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Critics of Executive Pay
Put Pressure on Novartis

By JULIA WERDIGIER

LONDON — A plan by Novar-
tis, one of Switzerland’s biggest
drig makers, to pay its departing
chairman $78 million to keep him
from sharing his knowledge with

competitors has added fuel to an_
-| already heated debate about ex-

ecttive pay.

The anncuncement of the pay-
ment to the chairman, Daniel
Vasella, was made last Friday,
just two weeks hefore a Swiss ref-
erendum to give shareholders
more power to determine execu-
tive compensation. Mr. Vasella,
who had previously said that he
would ‘step down as chairman at
Novartis's annual shareholder
meeting on Friday, is t0 receive
the sum, 72 million Swiss francs,
over six years.

In a statement, Mr. Vasella
said that “it has been very ime
portant to Novartis that I refrain
from making my knowledge and
know-how available to compet-
itors and tc take advantage of my
experience with the company.”
He added that the annual pay-
ments were “according to fair
market value” and that he de-
cided to use the money for “phil-
anthropic activities.”

Swiss lawmakers and share-
holder activists criticized the
company over the weekend for
not making the amount public
earlier. They also contended that
the planned payment was just the
latest of several bad decisions by
Novartis on executive pay.

Ethos, a Swiss group of invest-
ors, on Menday called on Novar-
tis to immediately cancel the con-
tract with Mr. Vasella and take
back any money already paid.

Christophe Darbellay, presi-
dent of the Christian Democratic
People’s Party, told a Swiss news-
paper, SonntagsZeitung, that Mr.
Vasella’s compensation was “be-
yond evil.” Simonetta Somimaru-
ga, the Swiss federal justice min-
ister, told another newspaper,
SonntagsBlick, that the payment
was an “enorrnous blow for the
social cohesion of our country”
and that such “help-yourself
mentality” was damaging confi-
dence in the economy.

Even before the latest revela-
tion, Mr. Vasella’s pay had been
at the center of shareholder com-
plaints. Mr. Vasella is currently
receiving 12.4 million francs
{about $13.4 million} a year, ac-

LAURENT GILLIERON/E.P.A,

Danlel Vasella, - departing
chairman of Novartis, is to re-
ceive $78 million to keep com-
pany secrets,

cording to the firm's 2012 annual
report. The board has promised
to consider changes in the way it
pays its senior executives next
year. '

Pressure on companies to cut
executive pay and give Share-
holders a greater say on the com-
pensation levels is mounting. Re-
cent opinion polls showed that
Swiss voters were likely to-ap-
prove changes at a referendum
on March 3 that would effectively
allow shareholders to determine
executive pay. The referendum
also proposes no payments when
new executives join or executives
leave and no payments in ad-
vance.

At least flve of Europe’s 20
highest-paid chief executives
work for a Swiss company, in-
cluding the food company Nestlé
and the drug maker Roche, ac-
cording to Bloomberg News,
Swiss business lobby groups
warned that such a change would
harm the Swiss econoiny by dis-
couraging companies from mov-
ing business to Switzerland.

Mr. Vasella helped orchestrate
the merger between Sandoz and
Ciba-Geigy that created Novartis
in 1996 and was chief executive of
Novartis for 14 years after that.
He was named chairman in 1995.
Jorg Reinhardt, who was once in
the running to become the
Novartis chief executive but then
left to run the drug division at
Bayer, is to replace Mr. Vasella.
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By John Revill,

The Swiss drug maker said iis
board of directors ang Chairman

Daniel Vasella agreed to cancel a
six-year noancampe
million francs a vear.

designed to prevent him from
joining or advis i
which would have paid him 12

and Swiss politicians after four

days of withering criticisms.

Jeanne Whalen
and Andrew Morse
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The agreement was scheduled

to take effect on Friday, when
Dr. Vasella, 59 years ald, Is plan-

ning to leave the Basel-based
company at its annual share-
spokesman said on Tuesday Dr.
Vasella would receive some ben-
efits tied to his past perform-
ance, He said he was unaware of
any other compensation Dr. Vas-
cella would receive.

holder meeting. A Nov
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firmed the financial details of

Dr. Vaselia’s package has since
triggered a storm of controversy
Pleaseturntopoge B8

Swiss blog, Inside Paradeplatz,
Switzerland. Politicians have
spoken out against the payments

reported his package would
caver five years and total about

75 miltion francs,
plained Novartis could put the

the deal late last week after a
and shareholdérs have com-

in

Novartis Axes Chairman’s $78 Million Exit Package

Continued frompage BI

money to better use. The payout
has prompted at least one legal
complaint from a shareholder.

