection, justifi cation 

for, 29
preparation of, 210, 211
procedures followed by compensa-

tion committee, 103-106
purpose of, 43
requirement for, 107
SEC requirements, 50, 189-212
stock option disclosures, 138, 

201-203
Summary Compensation Table, 

50-55, 58, 100, 101, 192-194
Compensation guidelines. See also 

Benchmarking
equity awards, 139
range of compensation, 71, 72

Competitive harm and disclosure of 
performance targets, 48-50

Confi dentiality, 81, 159
Confl icts of interest

compensation committee, 101
director compensation, 149, 150, 152

ConocoPhillips, 52, 76
Corporate culture

and compensation structure, 64, 
67, 100

numbers-driven, 8, 67, 108
Council of Institutional Investors

director compensation, position on, 
146, 148, 149, 151, 152

employment agreements, position 
on, 78

perquisites, position on, 62
retirement packages, position on, 94
stock option practices, 142, 143

Deferred compensation
California income tax, 88, 96, 

156, 164

distribution of, 160, 161
interest on, 64, 65
IRC Section 409A compliance. See 

Internal Revenue Code (IRC)
nonqualifi ed earnings, 64, 65
nonqualifi ed plans, 164, 166, 167, 

172, 173, 178, 179
short-term deferral, 168-170

Dilution
disclosure of to shareholders, 114
and SARs versus stock options, 119

Director compensation
annual review of, 150
benefi t programs, 152
Buffett position on, 3, 4
cash retainer, 146-148
change in control payments, 152, 

175. See also Change in control
committee chairs, 147
confl icts of interest, 149, 150, 152
Council of Institutional Investors 

position on, 146, 148, 
151, 152

differential pay, 147, 148
disclosure, 145, 148-150, 203, 204
disgorgement for breach of fi duciary 

duty, 152
equity-based, 146
establishing, procedure and process 

for, 149-151
expenses, 151, 152
holding requirements for equity-

based compensation, 148
minimum equity requirements, 

148, 149
objective methodology for determin-

ing, 150, 151
objectives, 145
performance compensation, 146
perquisites, 151, 152
phantom stock, 149
repricing and exchange  programs, 

152
severance payments, 152
shareholder approval, 151
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Director Compensation Table, 50, 190
Director independence, 11, 203, 205, 

206, 211, 212
Disclosures

Associated Press methodology, 52
CD&A requirements, 107, 189-212
change in control, 196-200
charts and graphics, use of, 43
compensation consultant, 102, 103
and competitive harm, 48-50
dilution of shareholders’  interest, 114
director compensation, 145, 148-150, 

203, 204
equity interests, 194-196
executive offi cer compensation, 

100, 101
executive offi cers covered, 200
footnote disclosures, 52
governance, 205, 206
nonqualifi ed deferred compensation 

earnings, 64, 65
perquisites and personal  benefi ts, 

61-63, 194
plain English requirement, 189, 208, 

210, 212
and press releases, use of, 80, 81
retirement plans, 196-200
SEC requirements for executive 

compensation disclosure, 50, 
189-212. See also Compensation 
Discussion and Analysis (CD&A)

securities lawyer, assistance of, 108
stock option grants, 138, 201-203
Summary Compensation Table, 

50-55, 58, 100, 101, 192-194
Tyson Foods, SEC action against, 

62, 63
Discussion and analysis. See Compensa-

tion Discussion and Analysis 
(CD&A)

Distributions of deferred compensation, 
160, 161

Dividends, 65, 122
Drexler, Millard S., 41

DTE Energy, 103
Due diligence, 65
Dunkin’ Brands, 36
DuPont, 32

Earnings on deferred compensation, 
64, 65

Earnings per share, 17, 120
Economic factors

and private equity  compensation, 8
and rise in CEO compensation, 4-6

Edmondson, David J., 73
Eli Lilly and Company, 16, 27, 47
Employee stock purchase plans, 127, 

164, 179
Employment agreements

avoidance of, 77
breach of, 153, 159, 160
clawback provisions, 82-84
confi dentiality provisions, 81, 159
damages, mitigation of, 153, 159, 160
duties and authority, 156
golden parachute clauses, 84-88
gross-up clauses, 89-94
IRC Section 409A compliance 

provisions, 181, 182
legal representations and  warranties 

by CEO  candidate, 73-76, 81
multiyear, 78
nonsolicitation and noncompete 

clauses, 81, 82, 159
principal offi ce, location of, 156, 157
with private equity buyer of CEO’s 

business, 161, 162, App C
sample, 213-232
versus severance agreements, 77, 78
severance pay, 160
term of, 77, 78
termination, 76, 78-80, 157-162

