 MBAO 6600  EXECUTIVE COMPENSATION AND

                                                  CORPORATE GOVERNANCE

Fall 2000

Tuesday evening 6:00-8:50 p.m. in Business Admin. Room 218

Professor:  David Balkin                                       

Office Hours: Tuesday and Thursday 3-5 pm or by appt.

Office:  Business Admin. Room 486

Phone:  303-492-5780

E-mail: david.balkin@colorado.edu
Home Page:  http://bus.colorado.edu/faculty/balkin/home.html

Required Course Materials

Text:

Monks, Robert, and Minow, Nell.  1996.  Watching the Watchers: Corporate

   Governance for the 21st Century.  Cambridge, MA:  Blackwell Publishers.  
Cases:  (1) Meeting of the Board of Directors Henry Manufacturing Company, Inc.; (2)

            California PERS (A) and (B); (3) General Dynamics: Compensation Strategy (A)

            and (B); (4) Lyondell Petrochemical Company; (5) Note on Corporate

            Governance Systems:  The United States, Japan and Germany; (6) Sky Air, Inc.;

            (7)  American Cyanimid (A) and (B) Combined.

            The Cases and text should be available in the UMC Bookstore.

Some additional readings will be listed in the syllabus and available in the Business Library on Reserve and will be coded “RR” for Reserved Reading after it is listed in the syllabus. Other readings will be handed out in class by the instructor the week before they are listed in the syllabus.

Course Overview

We now live in a “winner take all” economic environment where the dispersion of pay and other rewards between the “winners” who have marketable skills and the others whose skills are not in demand is growing farther apart.  Executives, managers, technologists and others with rare and hard to replace skills are being rewarded like “one of a kind” athletes and media stars in the labor market.  This trend of high pay for high potential employees is the most developed in the United States, but other countries who compete with the US for talent are also adjusting their pay policies to cope with this world-wide phenomenon.  This course will explore this trend from economic, management, ethical and legal perspectives.

Closely related to executive pay is the issue of corporate governance.  We will examine how corporations are governed by examining the roles of the Chief Executive Officer (CEO), Board of Directors, and Shareholders in shaping and developing corporate direction and strategy.  We will compare governance systems in the U.S. to models used in Asia (Japan) and Europe (Germany).  Then we will apply our knowledge of corporate governance to understand both the administrative and technical aspects of executive pay.

This course is of particular interest for those interested in understanding the technical and administrative aspects of compensation for executives and managers. It will also be of interest to those who want a deeper understanding of the dynamics of the board of directors that arise between executives, internal and external board members, and institutional shareholders. We will examine executive compensation from the perspective of the clients of the compensation programs – executives and managers – as well as from the perspective of those who make the compensation decisions such as entrepreneurs, the owners of firms, boards of directors and the consultants who advise them on these matters. This course would be of particular interest to MBA students concentrating in Finance, Entrepreneurship, or Organization Management.  We will use a seminar format to discuss various topics and issues in executive compensation, some of which are quite controversial.  We will use a variety of pedagogical tools such as lectures, panel discussions, guest speakers, individual projects, and cases to learn the course content.  Some of the topics covered in this course include the following:

· Models of Corporate Governance in the US, Japan and Europe

· The Role of the Board of Directors in Monitoring Executives who run the Corporation

· The Influence of Institutional Shareholders on Corporate Decision-Making

· The Ethics of Executive Compensation

· Theories of the determination of Executive Pay

· Executive Salaries and Short-term Performance incentives 

· Designing Long-term Performance incentives for Executives

· Stock Options – Choices and Controversies (i.e., repricing options, tax consequences of various stock option plans, valuing options in public and privately held firms, etc.)

· Deferred compensation/saving plans such as the 401(k), and plans designed for executives and entrepreneurs (IRAs, SIMPLE, Keough, SEP, etc.). 

About the Instructor:  David B. Balkin is a professor of management in the College of Business Administration at the University of Colorado at Boulder.  He is an international authority on strategic compensation and executive compensation.  He has written over 40 articles in scholarly and practitioner journals on compensation topics as well as co-authored three books on compensation and human resources. He is co-author of Compensation, Organizational Strategy and Firm Performance (1992, South-Western) which is widely recognized as a seminal work on the subject of compensation. He is also co-author of Managing Human Resources (2001). He has taught seminars on compensation topics to executives in the US, Canada, Norway, Spain and France.  

Course Requirements

The grade for this course will consist of the following elements:

· Exam I                                                25 Percent

· Exam II                                               25 Percent

· Individual Project                               25 Percent

· Team Analysis of Reading or Case   10 Percent

· Individual Class Participation            15 Percent

                                TOTAL                  100 Percent

There will be two exams given at the end of each of the two modules of this course.  The exams will be given on October 3 and on November 14.  The exams will consist of several essay questions that will involve critical thinking about the content of the course.  You will be given two hours to write your answers for the exam.  