“We believe the decision to
cancel the agreement and all re-
lated compensation addresses
the concerns of shareholders and
other stakeholdars,” said Ulrich
Lehner, Novartis's vice chair-
man, He said directors “under-
stood the importance of fuil
transpatency and will strengthen
its efforts in this regard.”

Late Iast week, Dr. Vasella
said he planned to make the net
proceeds of the compensation
package “available for philan-
thropic activities.”

In the Novartis statement on
Tuesday, Dr. Vasella acknowl-
edged that his offer hadn’t
soothed publi¢ opinion: “T have
understeod that many people in
Switzerland find the amount of
the compensation linked to the
nencompete agreement unrea-
sonably high,” he said,

A Novartis spokeswoman sajd

Dr. Vasella was unavailable for
further commaent,

The debate over Dr. Vasella’s
exit package could fuel support
for a March 3 referendum in
Switzerland that would give
shareholders the power to veto
executive pay plans, including
golden parachutes, A competing
but less-stringent propoesal put
forward by the Swiss govern-
ment would give shareholders a
nonbinding vote on pay.

Over the weekend, Swiss
newspapers and television shows
were filled with commentary
about the scale and duration of
Dr. Vasella’s package, Simonetta
Sommaruga, the head of the
Switzerland’s Justice Depart-
ment, told Swiss television the
package left her “speechless,”
while Johann Schneider-Am-
mann, head of the economic af-
fairs, education and research de-
partment, called the controversy
arising from the payout an “un-
pleasant situation.”

0n Tuesday, Hans-Jacob Hettz,

a lawyer for Novartis sharehold-
ers, said he filed a complaint in
Basel on Monday against Novar-
tis, Dr. Vasella and members of
the compensation committee of
Novartis’s board, alleging “crimi-
nal offenses” in relation to the
compensation deal,

A spokesman for the Basel

The ummﬁmsnw size
was "unjustified,

. said the head of one

shareholder group.
L T

public prosecutors’ office con-
firmed that it had received an
anonymous  complaint. The
spokesman said the office had
opened a preliminary investiga-
tion to see if the complaint had
merit,

A Novattis spokesman said
the company hadn’t yet received
a copy of the complaint and de-

clined to comment on it.
Gregor Greber, chief executive

of Zug, Switzerland's zCapital

AG, said the news of the payout

prompted him to get in touch’

with Novartis to learn more
about the package and express
his concerns.

The money manager said he
had been frustrated by the jack
of detail regarding the chair-
man’'s exit package in the Novar-
tis annual report.

“You can invest that 72 mil-
ton [francs] in research and de-
velopment, which will result in 2
better return for shareholders
than paying a departing chair-
man,” Mr, Greber said,

Roby Tschopp, the head of
shareholder advisory group Act-
ares, said many of the roughly
200 Novartis shareholders his
firm represents contacted him to
register their concern over the
payout.

By Monday, Actares had de-
cided to put out a statement
outlining its opposition to the

pay package and declaring its in-
tent to vote against the board, of
directors at Friday’s annual
shareholder meeting.

“The size of the payment was
unjustified,” said Mr. Tschopp,
“It is not normal that someone
who has been pald millions and
miliions every year needs more
money just to make sure they
dor't go to the competition,”

Birgit Kulhoff, a fund manager
at Novartis shareholder Rahn &
Bodmer Co. in Zurich, eriticized
Novartis for not publicly disclos-
ing the size of the deal.

“T do think that the total com-
pehsation represenis a relevant,
meaningful sum that should
have been disclosed,” Ms, Kul-
hoff said. -

A Novartis spokesman said
that under Swiss law the com-
pany didn’t have to disclose the
compensaticn package until a
first payment was made, which
would have been in 2014,

—Neil Maclucas
contributed to this article,

ADVERTISEMENT

Career Opportunities

To advertise: 800-366-3975 or WSJ.com/classifieds




	Page 1
	Page 2