Enron, 8, 66, 67, 108
Entertainment and sports celebrities, 

compensation of, 8, 9
Equity-based compensation. See Equity 

incentive plans
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Equity incentive plans. See also Stock 
appreciation rights (SARs); 
Stock options

acceptance of in writing, 139, 140
compliance with IRC Section 409A, 

179, 180
database for tracking, 139
and dilution of shareholders’ interest, 

114
disclosures, 194-196
and ethical culture, 64, 65, 67, 100, 

108, 109
fair value of equity awards, 51, 54
paperwork, 140, 141
as percentage of total  compensation, 20
phantom stock plans, 65, 113, 

115-117, 119, 121, 122, 149
Public Company Equity Incentive 

Plan, sample, 233-284
public company example, 233-284
restricted stock, 120, 121
strategic plan, connection with, 114
types of, 113
understanding, 160, 289-307
vesting, 113, 114, 120-124
written guidelines, need for, 139

Equity ownership requirements for 
executives, 23, 24

Equity retention practices, 143
ERISA plans, 67
Ethics, 64, 65, 67, 100, 108, 109
Executive compensation policy

best practice, 1
compensation theories, 4-6
Exxon example, 1, 2
senior executives, 63, 64, 100, 101

Exxon Mobil Corporation, 1, 2, 22, 
58, 59, 62, 77

Fair market value, stock options, 114, 118, 
119, 122, 136-137, 141, 142, 180

Fair value, equity awards, 51, 54
FAS 123R, 51-54, 59, 119, 140-142, 

190, 211

FedEx Corporation, 23, 24
Fiduciary duties, 67, 108, 152
Forced exit packages, 6-8
Ford Motor Co., 80, 81
Form 8-K, 190, 206-209, 211
Form 10-K, 100, 103, 107, 190, 191, 

209. See also Compensation 
Discussion and Analysis 
(CD&A)

Form 10-KSB, 209
Form W-2, 96
Freeman, Kenneth W., 8
Frissora, Mark P., 40, 41
Front-running, 130. See also backdating 

under Stock options

General Electric, 8, 33, 39, 40, 49, 75, 
77, 78

George, William W., 41
Gerstner, Louis V., Jr., 8, 41
Golden parachutes, 84-90, 175, 177
Good faith, 65
Google, Inc., 49, 50
Governance

benefi ts of good corporate govern-
ance, 9-11

committee, 64, 67, 147, 149
compensation committee, importance 

of, 97, 100
and director compensation, 150
disclosures, 205, 206
impact of CD&A on, 43
incentives for good governance, 

108, 109
independent compensation 

 committee, 65
rating groups, 9, 133
and rise in CEO compensation, 4, 6

Grasso, Dick, 95
Gross-up clauses, 89-94

Hammergren, John, 53
“Headline” risk, 60, 62
Hedging transactions, 24
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Hertz, 40
Home Depot, 2, 3, 6, 7, 39, 41
Human resources (HR), 58
Huntington Bancshares, Inc., 17

IBM, 48, 49, 74
Iger, Robert, 80
Immelt, Jeffrey R., 33, 49, 77, 78
Incentive stock options (ISOs). See 

Stock options
Independence of compensation commit-

tee. See Compensation committee
Interest on deferred compensation, 64, 65
Internal audit

and compensation analysis, 58
compensation verifi cation, 57, 58, 66
and management oversight, 109

Internal controls, 109
Internal pay equity, 32, 33, 76
Internal Revenue Code (IRC)

Section 83, 180
Section 162(m), corporate tax 

deductions for employee 
remuneration, 127

Section 280G, exercise of stock 
options and computation of 
golden parachute payments, 89, 
90, 175, 177

Section 401(a)(17), 171
Section 409A

background, 166, 167
change in control provisions, 87, 

88, 174-178
compliance with, 96, 156, 

163-167, 172, 173, 179-182
corporate liability for 

 noncompliance, 165
deferred compensation, 164-167
equity-based compensation, 179, 

180
exceptions from coverage, 165, 

168-172
income tax consequences, 164, 

166, 167, 172, 173, 180-182

nonqualifi ed deferred compensa-
tion plans, 64, 65, 164, 166, 
167, 172, 173, 178, 179

retention bonuses, 164, 165
safe harbors, 172, 180
separation pay due to involuntary 

separation, 161, 168, 170-172
short-term deferral exception, 

168-170
“six-month rule,” 160, 161, 

173, 174
“specifi ed employee,” 160, 161, 

170, 173, 174, 181
stock options, 114, 118, 127, 136, 

141
supplemental retirement plans, 94, 

95, 167, 174
termination for “good reason” 

defi ned, 158
“two times exemption,” 161, 168, 

170-172
vesting requirements, 167

Section 422(d), long-term capital 
gains on incentive stock 
options, 125

Section 423, employee stock pur-
chase plans, 127, 179

Section 4999, excise tax on excess 
parachute payments, 89

Investor expectations, 22, 23

J. Crew, 41

Kinder, Richard D., 36
Kinder Morgan, Inc., 36, 38

“Lake Wobegon Effect,” 33, 76
Lockheed Martin Corp., 62
Lonchar, Kenneth, 73
“Lucky CEOs,” 130, 131, 134

