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Elon Musk and CEO salaries in India

The numerous observations in Elon Musk'’s trial resonate in our market: Musk's
relationship with the independent directors; his 21.9 per cent equity ownership
in the company at the time the board approved his compensation plan, and what
this implies; Mr Musk being a superstar CEO; and Mr Musk's trifecta of roles -
CEO, chair, and founder.

Last month, the Delaware Court of Chancery struck down Elon Musk’s gravity-
defying $55.8 billion pay-package at Tesla, approved by shareholders in 2018. At
$55.8 billion maximum value and $2.6 billion fair value, the compensation was
almost entirely through stock grants. The plan was “250 times larger than the
contemporaneous median peer compensation, 33 times larger than the plan’s
closest comparison, which was Mr Musk’s previous compensation plan.” In 2022,
it was estimated to be around six times larger than the combined pay of the 200
highest-paid executives in 2021.

The judge, Chancellor Kathaleen McCormick, found the process for securing the
approval deeply flawed. Her numerous observations in the post-trial
opinion resonate with those in our market. These include Mr Musk’s relationship
with the independent directors; his 21.9 per cent equity ownership in the
company at the time the board approved his compensation plan, and what this
implies; Mr Musk being a superstar CEO; and Mr Musk’s trifecta of roles - CEO,
chair, and founder.
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A question repeatedly asked in the order is the need for a generous
compensation to incentivise Mr Musk to remain and grow the business. Mr
Musk's 21.9 per cent ownership of the business was considered incentive enough
for him to remain and do what is right by Tesla.

Compensation committees in India often miss this point. True, as owner-
managers many promoters drive the businesses, but their wealth is tied-up to
their companies doing well, so over-the-top compensation is unwarranted. More
on this later.

During the time leading up to the award, Tesla had a nine-member board,
including Elon Musk and his brother, Kimbal. The other seven were Ira
Ehrenpreis, Brad Buss, Robyn Denholm, Antonio J. Gracias, Steve Jurvetson,
James Murdoch, and Linda Johnson Rice. The first four were members of the
compensation committee, responsible for negotiating Mr Musk’'s compensation
plan, with Mr Ehrenpreis as its chair.

The opinion cites various grounds questioning the independence of the
compensation committee. Mr Ehrenpreis netted over $200 million, by exercising
less than a quarter of his options, and is known to have said that being a Tesla
director “has been a real benefit in fundraising.” Nearly 44 per cent of Mr Buss'
net worth was accounted for by Musk “controlled” entities. Ms Denholm
described her financial benefits from Tesla as being “life changing”. Mr Gracia has
amassed “dynastic or generational wealth” from investing in Mr Musk’s
businesses for years. Personal ties to the other independents are also brought
out. This closeness and Mr Musk’s control of the process was an important reason
the order cited for there being no meaningful negotiations over the size and
terms of the grant to Mr Musk.

The good thing in our markets is that neither promoters nor independent
directors are eligible to receive stock options/grants. This eliminates a very
material conflict from the equation. And while we do have independence defined,
it is unclear whether many are independent for ticking the box.

Mr Musk's compensation was approved by the shareholders. Here the order
highlights that his 21.8 per cent ownership tilted the scale in his favour. In India

too, promoters vote on their compensation.

If a promoter owns 30 per cent of the equity shares, they need two out of the
seven shares voting in favour for the resolution to be approved, and five of seven
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for it to be defeated. And for each percentage of abstain votes, the scale
continues markedly in the promoter’s favour.

[IAS" assessment of 201 remuneration resolutions for promoters presented in
2022 shows that 68 (34 per cent) of these would have been defeated had
promoters not been allowed to vote. And this is why we at LiAS (- disclosure: It's
where I work), have been advocating the majority of minority votes for promoter
compensation.

Although there is no rule-based definition of a superstar CEO, we know that they
exist and that their presence shifts “the balance of power between the
management, the board, and the stockholders,” who “doubt their own
judgement and hesitate to question the decisions of their superstar CEO.” And
that this “is true for all corporate decisions, but the risk becomes more acute for
issues where the superstar CEO’s interests are directly concerned. Nowhere is
that truer than the superstar CEO’s compensation.” Having promoters sit in the
room is no different.

