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In a speech on June 10, 2009,
Secretary of the U.S. Department of
the Treasury Timothy Geithner
announced a set of principles
designed to guide the future of execu-
tive compensation.  The announce-
ment was framed as a set of “stan-
dards that reward innovation and pru-
dent risk-taking, without creating mis-
aligned incentives.”  These principles
are not specific to recipients of feder-
al aid under the Troubled Asset Relief
Program, but are intended to apply to
all public companies.  The following
summarizes the five principles out-
lined by Geithner:

Compensation plans should properly
measure and reward performance.

Compensation should be based upon
performance metrics that support
long-term value creation and that do
not reward performance that is sub-
par relative to its peers.  Generally,
performance-based pay should be
conditioned on a wide range of inter-
nal and external metrics and not just
stock price.

Compensation should be structured
to account for the time horizon of
risks.

Compensation packages of top execu-
tives should be tightly aligned with
the long-term value and soundness of
the company.  Directors and experts
should be given the flexibility to

determine how best to align incen-
tives in different industries; however,
the most effective means of doing this
may be to ask executives to hold stock
for a longer period of time.

Compensation practices should be
aligned with sound risk management.

Compensation committees should
conduct and publish risk assessments
of pay packages to ensure pay pack-
ages do not encourage excessive or
imprudent risk-taking.  Likewise, risk
managers should be provided with the
tools and authority needed to
improve their ability to manage the
complex relationship between com-
pensation incentives and risk-taking.

Golden parachutes and supplemental
retirement packages should be re-
examined.

Companies should re-evaluate golden
parachutes to determine whether
these compensation tools provide
incentives to perform or whether they
reward executives even if the compa-
ny’s shareholders lose value.

Transparency and accountability in 
the compensation process should be
promoted.

Compensation committees should be
sufficiently independent of manage-
ment and companies must be trans-
parent in explaining their compensa-
tion packages to shareholders.
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For the time being these principles
are not legal requirements or regula-
tions; they are simply proposed com-
pensation practices supported by the
Treasury.  In order to advance the
principles listed above, the Treasury
intends to work with Congress to pass
legislation in two specific areas.  First,
the Treasury will propose “say on pay”
legislation giving the SEC the authori-
ty to require companies to give share-
holders the right to: (i) cast a non-
binding annual vote on executive
compensation packages; (ii) vote on
annual compensation for the top five
executives; and (iii) cast a non-bind-
ing vote on any golden parachute
compensation.  Second, the Treasury
will propose legislation giving the SEC
the power to ensure compensation
committees are independent of com-
pany management and adhere to
standards similar to those in place for
audit committees under the Sarbanes-
Oxley Act.  Similarly, compensation
committees would be given the
responsibility and resources to hire
their own independent compensation
consultants and outside counsel.

In conjunction with Secretary
Geithner’s speech, the Treasury issued
two “fact sheets,” intended to provide
more information on the upcoming
legislation.  The fact sheet outlining
the “say on pay” legislation is available
at: http://www.treas.gov/press/releas-
es/reports/fact_sheet_say%20on%20
pay.pdf,  and the fact sheet outlining
the legislation providing compensa-
tion committees with greater inde-
pendence is available at:

http://www.treas.gov/press/releas-
es/reports/fact_sheet_indepcom-
pcmte.pdf.  The principles
announced by the Treasury should
serve to focus companies on these
areas of compensation as likely targets
for rulemaking in the future.

If you would like to discuss the pro-
posed legislation and whether and
how it would affect your company, or
would like us to monitor the develop-
ments in this area on your behalf,
please contact any member of the
Securities Practice Group.
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