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About Equilar

Equilar is the leading provider of executive compensation and corporate governance data for 
corporations, nonprofits, consulting firms, institutional investors, and the media. As the trusted data 
provider to 70% of the Fortune 500, Equilar helps companies accurately benchmark and track executive 
and board compensation, Say on Pay results, and compensation practices. 

Equilar's award-winning Equilar Insight product suite is the gold standard for benchmarking and 
tracking executive compensation, board compensation, equity grants, and award policies. With an 
extensive database and more than a decade’s worth of data, the Equilar Insight platform allows clients 
to accurately measure executive and board pay practices. With Equilar’s Governance Center, companies 
can better prepare by analyzing historical voting results and modeling pay for performance analyses to 
ensure successful Say on Pay outcomes. 

Equilar Insight’s Governance Center provides a comprehensive set of tools including:

• Institutional Shareholder Services (ISS) Simulator

• Glass Lewis Modeler

• Pay for Performance Analytics Solution

Equilar’s C-Suite mapping technology within the Equilar Atlas platform identifies pathways to 
executives and board members at target companies. With over 350,000 executive and board member 
profiles, Equilar Atlas is the premier executive resource for identifying new business opportunities. 
Equilar regularly publishes proprietary research reports and articles on the most pertinent issues and 
trends in executive compensation and corporate governance.
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Executive Summary

Each year, Equilar highlights critical areas that 
will affect those dealing with compensation and 
governance issues in the upcoming year. The 
Compensation & Governance Outlook Report aims 
to cover a variety of emerging trends in the fields 
of executive and director pay, equity trends, and 
corporate governance, while also providing an 
array of disclosure examples to illustrate unique 
approaches to strategic matters. 

There were a number of important happenings 
in 2013, including a near default by the federal 
government, the confirmation of a new SEC 
chair, passage of the CEO pay ratio rule, and 
a strong stock market that led to resurgence 
in M&A activity. Developments like these will 
shape the business landscape well into 2014. 
Continuing discussions between companies and 
shareholders will drive changes as firms ensure 
their compensation efforts are communicated 
through a variety of mediums and methods. 
Concerns surrounding fairness in a number 
of areas including stock structure and pay will 
cause struggles between conflicting parties, 
as focus intensifies on board decisions. Topics 
featured prominently in this year’s report include 
alternative pay, board diversity, Say on Pay 
responses, and pay for performance disclosures. 

A variety of disclosure examples highlight current 
trends. To help the reader navigate this report, 
each section is organized into one of three broader 
categories: Disclosure & Governance, Executive 
Pay, and Board of Directors.

 � Female directors join boards at higher rate: 
In 2012, 22.0% of new directors were female 
compared to 18.2% in 2011. At year’s end, 79.2% 
of S&P 1500 boards had at least one female 
member, an increase from 74.4% and 71.8% in 
2011 and 2010, respectively.

 � Retainers for directors continue to show large 
increases in value: The median value of board 
retainers in the S&P 1500 increased 29.4% over 
the last five years, from $130,000 in 2008 to 
$168,270 in 2012.

 � Companies failing Say on Pay address concerns 
through changes: More than 50% of the 
companies that disclosed changes following 
a Say on Pay failure in 2012 made changes to 
performance metrics.

 � Nearly half of companies use TSR in long-
term incentive plans: Total Shareholder Return 
(including both Relative and Absolute TSR) 
continues to be the most popular long-term 
performance metric, appearing in 48.4% of 
companies’ plans.

 � Prevalence of performance shares continues 
to increase: The percentage of S&P 1500 CEOs 
receiving performance shares rose 10.0% in 2012 
to 60.7%.

 � Visual aids illustrating pay for performance 
alignment increase: The addition of graphs and 
charts to display CEO pay compared to company 
performance is becoming more common within 
the Compensation Discussion & Analysis.

 � Shareholder outreach disclosure grows 
among companies: Many companies have 
been increasingly proactive about engaging 
shareholders, and across the board more 
companies are including details of outreach 
efforts including written materials, virtual 
meetings or webcasts, and in-person meetings.