Grading Policy

Grades for graduate students in this elective course can range from B- to A with a mean grade around the B+ level.  Sometimes a grade less than B- is warranted when a graduate student's work falls below acceptable expectations. I will provide a second opinion on a grade only if there is a good reason to re-evaluate an exam or project.    

Team Analysis of Case or Assigned Readings

Teams will be formed at the beginning of the semester and will be used to lead the class in a discussion of some of the assigned readings. The purpose of this assignment is to share ownership of the learning with graduate students so that they take responsibility for their own and others' learning rather than depend on the instructor to provide all the inputs. The teams will consist of about 2 or 3 people and they will be formed voluntarily.  An ice breaker exercise will be used to facilitate the team selection process.  Each team will be asked during the course semester to lead the class on a discussion on either a case or some of the assigned readings during a specific class meeting. The assignment of the readings or cases to teams will be made early in the semester based on a lottery system.  A list of cases or readings from the syllabus to be presented will be posted and teams will select their preference when their lottery number is selected.  The basis of the team evaluation for this element of the course will be the level of preparation of the team and the quality of the discussion that the team is able to produce.  This means involving other class members in the case analysis or discussion of the readings, in the role of a facilitator, to influence their learning and understanding of the content.   

Individual Class Project

The class project is designed to let you learn and develop some in-depth expertise on a specialized topic in corporate governance and/or executive compensation and then teach the rest of the class about your topic during one of the last three class sessions of the semester.  There will be two deliverable outcomes that will be expected from this project.  First, a written report on the topic in executive compensation.  Your audience will be professionals in business such as executives, managers, entrepreneurs and such.  The length of the paper will be between 10 and 20 pages (double spaced) of text with tables and exhibits being considered as additional pages to the text.  The style of writing and presentation should be similar to a practitioner business journal such as Academy of Management Executive,  Compensation and Benefits Review, ACA Journal, or Journal of Compensation and Benefits, all of which are located in the Business library. It is a good idea to have a one page executive summary at the beginning of the paper. The basis for evaluating the written report will be quality of content (quality of research, meaningful content and timely information), clarity of expression (including well designed tables and charts) and organization (all the parts of the paper should fit together).   Second, an oral presentation of your topic to the class of about 30 minutes duration to teach the class the fundamentals of your topic. A general guideline for managing your time would be take 20 minutes for your prepared comments and leave another 10 minutes to answer questions from the audience. The goal of the presentation is to educate the audience and interest them in your topic.  The style of the presentation should be similar to what one would experience at a professional conference or workshop (such as the American Management Association or American Compensation Association).   Some class time will be allocated for coordinating the projects later in the semester. 

Class Participation

Each member of the class will be expected to attend each class and participate in class discussions. If you cannot attend a class I would expect you to notify me in advance via e-mail or voice mail that you will not be attending the class.  I will permit each person to have one absence without having it influence the participation grade.  For those with perfect attendance, I will throw out their lowest participation score and average the rest.

Class participation will be judged on the quality not quantity of the contribution.  During class I will ask for volunteers and also will feel free to cold call on individuals.  Quality contributions represent putting your own interpretation on the facts of a case or the discussion topic so that it represents critical thinking.  Examples of quality contributions may include integrating content from a previous class into the current class discussion so that some new relationships are discovered, challenging another student’s or the instructor’s comment with a different perspective that illuminates the topic, or by explaining a difficult concept (such as economic-value-added (EVA)) to the rest of the class by doing some self-initiated research to better understand it. While I will keep track of participation each week, at the end of the semester I will ask myself about each class member with respect to participation this question: what did this person contribute to the quality of the class learning experience during the semester?  Feel free to stop by my office during the semester to receive my feedback on your participation so you can make adjustments if necessary.

Topics for Corporate Governance/Executive Compensation Individual Projects

These topics represent a subset of possible areas of inquiry in corporate governance or executive compensation that may be of interest to you.  I will also accept other topics that you propose to me subject to my approval.

1. Executive pay in entrepreneurships (small firms at the early stage of the life cycle including start-up companies in business incubators or prior to an IPO)

2. Executive pay in non-profits (religious or charitable organizations, foundations,      government, etc.)

3. Pay for key contributors in scientific, engineering, or IT fields.

4. Executive pay in a specific industry (examples might be one of the following – high technology, Internet companies, media and entertainment, financial services, airlines, oil and gas, law, or health care)

5. Executive pay in one or more of the following: mergers, acquisitions, spin-offs, new corporate ventures, an IPO.

6. Executive pay in another country (one or more of the following – Canada, Germany, Scandinavia, France, UK, Japan, Australia, China).  

7. Do stock options harm or support investor’s interests?

8. Should customers, consultants, attorneys or suppliers receive stock options?

9. Compensation for the Board of Directors.

10. Alternatives to stock options for providing long-term compensation to executives (examples here would be for division managers, private firms without publicly traded stock, closely held firms with no stock available for non-family members).

