Board approves adjustments to incentive pay for executives
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The University of Texas Investment Management Company’s board of directors approved $3.4 million in bonuses for 30 executives Friday.

The top six executives, including Chief Executive Officer Bruce Zimmerman, deferred their incentive payments for the next two years. The deferred bonus money will be reinvested and tied to the performance of the endowment.

The UT System Board of Regents approved a set of changes in August that will tie the incentive pay for executives more closely to performance. The change was prompted last February by intense legislative criticism of bonuses paid out to Zimmerman and other UTIMCO executives as the endowments they managed were losing billions.

Twenty-five UTMICO managers received $3.3 million in bonuses, over $1 million of which went to Zimmerman. The amount was based on the endowment performance from the previous year, before the value of UTIMCO assets began to plummet.

State Sen. Kevin Eltife, R-Tyler, led the criticism of the bonuses in a hearing of the Senate Committee on Finance, during which UT regent and UTIMCO Chairman Robert Rowling abruptly resigned. Lt. Gov. David Dewhurst and Gov. Rick Perry also voiced displeasure with Rowling and the UTIMCO board.

In response to the legislative scrutiny, the Board of Regents passed revised compensation policies for UTIMCO employees in August.

“We just came off a truly extraordinary year,” Zimmerman said of the UTIMCO losses.

“Because of that, the way incentive compensations will be handled in the future was slightly modified.”

Between August 2008 and July of this year, the value of assets managed by UTIMCO fell more than $3 billion, to $19.7 billion. Zimmerman said this was the worst performance in the last 80 years.

“Last year, the dropoff in the market happened before our compensation was over but before the decision on incentive compensation pay was made,” Zimmerman said. “The policy modifications by the Board of Regents don’t correct this set of circumstances, but they address it.”

Currently, all executives who receive compensation incentive pay must defer 30 percent of their bonuses. Under the modified policy, which goes into effect next year, the president and CEO must defer at least 50 percent, and the percentage decreases slightly with the rank of the executives.

If the endowments perform exceptionally well, incentive pay compensation for mangers will increase and potentially double if the endowment increases by more than 30 percent.

If the endowment decreases by more than 5 percent, the executives might have to defer all of their bonus money.

“The incentive pay has always been tied to the performance of the endowments,” Zimmerman said.

Now, the compensation of UTIMCO managers will depend even more on how their investments play out. Despite the losses UT’s endowment took during the last fiscal year, Zimmerman said the funds would have suffered further if the money had been invested passively.

“Our objective is to beat the market average,” Zimmerman said.