 � Innovations in CD&A design include simplifying 
compensation practices into summary 
lists: “What We Do vs. What We Don’t Do” 
sections are being used more frequently as 
a straightforward way to demonstrate best 
compensation practices.

 � Companies weigh effects of CEO pay ratio 
rule on disclosure: An SEC ruling made on 
September 18, 2013 requires companies to 
disclose the ratio between CEO compensation 
and the median of annual total compensation of 
all other employees.

 � More boards are chaired by their CEOs: Within 
the S&P 1500, 46.9% of companies have a 
combined CEO-Chairman position while 39.7% 
have a Non-Executive Chairman and 13.4% have 
an Executive Chairman.

Introduction
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Disclosing Pay for Performance 
and the Issue of Realizable Pay

In an effort to make the CD&A more significant 
and reader-friendly, many companies have 
started incorporating additional graphs, charts, 
and tables illustrating how they apply pay for 
performance concepts. These illustrations convey 
important takeaways that further the conversation 
about specific trends. The variety of visual 
aids companies are using in proxy statements 
highlight issues relating to financial performance, 
compensation elements, pay mix, benchmarking 
practices, and CEO pay. Companies are dedicating 
a larger portion of the CD&A in explaining how an 
executive’s pay aligns with the company’s overall 
performance. These disclosures are not limited to 
pay for performance issues, but also relate how 
that link has performed historically, and how it 
has made a material impact on CEO realized or 
realizable compensation.  

The desire for pay for performance transparency 
brings with it a need to define pay and 
performance. Currently, there is general 
acceptance that a company’s performance can 
be represented by a measure such as Total 
Shareholder Return (TSR) or a combination of 
financial metrics including Revenue and Earnings 
per Share (EPS). Measuring CEO pay, however, 
is not quite so clear. As investors, issuers, and 
proxy advisors debate how to best measure and 
present CEO compensation in the context of pay 
for performance, a number of companies continue 
to introduce innovative methods of disclosing the 
relationship between the two. 

The following examples illustrate some of 
the different ways companies have chosen to 
compare graphically performance and CEO pay.

 � Ensco (ESV) 
DEF 14A filed on April 4, 2013

“The chart and accompanying table below 
demonstrate the alignment of CEO 'net realizable 
pay' with Ensco's TSR performance by year…
As shown, CEO realizable pay opportunities by 
year have been well aligned with the returns 

experienced by our shareholders.” 

 � Mylan (MYL) 
DEF 14A filed on April 11, 2013

“Compensation in 2012 was highly aligned 
with performance…The total compensation 
realizable to Mylan’s CEO (currently Ms. Bresch 
and formerly Mr. Coury) over a three-year period 
is fully aligned with Mylan’s total shareholder 
return relative to the peer group, as shown 
below.”

Disclosure & Governance

CEO Realizable Pay: Well Aligned with Annual Performance
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 � Darden Restaurants (DRI) 
DEF 14A filed on August 5, 2013

“Darden’s executive compensation decisions 
reflect the Company’s commitment to pay for 
performance and to strongly align the interests 
of the Company’s leadership team with those of 
our shareholders[…]Most importantly, there is 
strong linkage between our CEO’s realizable pay 
and our TSR.” 

Increasing Outreach and 
Shareholder Engagement 

While three years of Say on Pay have triggered 
numerous changes to the executive compensation 
landscape, one of the least evident changes might 
be one of the most noteworthy. While not easily 
discerned in annual filings, the manner in which 
companies interact with shareholders regarding 
compensation and governance issues has evolved 
substantially. 

In addition to an overall increase in shareholder 
outreach, a growing number of companies are 
voluntarily documenting shareholder engagement 
within their proxy filings. Shareholder 
engagement can take a number of forms, 
including distributing written materials, hosting 
virtual meetings or webcasts, and even convening 
in-person meetings. While many shareholders 

view this outreach as a necessity for companies 
that have failed Say on Pay in the prior year, 
shareholder engagement has become increasingly 
common, including at companies whose Say 
on Pay votes received near unanimous support. 
In addition to generating goodwill, proactive 
engagement with shareholders allows boards to 
assess any potential disconnects between parties 
prior to the annual meeting.  

