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The questions have been swirling around 
financial and regulatory circles for some 
time now: How much should top executive 
officers get paid? What’s the best way to tie 
pay to performance? And should investors 
have any say in the matter?

Executive pay is firmly 
in the spotlight again as 
the Obama administra-
tion, Congress and the 
Securities and Exchange 
Commission renew a  
debate that has taken on 
added urgency following 
the financial crisis that 
roiled markets and deci-
mated portfolios.

President Obama has 
long supported “say-on-
pay” legislation, and his 
administration recently 

called on Congress to authorize the SEC 
to require nonbinding, annual say-on-pay 
votes for all public companies. Members 
of Congress have already proposed sev-
eral bills seeking to reform compensation 
and other governance practices and give 
shareholders more influence. Supporters 
believe such laws would enhance corporate  
accountability and rein in executive pay 
— or, at the very least, better align execu-
tive pay with a company’s value.

Treasury Secretary Tim Geithner has 
set out a series of principles designed to 
tie compensation to performance. Some 
of the principles will stick; some will not.  
Either way, it’s clear that boards of direc-
tors and compensation committees need 
to focus even more acutely on how they  
allocate pay.

Risk management is one of the biggest 
themes of the executive compensation  
debate. Many compensation packages  

encouraged — or were perceived to  
encourage — top officers to take exces-
sive risks to meet financial goals outlined 
in their incentive plans. Some believe that 
executives had pay incentives that pushed 
them to make decisions serving their own 
short-term financial interests, rather than 
the long-term interests of shareholders.

Some degree of risk is appropriate for 
any company. After all, if you don’t take 
risks, you won’t grow your business. Com-
panies now need to adjust the way they 
disclose risks, and how they structure their  
incentive plans so they don’t promote  
excessive gambles.

CEOs must think about their own pay 
packages, as well as those who report to 
them. And boards and compensation com-
mittees must do a whole lot more than rub-
ber-stamp pay plans. They must dig deeper 
to fully understand all aspects of pay pack-
ages and evaluate whether incentives can 
be manipulated for an executive’s gain.

Companies should consider checks and 
balances that ensure that executives’ and 
shareholders’ interests are aligned, such as:

• Clawback provisions, which allow 
companies to recover cash and stock incen-
tives if financials have been misstated.

• Stock retention guidelines, which  
require executives to hold their company 

shares for a certain number of years, or  
until or even after retirement.

• Truly independent compensation con-
sultants retained by, and reporting directly 
to, boards or compensation committees 
rather than management.

Companies should also reconsider the 
necessity of extensive, multi-year severance 
packages for chief executives. Severance 
packages have been defended for giving 
an incoming executive a degree of security. 
But does an executive making significant 
amounts from salary, bonus and equity  
incentives really need such protection?

The Obama administration says its goal 
is to make companies’ practices more trans-
parent. A few new disclosure requirements 
won’t necessarily eliminate inappropri-
ately risky behavior. But they might result 
in sounder management practices and more 
intense and thoughtful analysis of compen-
sation structures.

Some of the changes, like say-on-pay 
votes, may make sense for large, widely 
held companies, but are probably more 
burdensome (and expensive) than helpful 
for small- or mid-size firms. Most of the  
executive compensation proposals are 
geared toward very large companies as a 
result of some bad “poster children” with 
abusive, risky practices. Unfortunately, 
smaller firms get caught up in the hysteria.

No matter what rules get adopted, boards 
and compensation committees need to be 
vigilant in their oversight of compensation 
and risk. Executives meanwhile, need to rec-
ognize the realities of the changing times.

HOWARD E. BERKENBLIT is a partner and 
co-leader of the Securities and Corporate  
Finance practice group at the law firm of Sul-
livan & Worcester LLP. He can be reached at 
hberkenblit@sandw.com.
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For many Massachusetts business leaders, man-
aging through this recession has been a transforma-
tive experience.

The abrupt collapse of the fi nancial markets and 
the uncertainty of how long the economic turmoil 
will last has altered the business landscape like 
never before. As a result, many CEOs have shifted 
strategies, trimmed expenses and developed a re-
newed appreciation for the business fundamentals 
of a healthy balance sheet and positive cash fl ow.

The slump has forced some companies to get mean, 
lean and innovative, and many CEOs hope the dis-
cipline and creativity will stick when the economy 
rebounds.

