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Members of Congress apparently remain concerned about possible executive compensation abuses by public company executives. While the
“Shareholder Vote on Executive Compensation Act” (H.R. 1257) passed by the House last month awaits Congressional action, key members of
the House of Representatives apparently now are looking into other perceived executive compensation abuses. Earlier this month, the powerful
Chair of the House Committee on Government Oversight and Reform, Henry A. Waxman, announced that the Oversight Committee “is conducting
a preliminary inquiry into executive compensation practices, including the role played by executive pay consultants.” Letters set to top executives
at six leading executive compensation consulting firms dated May 8, 2007 by Congressman Waxman indicate that the Oversight Committee is
weighing the need to add executive compensation consultant independence or conflict of interest disclosure requirements to the ever-expanding
the Sarbanes-Oxley executive compensation disclosure and auditor independence rules, impending Internal Revenue Code Section 409A
deferred compensation requirements, and other federal executive pay regulations enacted in recent years.
In his letters to Pearl, Meyer & Partners; Towers Perrin; Frederick W. Cooke & Co.; Mercer Human Resources Consulting; Hewitt Associates; and
Watson Wyatt, Congressman Waxman stated that press reports, recent company disclosures, and concerns expressed by shareholders and
investors have raised questions about the independence of the advice companies receive from executive compensation consultants. Pointing to
press reports1 that Hewitt Associates received more than half a billion dollars from Verizon from 1997-2006 for services rendered to Verizon other
than its executive compensation services as an example, Chairman Waxman stated some firms providing executive pay advice to a company's
board also receive substantial fees for performing other types of services for company management, such as employee benefit plan and pension
plan consulting. “[L]ittle is known about the extent of this practice, however, because the Securities and Exchange Commission does not require
companies to disclose whether executive compensation consultants perform other services for management,” he wrote.
To further the Committee's understanding of these issues, Congressman Waxman asked the six consulting firms by May 29, 2007 to disclose to
the Oversight Committee each company listed among the top 250 companies measured by revenue in the 2007 Fortune 500 list for which the
consulting firm alone or with its affiliated companies, provided both executive compensation consulting services as well as other types of services.
He also asked the consulting firms to provide the following additional information about their relationship with each such identified company:
•
•
•
•

Describe the nature of the executive compensation consulting services provided by your company;
Provide the total revenues received annually for providing executive compensation consulting services;
Describe the nature of all other services (other than executive compensation consulting services) provided by your company; and
Provide the total revenues received annually for providing these other services.

The probe into the relationship between public companies and their executive compensation consultants reflects the continuing concern of
Congress, as well as federal and state regulators with the executive compensation practices of public, nonprofit and other organizations and
comes just as final Internal Revenue Code Section 409A executive compensation regulations and other reforms are about to take effect. Even if
Congress doesn’t enact additional reforms, public and non-public businesses, their executives and compensation and benefit consultants face a
continuing challenge ensuring that their executive and deferred compensation practices comply with Sarbanes-Oxley, the new Internal Revenue
Code Section 409A rules, and other federal law changes. As enforcement of executive pay regulations is a high priority for federal regulators, and
this emphasis is not only directed to public companies and their executives. New Internal Revenue Code Section 409A regulations apply to both
public and nonpublic companies. Furthermore, the Internal Revenue Service in recent years has undertaken several initiatives focusing on
executive compensation practices by non-profit, as well as other non-public companies. In light of these developments, all employers and their
compensation advisors should carefully monitor the adequacy of their existing executive compensation practices as well as keep a careful eye out
for additional reforms.
You can review copies of Congressman Waxman’s letters to the consulting companies through the link included in the copy of this alert posted on
under the Breaking News link at CynthiaStamer.com. If you want assistance evaluating your executive compensation practices and exposures or
have other questions about the implications of this investigation, Internal Revenue Code Section 409A, Sarbanes-Oxley or other federal regulatory
and enforcement positions on your human resources and internal controls practices and liabilities, please contact: Cynthia Marcotte Stamer, P.C.,
Member, Glast, Phillips & Murray, P.C., 2200 One Galleria Tower, 13355 Noel Road, LB 48, Dallas, Texas 75240. Telephone (972) 419-7188. Email cstamer@gpm-law.com.
We hope that this information is useful to you. If you or someone else you know would like to receive future Alerts or other information about
developments, publications or programs, please be sure that we have your current contact information – including your preferred e-mail – by
providing that information to us through registration on our website at Cynthiastamer.com or via telephone, fax or e-mail.
For other helpful resources and information about corporate compliance and human resources matters, go to CynthiaStamer.com or contact Ms.
Stamer.
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Publishing, the Dallas Morning News, Spencer Publications, Health Leaders, Business Insurance, the Dallas and Houston Business Journals and
a host of other publications.
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