The examples below highlight companies that 
disclosed a form of outreach or engagement with 
shareholders, which was most often included 
within the CD&A.  

 � Ryder System (R) 
DEF 14A filed on March 18, 2013

“At our 2012 Annual Meeting, through the 
shareholder advisory Say on Pay vote, we 
learned that 94% of shareholder votes approved 
of our executive compensation program. 
Although we are pleased that our shareholders 
approve and support our efforts to offer a 
competitive executive compensation program 
that delivers shareholder value over both 
the short- and long-term, we recognize that 
shareholder views and concerns can change as 
circumstances change, including economic and 
market conditions. As such, in 2012, we renewed 
our commitment to engage our shareholders 
in a more informal and consistent manner to 
ensure that we understand, and are considering 
and addressing, any specific concerns they 
may have, including with respect to executive 
compensation. As part of these efforts, in 
November 2012, we met with governance 
and other representatives of several of our 
largest shareholders to solicit their feedback, 
concerns and recommendations on a variety of 
governance topics.” 

 � Johnson & Johnson (JNJ) 
DEF 14A filed on March 13, 2013

“Following our 2012 Say on Pay result, our 
Compensation & Benefits Committee Chair and 
Presiding Director, along with senior members 
of management, met with a diverse mix of our 
institutional investors and with leading proxy 
advisory services to discuss our executive 

Disclosure & Governance

CEO's Average Annual Target and Realizable Pay and Darden's Average Annual 
Total Shareholder Return for the Most Recent 3-Year Performance Periods
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Disclosure & Governance

compensation program in an effort to better 
understand the underlying reasons for our Say 
on Pay results. The feedback from our outreach 
in 2012 showed that shareholders and other key 
stakeholders appreciated the changes to the 
long-term incentive program that we made. They 
also understood that it would take several years 
to see the impact of those changes reflected 
in our Summary Compensation Table since 
legacy cash-based awards will continue to vest 
for several years while awards are being made 
under the new program. We received some 
criticism on our past philosophy of targeting 
total direct compensation above median for 
our named executive officers. While most 
praised the direction in which our executive 
compensation program was heading, there was, 
nonetheless, a sense among many stakeholders 
that their 2012 Say on Pay vote expressed 
their judgment on a retrospective basis on 
the company’s 2011 named executive officer 
compensation as disclosed in the Summary 
Compensation Table, as opposed to expressing 
judgment on a prospective basis on changes we 
made to our compensation program design.” 

 � Viad (VVI) 
DEF 14A filed on April 4, 2013

“2012 SAY-ON-PAY VOTING RESULTS AND 
SHAREHOLDER ENGAGEMENT 

At the 2012 Annual Meeting of Shareholders, 
less than a majority of shareholders voted for 
the Company’s proposal seeking an advisory, 
non-binding vote on the 2011 executive 
compensation program for the NEOs (the 
'say-on-pay' proposal). The Human Resources 
Committee considered the results of the say-
on-pay proposal vote in connection with the 
discharge of its responsibilities. In an effort to 
respond constructively to the voting results, 
management actively solicited feedback 
from shareholders on their concerns with our 
executive compensation program and any other 
matters of importance, and to outline the actions 
taken and to be taken by the Board with respect 
to executive compensation. 

As part of the shareholder engagement efforts, 
the then Lead Independent Director and 

Chairman of the Human Resources Committee, 
Jess Hay, along with other Board members, met 
with Viad’s five largest shareholders and other 
shareholders, representing in the aggregate an 
estimated 49% of the outstanding shares of Viad 
common stock as of the record date of the 2012 
Annual Meeting of Shareholders. 

In addition, since the 2012 Annual Meeting of 
Shareholders, Mr. Dykstra, as well as members 
of Viad’s senior management, have engaged 
with shareholders representing an estimated 
42% of the outstanding shares of Viad common 
stock as of March 27, 2013 to discuss corporate 
governance and executive compensation. This 
engagement was part of the Company’s ongoing 
shareholder engagement program. 

