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ISSUE: Should executives be	 forced to give	 back their bonuses due	 to accounting 
restatements? 

Executives could be forced to give back their bonuses if their companies are forced to restate their earnings. In a 
divided vote, the Securities and Exchange Commission voted 3-2 to propose rules that would make public 
companies revoke the bonuses and incentive-based pay of their executives if there are found to be errors in the 
company’s financial statements. The reasoning behind this proposal is to make sure that executives are not 
awarded for performance found to be overstated. In the past, executives were forced to return bonuses only if it 
was found that the company had intentionally reported false information. This proposal would extend it so that 
executives would have to return bonuses even if it was unintentional. 

The government hopes to deter restatements by encouraging executives to examine financial information carefully 
before reporting. Since 2014 companies have restated financial results 831 times. Approximately 42 of these 
restatements were negative and impacted the bottom line. Under the new rules, firms with errors in their reports 
would have to disclose the amount of the bonus owed to the firm by the executive. The executive would have 180 
days to return the money. If he or she fails to do so, then the name of the executive will also be released to the 
public. If the proposal is accepted and companies do not implement these clawback rules, they could be delisted 
from the stock market. 

There is much support for this policy. One benefit would be that it would hold executives more accountable to 
ensure that their financial statements are accurate. Since clawbacks have only been necessary when erroneous 
reporting was done intentionally, executives might have been encouraged to overstate earnings in the hopes of 
not getting caught. This new policy would require clawbacks whether the false reporting was intentional or not. 
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http://www.wsj.com/articles/sec-proposes-broadened-corporate-clawback-rule-1435763570
http://www.bloomberg.com/news/articles/2015-07-01/sec-to-propose-executive-bonus-clawbacks-when-companies-restate
http://www.shrm.org/hrdisciplines/compensation/articles/pages/sec-clawback-proposed-rule.aspx
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