“The recession gave us quick religion,” said Sal
Perisano, CEO of iParty. In recent months, the Ded-
ham-based retailer has shaved expenses, pared pay-
roll and overhauled processes to get goods onto store 
shelves more quickly.

IParty has also cut print advertising and focused 
instead on television ads and online promotions. 
“I don’t know if we would have experimented with 
advertising if it weren’t for the recession,” Perisano 
said. 

The faltering economy spurred Constant Contact, a 
provider of e-mail marketing and online survey tools 
for small businesses, to overhaul its entire market-
ing plan. “We saw very early on our customers were 
going to be very vulnerable,” says Gail Goodman, CEO 
of the company, which is headquartered in Waltham. 
The marketing theme was retuned, focusing on how 

small companies could use Constant Contacts tools 
to survive the recession, rather than to grow their 
business. Constant Contact also trained its custom-
er service representatives to better listen to custom-
ers’ concerns and needs. “Empathy goes a long way 
in a tough market,” Goodman said.  

For many businesses, the recession has brought a 
renewed attention to the bottom line. “You quickly 
become a fundamentalist. Cash is king,” said David
Aldrich, CEO of Skyworks Solutions, a Woburn-based 
maker of semiconductors for wireless handsets and 
other devices. At Skyworks, once the executive team 
got over the initial “shock and awe” of the fi nancial 
collapse last fall, the company moved fast to slash 
expenses, which included layoffs, freezing merit 
raises and jettisoning some development programs. 
“We had to exercise fi scal restraint,” said Aldrich. 
“We focused on the customers and markets that are 
most important to us over the long term.”

The timing of the recovery greatly depends on 
banks freeing up credit, so customers can borrow. 
“In January and February, the banks weren’t lend-
ing. It was as if someone had soldered the lending 
spigot closed,” said Michael Davin, CEO of Cynosure,
a Westford-based maker of esthetic equipment and 

medical lasers for cosmetic applications. With with-
ering demand, Cynosure reduced its workforce by 
21 percent, cutting back in such areas as sales, dis-
tribution and marketing.

In an unprecedented move, Davin and other Cyno-
sure executives have been meeting with lenders to 
explain their company and products, so when doc-
tors or other customers seek loans to lease the equip-
ment, the banks will better understand the products 
and the market. “We believe the credit markets are 
changed forever,” Davin said. The company even 
explored creating a lending arm to help customers 
with fi nancing, but ruled that out because it didn’t 
mesh with its business model.

Some companies are seeing signs that the worst 
of the recession may be over with orders, or at least 
customer interest, picking up, particularly since in-
ventories throughout the global supply chain have 
gotten so low.  “March was the trough for us,” Aldrich 
said. “We believe the second half of the year will be 
better.” Davin agreed. “We believe the worst is be-
hind us,” he said.

Many executives also agree that this recession 
will leave a legacy, much like the impact of the Great 
Depression on earlier generations. “Businesses will 
become more responsible. Long term, this may take 
some of the cyclicality out of the economy,” Aldrich 
said. Aldrich and others believe that even in recov-
ery, the economy will be reshaped, with both con-
sumers and banks tightening their purse strings for 
some time to come. “There’s a new normal out there. 
We’re just not sure what the new normal is going to 
look like,” Davin said.
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Companies should also reconsider 
the necessity of extensive, multi-year 
severance packages for chief execu-
tives. Severance packages have been 

defended for giving an incoming exec-
utive a degree of security. But does an 
executive making signifi cant amounts 
from salary, bonus and equity incen-
tives really need such protection?

The Obama administration says its 
goal is to make companies’ practices 
more transparent. A few new disclo-
sure requirements won’t necessar-
ily eliminate inappropriately risky 
behavior. But they might result in 
sounder management practices and 
more intense and thoughtful analysis 
of compensation structures.

Some of the changes, like say-on-
pay votes, may make sense for large, 
widely held companies, but are proba-
bly more burdensome (and expensive) 
than helpful for small- or mid-size 
fi rms. Most of the executive compensa-
tion proposals are geared toward very 
large companies as a result of some 
bad “poster children” with abusive, 
risky practices. Unfortunately, smaller 
fi rms get caught up in the hysteria. 

No matter what rules get adopted, 
boards and compensation committees 
need to be vigilant in their oversight 
of compensation and risk.  Executives 
meanwhile, need to recognize the re-
alities of the changing times.
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