11. Executive employment contracts (features include signing bonuses, perks, retention bonuses, severance provisions, post-retirement consulting arrangements, non-disclosure agreements when exiting, permissible external activities, and board membership)

12. The role of the compensation committee on the board of directors

13. Selection practices for board of directors members

14. The board of directors procedures in entrepreneurships (pre-IPO)

15. The board of directors issues in family-owned corporations

16. Corporate governance in Latin America/East Europe/Russia/ or a different model from US/Japan/Germany.  

SCHEDULE OF COURSE TOPICS AND READINGS

Week #1:  August 29

Course Expectations

· Guidelines for individual projects

· Ice breaker exercise

MODULE I –  Corporate Governance and Firm Performance

Week #2: September 5

Introduction to Corporate Governance/Ethical Issues in Executive Compensation

· Text: Monks & Minow, Chapter 1: What is a corporation?

· Reading: “Executive pay – then, now and ahead” (1997), Directors and Boards (handed out in class)

· Reading: Business Week 2000 Special Report on Executive Pay (handed out in class)

· Form Teams for case or readings to be presented in Class

Week #3:  September 12

Corporate Governance: Shareholder Perspectives

· Text:  Monks and Minow, chaps. 2 (Shareholders).

· Case:  “California PERS (A) and (B)

Week #4:  September 19

Corporate Governance: The Directors and CEO perspectives

· Text:  Monks and Minow, chapters 3 (Directors) and 4 (CEO)

· Case:  “Meeting of the Board of Directors: Henry Mfg. Co.” 

· Guest Speaker: Prof. Dale Oesterle (CU Law School)

Week #5:  September 26

Corporate Governance: Re-empowering the Shareholders and Board of Directors and International Governance Systems

· Text: Monks and Minow, chapters 5, 6 and 7 

· Note on Corporate Governance Systems: The United States, Japan and Germany

· Case:  "American Cyanamid" (A) and (B) Combined

· Individual Project Topics and Day of Presentation are Finalized

Week #6:  October 3

EXAM I – Covers topics in Module 1

MODULE II – Designing and Administering Executive Compensation Plans

Week #7: October 10

Theories of Executive Compensation 

· Case:  "Sky Air, Inc."

· Reading: Crystal, G.  In Search of Excess: The Overcompensation of American Executives. Chapter 14, "The Culprits", 1991, W.W. Norton.  (handed out in class)

· Reading (RR): L. Gomez-Mejia & D. Balkin, “Executive compensation and firm performance: Theoretical and empirical foundations,” Compensation, Organizational Strategy and Firm Performance, Southwestern, 1992 (chap. 6).

Week #8: October 17

Salaries and Short-term Performance Incentives for Executives

· Case: "Lyondell Petrochemical Company"

· Reading  (RR):  Kaplan, R., and Norton, D. "The Balanced Scorecard - Measures that Drive Performance,"  Harvard Business Review, January-February, 1992, 71-79.

· Reading (RR):  L. Gomez-Mejia & D. Balkin, “Strategic Design of Executive Compensation programs and Firm Performance: Policy Choices and Implementation Issues,”  Compensation, Organizational Strategy and Firm Performance, 1992, Southwestern (chap. 7).

Week #9:  October 24

Long-term Performance Incentives for Executives

· Case:  General Dynamics: Compensation and Strategy (A) and (B)

· Reading: “Share Options: Share and Share Alike,” The Economist, August 17, 1999 (handed out in class).

· Reading: Paulin, G.  Granting Stock Options, 1999, American Compensation Association (handed out in class).

Week #10: October 31

Stock Options: Design, Valuation & Administration and Controversies

· Reading: “The Pros and Cons of Repricing Stock Options,” ACA News, February, 1999 (handed out in class).

· Reading: Cook, F.  “Do Stock Options Dilute Shareholder Interests?”, ACA Journal, Spring, 1998 (handed out in class).

· Reading: Tully, S.  "Stock Options: The Party's Over,"  Fortune, June 26, 2000, 156-160 (handed out in class).

· Reading (RR): Rappaport, A.  "New Thinking on How to Link Executive Pay and Performance," Harvard Business Review, March-April, 1999, 91-101.

Week #11:  November 7

 Executive Benefits: Deferred Compensation and Retirement/Savings Plans

· Readings:  401(k) Plans, Roth and regular IRAs, and Entrepreneur retirement plans,

Source: Kiplinger's Retirement Guide 2000.  

Week #12:  November 14

EXAM II – Covers topics in Module II

MODULE III – Special Topics in Corporate Governance or Executive Compensation

Week #13:  November 21

· Guest Speaker on topic of interest (To Be Announced)

· Class Time for Coordination of Team Project for Class Presentation

Week #14:  November 28

· Individual Project Presentations

Week #15:  December 5

· Individual Project Presentations

Week #16:  December 12

· Individual Project Presentations 

· Individual Project Written Reports are Due