As feedback, many shareholders gave a 
general indication that they viewed the changes 
implemented by Viad since the 2012 Annual 
Meeting of Shareholders as consistent with their 
concerns and/or with their prior feedback to Viad 
during the 2012 proxy season. The Company 
has incorporated shareholder feedback, as 
appropriate, into the disclosures in this proxy 
statement.” 

Future Disclosure Implications 
from the CEO Pay Ratio 

On September 18, 2013, the SEC issued a new 
rule based on section §953 of the Dodd-Frank Act. 
The rule requires public companies to disclose 
the ratio between the compensation of their 
median employee and that of their CEO. SEC Chair 
Mary Jo White commented that there would be 
“significant flexibility in complying with this new 
disclosure requirement,” and her statement was 
largely borne out by the content of the proposed 
rule. The rule in its current form specifies that:

 � Companies may use statistical sampling to 
calculate median worker pay.

 � Foreign employees and part-time workers must 
be included.

 � Only workers employed on the last day of a 
company’s fiscal year will be included in the 
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Disclosure & Governance

calculation. No exception is made for seasonal 
workers.

 � Companies will not be allowed to adjust 
compensation numbers to account for 
employees living in low-cost jurisdictions.

 � Companies may annualize total compensation 
for permanent employees who were hired 
during the year if they wish.

 � Companies must disclose the methodology 
used to calculate the ratio in the form of a “brief 
overview.” Companies need not provide all 
technical details, but must disclose enough so 
that readers can “evaluate the appropriateness 
of the estimates.”

 � Disclosure of the ratio will be required beginning 
in a company’s first fiscal year on or after the 
effective date of the SEC’s final rule.

 � Although the new rule was only recently ratified, 
First Real Estate Investment Trust of New Jersey 
(FREVS) has reported its internal pay equity in a 
similar manner since 2010, disclosing a CEO-to-
median-worker pay ratio of 10.81 in 2012. The 
new rule specifies that the ratio be presented 
with median employee pay normalized to one, 
and the CEO’s pay presented as a multiple of 
that number (i.e., 1:10.81 at First Real Estate 
Investment Trust of New Jersey). 

 � The rule was the source of heated debate 
regarding the ratio’s potential variations 
between companies in different industries, the 
potential costs associated with its calculation, 
and the general utility of deriving the calculation. 
With only 20 non-CEO employees included in its 
calculations, First Real Estate Investment Trust of 
New Jersey’s pay ratio was likely much simpler 
to formulate than a similar number would be 
for larger companies dealing with thousands or 
millions of employees worldwide. Nevertheless, 
the disclosure below is an example of how 
companies may choose to disclose the CEO-to-
median-worker pay ratio beginning in 2016, and 
provides a brief description of how the ratio was 
calculated.

 � First Real Estate Investment Trust of New Jersey 
(FREVS) 

DEF 14A filed on February 28, 2013

“Chief Executive Officer Compensation and 
Employee Compensation

The table below sets forth comparative 
information regarding (A) the total 
compensation of the Chief Executive Officer 
for the 2012 fiscal year, (B) the median of the 
total compensation of all of the other full-time 
employees of the Trust, not including the Chief 
Executive Officer, for the 2012 fiscal year, and 
(C) the ratio of the Chief Executive Officer’s 
total compensation to the median of the total 
compensation of all other full-time employees 
(other than the Chief Executive Officer). The 
Trust had 20 full-time employees, which does 
not include the Chief Executive Officer, as of 
October 31, 2012.”

While the new disclosure requirement relates 
to the CEO-to-median-worker pay ratio, much 
attention has also been given to the pay ratio 
between the CEO and other top executives at 
the same company. The chart below illustrates 
the pay multiples between the CEO and the next 
highest compensated executive for each of the 
S&P indices using compensation information 
from summary compensation tables. Median CEO 
compensation within the S&P 500 and 400 was 
a little more than two times that of the second 
highest paid executive, while the median pay 
multiple for S&P 600 CEOs was slightly below two 
times as high.

