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NEW YORK, Sept. 10 -- Directors of the New York Stock Exchange said yesterday that Chairman Dick Grasso retains their full support, but some privately expressed frustration over the disclosures about his compensation. At the same time, the exchange released internal documents that are likely to intensify the scrutiny of Grasso's pay, the performance of the board and the mission of the world's largest stock market. 

The exchange disclosed last month that it paid Grasso a lump sum of $140 million this month to cover deferred compensation, retirement benefits and bonuses accrued mostly during the past eight years. On Tuesday, responding to questions from Securities and Exchange Commission Chairman William H. Donaldson -- a former NYSE chairman -- the exchange said Grasso was entitled to $48 million more, to be paid over the next four years.

Only six members of the board's compensation committee were fully briefed on the $48 million before a telephone board meeting on Tuesday, according to a source familiar with the board's thinking. "It's fair to say, people are not happy with the way it's been handled," the source said. Grasso said Tuesday he would forgo the $48 million.

Another source compared looking at documents outlining Grasso's pay packages to opening King Tut's tomb. "You have to understand hieroglyphics to understand any of it," the source said.

The internal documents given to the SEC yesterday portrayed an exchange that in the past eight years has focused largely on expanding its business and retaining its top executives and less on its performance as a front-line regulator of the securities industry and enforcer of standards on its 2,800 listed companies. 

Grasso's pay package has been decided over the years largely by executives from the same companies the exchange regulates. Many of those firms have been targets of inquiries by other regulators recently over allegedly improper behavior during the market boom of the late 1990s.

The NYSE is a public-private hybrid, a self-regulatory organization owned by its member firms but charged with regulating the brokerage industry and enforcing governance and financial standards. It is also a not-for-profit business that earns money from listing and trading fees and grows by getting more companies to list their stock on the exchange rather than on Nasdaq or other markets.

Today, the exchange gave reporters two hours to review 1,200 pages of documents submitted to the SEC detailing the compensation arrangements for Grasso and how the exchange has gone about deciding executive pay over the last eight years. Late in the day, the NYSE provided copies of some pages.

The documents said that Donaldson received cash compensation of $1.5 million in 1991. As of July 1, 1992, his compensation was increased to $1.65 million. In 1994 he received a special $200,000 payment based on the NYSE's 1993 performance.

The documents show that starting in 1995, when Grasso became chairman, the exchange's board became determined to pay their top executive amounts similar to what chief executives at major Wall Street and other financial institutions earned.

On Dec. 7, 1995, Stanley Gault, then chairman of the NYSE's compensation committee, made a presentation to the full board about implementing a long-term incentive compensation plan for senior executives. 

"If the organization is to remain successful," said Gault, retired chairman and chief executive of Goodyear Tire & Rubber, "we will need to staff the Exchange with what the Committee has come to call 'world class' talent.' To attract and retain this talent, we will be competing directly for people with world-class organizations -- particularly at senior management levels. While there has not yet been significant turnover at this level, the Exchange is increasingly vulnerable."

Such comments would recur in meeting after meeting, as the NYSE board adopted a series of incentive plans that would drive Grasso's pay as high as $25 million, in 2001. Over and over, compensation committee members worried about thwarting "raids" on top talent and making up for the fact that the exchange could not offer stock options, the coin of the realm during the market boom.

Instead of comparing the exchange chairman to the head of another regulatory body, as former board members say was once the practice, the board, with help from a compensation consulting firm, came up with a list of some of the biggest and most successful financial services firms in the nation to be the guide, eventually including such companies as Citigroup Inc. and Merrill Lynch & Co.

Documents describing key criteria for bonus awards included the NYSE's success in winning listings from Nasdaq and increasing its market share in trading. Regulatory performance rarely appeared as a deciding factor. 

A 1998 memo outlining the criteria for one bonus plan on a 100 point scale gave 21 points to "listing penetration," 35 points to a performance review by the chairman and 16 points to regulatory performance. Regulatory performance appears mainly to have consisted of how long enforcement cases remained open.

At the height of the bull market, compensation consulting firm Hewitt Associates wrote to the exchange board that Grasso's long-term incentive awards have "lagged behind market medians" and "substantially trail a market standard that is three times as large." 

In 2000 and 2001, Grasso's incentive pay skyrocketed, particularly through the use of a complex program adopted in 1998 that some board members now say they never fully understood. 

"I have to say the amount of money is mind boggling. It's totally ridiculous and a it's a terrible shame," said Rand V. Araskog, a board member from 1988 to 1994. "And I feel sorry for the current board. I think they got sideswiped. It appears these compensation arrangements were exceedingly complex."

Board members who spoke publicly today remained supportive of the chairman. William B. Summers Jr., chairman of Cleveland-based McDonald Investments Inc. said in an interview that Grasso has the solid backing of the board. "The overwhelming sentiment is, he's done a fabulous job," Summers said. "There has been nothing but collective enthusiasm for Dick."

Grasso continued to defend his compensation, during a panel discussion at the National Press Club in Washington. Asked if he considered himself a chief executive or a regulator, Grasso said: "I consider myself both. . . . The history of the institution has demonstrated that we are very effective at doing both."

In a speech before the panel discussion, Donaldson did not deal directly with Grasso's pay. But he did call for "an absolute sea change in the practice of corporate governance" As part of that process, he said, questions need to be raised: "What are we compensating for? What is good performance?"

Klein reported from Washington. Staff writer Griff Witte in Washington and researcher Richard S. Drezen in New York contributed to this report. 
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(An update on the Grasso saga!)

Grasso wants an apology
Former NYSE chairman to board: Say sorry and I might give back $48 million.
May 10, 2004: 4:42 PM EDT 
NEW YORK (CNN/Money) - Former New York Stock Exchange Chairman Richard Grasso said he may contemplate giving back $48 million in deferred pay if he gets an apology from the NYSE board for "destroying my reputation," according to an interview with Newsweek magazine. 
In his first public comments since he was ousted by the board last year, Grasso said he nevertheless does plan to keep the entire $139.5 million he was paid in salary and compensation unless the board says they're sorry.

"If I give back a dime, that's an admission of guilt. I can't do that," the magazine quoted Grasso as saying. "But if they say I'm an honorable man and I did nothing wrong, it's the end of the issue. If not, let's go to war."

Grasso's comments come amid growing speculation that New York Attorney General Eliot Spitzer could soon file a lawsuit against Grasso, seeking to get back some of what has been widely viewed as an exorbitant pay package.

After ousting Grasso, the Exchange demanded nearly $120 million back from him, according to the magazine.

Additionally, the article reveals that the New York Attorney General has new evidence that Grasso may have shared sensitive information about Spitzer's 2002 research investigation with NYSE-member firms that Grasso had regulated.

Spitzer has said he'd settle if Grasso returns $50 million, according to the magazine. 