Maximum Integrated Products, 
Inc., 137

McKesson Corp., 53, 54
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McKinnell, Henry (Hank), 6, 7, 13, 14
Media

“headline” risk, 60, 62
and need for defensible executive 

compensation policy, 1
press releases on compensation 

package, 80, 81
response to criticism by, 53, 54

Meetings, 97, 107-110, 131, 138
Mergers and acquisitions, 13, 19, 27, 

35, 36, 38, 133, 134, 151. See 
also Change in control

Middle-level employees, 64
Minutes of meetings, 97, 110, 138
Mitchell, Brian, 74
Mulally, Alan, 80, 81

Nardelli, Robert L., 2, 6, 7, 39, 41, 
42, 75

Negotiation
attorney representation at, 79, 97, 

153, 155, 156, 159
executive’s perspective, 153-162
with existing CEOs, 76
minutes of meetings, contents of, 97
with new CEO candidates, 71-76

New York Stock Exchange (NYSE), 95
Non-profi t organizations, compensation 

committee, 67-69
Noncompete clauses, 81, 82, 84, 159
Nonqualifi ed deferred compensation 

plans, 64, 65, 164, 166, 167, 
172, 173, 178, 179

Nonsolicitation provisions, 81, 82, 159

Options Backdating Task Force, 130
Ovitz, Michael, 7, 110, 111

Papows, Jeffrey P., 74
“Payment triggers,” 173, 178, 179
Peer groups. See Benchmarking
Performance

benchmarking. See Benchmarking
conditions, 122

and equity-based compensation, 20
events beyond CEO’s control, 1-4, 

17, 18
investor expectations, 22, 23
long-term and short-term goals, 21, 22
metrics, 13, 14, 16-19, 46, 47, 109
and minimum equity ownership 

requirements for executives, 
23, 24

Pfi zer example, 13, 14
and responsibilities of CEO, 21
and restricted stock, 121
revenue growth, 19, 20
review of, 13
and strategic plan, 15, 16
targets, disclosure of and  competitive 

harm, 48-50
Perquisites

directors, 151, 152
disclosure, 61-63, 194
media criticism, 60-62
non-profi t organizations, 67, 68
retirement benefi ts, 14, 94. See also 

Supplemental executive retire-
ment plan (SERP)

spouses, 60
tracking, 211
types of, 60

Pfi zer, Inc., 6, 7, 13-15, 18, 77
“Phantom appreciation plan,” 119-121
Phantom stock plans, 65, 113, 115-117, 

119, 121-122, 149. See also 
Equity  incentive plans

Private equity groups
benchmarking, 37-42
benefi ts of going private, 36, 37
compensation, 8
and competition for executives, 37-42
employment agreements with CEO 

of purchased  business, 161, 162, 
213-232

and equity incentives, 35, 36
reasons for public companies going 

private, 37
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Private equity groups (Continued )
restricted stock, use of as manage-

ment retention incentive, 121
and share price, 8

Private foundations, 68
Private inurement and private benefi t, 

68, 69
Proxy statements

compensation committee procedures, 
103-106

Compensation Discussion and 
Analysis. See Compensation 
Discussion and Analysis (CD&A)

RadioShack Corp., 73
Raymond, Lee, 1, 2
Realized compensation, 59
Reasonable compensation, 68, 69, 71, 

72, 97, 101, 151, 155
Registered investment companies, 209
Regression analysis, 28, 29
Regulation S-B, 207
Regulation S-K, 100, 133, 206, 208, 211
Related person transactions, 203, 205
Reputation, impact on stock price, 9
Restricted stock

phantom appreciation plans 
 compared, 120, 121

SARs compared, 120, 121
vesting, 59

Resumes, 72-76, 154
Retirement packages

disclosures, 196-200
McKinnell, Henry (Pfi zer), 14
supplemental executive  retirement 

plans, 94, 95, 167, 174
Ryan v. Gifford, 133, 137

Sarbanes-Oxley Act of 2002
and benefi ts of going private, 37
fi nancial reporting noncompliance 

and clawback provisions, 82, 83
Schedule 14A (proxy statements)

compensation committee procedures, 
103-106

Compensation Discussion and 
Analysis. See Compensation 
Discussion and Analysis (CD&A)

Securities and Exchange  Commission 
(SEC)

executive compensation disclosure 
requirements, 189-212. See also 
 Compensation Discussion and 
Analysis (CD&A)

reporting requirements and benefi ts of 
going private, 37

Tyson Foods, action against, 62, 63
“User Guide to the SEC’s New 

Rules for Reporting Executive 
Pay,” 54

Senior executives
chief executive offi cer. See Chief 

executive offi cers (CEOs)
compensation packages, 63, 64
differences in compensation packages, 

explanation for, 107
disclosure rules, 200
equity incentive plans,  understanding, 