Our market continues to experience such excesses in many newly listed startups
and a few older ones. As long as the stakeholders benefit from the presence of
big-name CEOs, we should not expect any pushback. But the presence of tall
leaders is enough to block the sunlight, leading to commandeering power and
entrenchment. Currently, it appears that only regulators can slay superstar
CEOs.

In our markets, remuneration levels of promoters and executive directors have
been a cause of concern as increase in salary has exceeded both revenue and
profit growth. This disquiet can be assuaged by using the right benchmarks and
having a tight process to determine the appropriate compensation levels.
Disclosing these yardsticks and moving the resolutions to majority of minority
will give the shareholders the comfort they need. As will keeping the salary levels
in check.

The newspapers subscribers can access the blog by clicking this link or typing the
following in your url: https://www.business-standard.com/opinion/columns/elon-musk-
BusinessStandard  and-ceo-salaries-in-india-124022101193 1.html

B S A modified version of this blog was published in Business Standard on 22 February 2024.
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (liAS). The
information contained herein is solely derived from publicly available data, but we do not represent that it
is accurate or complete and it should not be relied on as such. IiAS shall not be in any way responsible for
any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. This document is provided for assistance only and is not intended to be and must not be taken
as the basis for any voting or investment decision and/or construed as legal opinion/advice. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make
such investigation as it deems necessary to arrive at an independent evaluation of information referred to
in this document (including the merits and risks involved) and exercise due diligence while using this report.
The discussions or views expressed may not be suitable for all investors. The information given in this
document is as of the date of this report and there can be no assurance that future results or events will be
consistent with this information. This information is subject to change without any prior notice. IiAS reserves
the right to make modifications and alterations to this document as may be required from time to time;
however, liAS is under no obligation to update or keep the information current. Nevertheless, IiAS would be
happy to provide any information in response to specific queries. No copyright infringement is intended in
the preparation of this document. Neither LIAS nor any of its affiliates, group companies, directors,
employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of this
information. This report may cover listed companies (the ‘subject companies’); IiAS may hold a nominal
number of shares in some of the subject companies to the extent disclosed on its website and/or these
companies might have subscribed to liAS’ services or might be shareholders of IiAS. TiAS and its research
analyst(s) do not have any financial interest in any of the subject companies except to the extent disclosed
on its website.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This
information should not be reproduced or redistributed or passed on directly or indirectly in any form to any
other person or published, copied, in whole or in part, for any purpose without the written permission of
TiAS. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject LiAS to any
registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should
inform themselves about and observe, any such restrictions. The information provided in these reports
remains, unless otherwise stated, the copyright of IiAS. All layout, design, original artwork, concepts and
other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form
or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Other Disclosures

TiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing
participants in the Indian market with independent opinions, research and data on corporate governance
issues as well as voting recommendations on shareholder resolutions of about 1000 listed Indian companies
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory reports,
standardized services under the Indian Corporate Governance Scorecard, and databases
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed
against the company by any of the Regulators or Courts/Tribunals.

This article is a commentary on general trends and developments in the securities market.
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About IiAS

Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated
to providing participants in the Indian market with independent opinions, research and
data on corporate governance issues as well as voting recommendations on shareholder
resolutions for over 1000 companies that account for more than 96% of market
capitalization.

I[iIAS provides bespoke research and assists institutions in their engagement with
company managements and their boards. It runs two cloud-based platforms, SMART to
help investors with reporting on their stewardship activities and ADRIAN, a repository of
resolutions and institutional voting pattern.

TiAS with the International Finance Corporation (IFC) and BSE Limited, has developed a
Corporate Governance Scorecard for India to evaluate company's governance practices
and market benchmarks. More recently, IiAS has extended its analysis to ESG and is also
empanelled with AMFI as an ESG Rating Provider.

TiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch
Group Inc., HDFC Bank Limited, ICICI Prudential Life Insurance Company Limited, Kotak
Mahindra Bank Limited, RBL Bank Limited, Tata Investment Corporation Limited, UTI

Asset Management Company Limited and Yes Bank Limited.

TiAS is a SEBI registered entity (proxy advisor registration number: INHO00000024).

N@OC


https://twitter.com/IiASAdvisory?ref_src=twsrc%5Egoogle%7Ctwcamp%5Eserp%7Ctwgr%5Eauthor
https://www.linkedin.com/company/institutional-investor-advisory-services-iias-/mycompany/
https://www.iiasadvisory.com/