160, 289-307
internal pay equity, 32, 33, 76
negotiations, executive  perspective 

on, 153-162
Separation pay due to involuntary 

separation from service, 168, 
170-172

Severance agreements
avoidance of, 77
clawback clauses, 82-84
versus employment agreements, 

77-79
excess golden parachute  payments, 

88, 89
golden parachute clauses, 84-88
gross-up clauses, 89-94
IRC Section 409A compliance 

provisions, 181, 182. See also 
Internal Revenue Code (IRC)

legal representations and  warranties 
by CEO  candidate, 73-76
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shareholder approval, 88
termination for cause, 79, 80

Shareholders
activism, 36, 37
dilution of shares, 114
director compensation, approval 

of, 151
disclosures to. See Disclosures
excess golden parachute  payments, 

approval of, 88
explanation of executive 

 compensation. See Compensa-
tion Discussion and Analysis 
(CD&A)

and need for defensible executive 
compensation policy, 1

response to questions by, 54, 55
Sharper Image Corp., 72
Short-term deferral exception, 168-170
Signing bonuses, 74
Silverman, Henry, 42
“Six-month rule,” 160, 161, 173, 174
Small businesses, 191
“Specifi ed employee,” 160, 161, 170, 

173, 174, 181
Spousal perquisites, 60, 61
Spring-loading, 130, 133. See also 

backdating under Stock options
Stock appreciation rights (SARs)

fair market value, 180
IRC Section 409A compliance, 179, 

180. See also Internal Revenue 
Code (IRC)

restricted stock compared, 120, 121
stock options compared, 114-119
vesting, 180

Stock options
acceptance of in writing, 139, 140
authority to grant, 135, 137
backdating, 127-135, 141, 285-287
Council of Institutional Investors 

recommendations, 142, 143
database for tracking, 139
disclosures, 138, 201-203

eligibility, 135, 136
employee information on, questions 

and answers, 289-307
equity retention practices, 143
exercise of, electronic, 139, 140
exercise of, impact on parachute 

payment excise tax, 89
fair market value, 114, 118, 119, 122, 

136-137, 141, 142, 180
fair value, 51, 54
FAS 123R. See FAS 123R
incentive stock options (ISOs), 

122-125
IRC Section 409A compliance, 179, 

180. See also Internal Revenue 
Code (IRC)

mergers, 134
non-ISOs, 122-126
option granting practices, 135-142
paperwork, 140, 141
private companies, 141, 142
Public Company Equity Incentive 

Plan, 136, 233-284
stock appreciation rights  compared, 

114-119
and Summary Compensation Table, 

50, 51
tax benefi t to company on exercise 

of, 127
timing of grant, 131-135
vesting, 59, 90, 180

Stock price
and CEO responsibilities, 7, 8
and corporate reputation, 9

Strategic plan
long-term and short-term goals, 21, 22
tying performance to, 15, 16, 64, 114

“Substantial risk of forfeiture,” 164-170
Summary Compensation Table, 50-55, 

58, 100, 101, 192-194
“Superstars,” 5, 6, 8, 9
Supplemental executive retirement plan 

(SERP), 94, 95, 167, 174
Symonds, Jon, 27
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Tally sheets, 57-59, 95
Tax Exempt Compensation Enforce-

ment Project, 68
Tax issues. See also Internal  Revenue 

Code (IRC)
alternative minimum tax, 119, 124
attorney, review of agreements by, 96
California income tax, 88, 96, 

156, 164
change in control defi nitions and 

impact on deferred compensa-
tion income taxes, 87, 88. See 
also Change in control

corporate income tax deduction on 
employee exercise of stock 
options, 127

excess golden parachute  payments, 
88, 89

gross-up clauses, 89-94
IRC Section 409A compliance. See 

Internal Revenue Code (IRC)
non-profi t organizations, 68, 69

qualifi ed retirement plans, 94
tax reimbursement to executives on 

exercise of non-ISO, 125, 126
Travel perquisites, 60, 61, 63
Turnover, 6, 154
“Two times exemption,” 161, 168, 

170-172
Tyson, Don, 63
Tyson Foods, Inc., 62, 63

United Healthcare Group, 138
UnitedHealth Group Incorporated, 26, 

62, 83, 84, 130, 131

Veritas Software, 73

Wal-Mart Stores, Inc., 23, 30, 59
Walt Disney Company, 7, 80, 110, 111
Welch, Jack, 8, 41, 75
WorldCom, 67, 108

Zarrella, Ronald, 73

bindex.indd   318bindex.indd   318 1/18/08   8:38:46 PM1/18/08   8:38:46 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