Chief Executive Officer compensation (A) $545,730

Median compensation of all full-time 
employees (not including Chief Executive 
Officer) (B)

$50,492

Ratio of (A) to (B) 10.81
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Separating the CEO and 
Chairman Roles 

A joint CEO-Chairman offers a strong unified 
leader that connects both the executive team and 
the board of directors. However, shareholders 
sometimes argue that a combined role may be 
detrimental to the corporation. The board’s role 
is to keep the CEO and executive team in line, 
but responsibilities blur when the head of the 
executive team and the board is the same person. 
Within the S&P 1500, there has been a 15.1% 
decrease in the prevalence of CEO-Chairman since 
2008. Conversely, over the last five years, the 
percentage of independent Chairmen within the 
S&P 1500 has increased by 26.7%.

The proponents for these proposals state that a 
conflict of interest arises when the Chairman and 
CEO roles are held by the same individual. The 
board of directors is responsible for overseeing 
the management team and representing 
shareholders, while the CEO is responsible for 
accomplishing goals set by the board.  

JP Morgan, Walt Disney, Netflix, and Kohl’s are 
among the notable companies that have received 
proposals from a shareholder to separate the CEO 
and Chairman positions. One Netflix shareholder 
stated that, because the Board of Directors is 
responsible for setting executive compensation, 
a combined CEO-Chairman position can result 
in “higher executive compensation, lower 
shareholder returns, more aggressive risk-taking, 
and ultimately less sustainable companies for 
the long-term.” That thought is also reflected in 
proposals submitted to JP Morgan and Kohl’s. 
While JP Morgan and Walt Disney successfully 
defended their positions on a combined role, 
boards at both Netflix and Kohl’s must consider 
separating the two positions due to shareholders 
proposals that received majority support. 
The boards of JP Morgan, Netflix, and Kohls 
responded to proposals to separate the CEO-
Chairman positions by stating that they had a 
lead independent director, the independence of 
a majority of the board, and independent board 
members serving on board committees. JP 
Morgan went into further detail and defended its 
CEO pay decisions by referring shareholders to its 
Compensation Discussion and Analysis section. 
While also referencing its use of an independent 
lead director, Walt Disney took an alternate 
approach and challenged the feasibility of such 
a proposal. Its board stated that the proposal 
intends to “replace the current, clear and workable 
standard for electing a Chairman with a vague 
and unworkable standard.”  With more scrutiny 
on corporate governance, shareholder proposals 
calling for a separate CEO-Chairman are becoming 
more prevalent, prompting boards to draft 
responses.

 � JP Morgan Chase & Co (JPM) 
DEF 14A filed on April 10, 2013

Shareholder Proposal
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“JPM CEO James Dimon also serves as chair 
of the board of directors. We believe the 
combination of these two roles in a single 
person weakens a corporation’s governance 
which can harm shareholder value. As Intel 
former chair Andrew Grove stated, 'The 
separation of the two jobs goes to the heart of 
the conception of a corporation. Is a company 
a sandbox for the CEO, or is the CEO an 
employee? If he’s an employee, he needs a boss, 
and that boss is the board. The chairman runs 
the board. How can the CEO be his own boss?' 

In our view, shareholder value is enhanced by 
an independent board chair who can provide 
a balance of power between the CEO and the 
board, and support strong board leadership. The 
primary duty of a board of directors is to oversee 
the management of a company on behalf of 
its shareholders. We believe that a CEO who 
also serves as chair operates under a conflict of 
interest that can result in excessive management 
influence on the board and weaken the board’s 
oversight of management.”

Board Response

“The Board leadership structure already 
provides the independent leadership and 
oversight of management sought by the 
proponent. The fundamental objective of the 
proposal is to require that an independent 
director lead the Firm’s Board of Directors and 
oversee management. All but one of the current 
Board members are independent according to 
NYSE standards, including the Board’s Presiding 
Director.” 

“With respect to compensation determinations 
for Jamie Dimon, Chairman and Chief Executive 
Officer, the Board focused on the long-term, 
as well as the annual, performance of the 
Firm and on the entire range of Mr. Dimon’s 
responsibilities, and took into consideration 
both the continued strong performance of the 
Firm and the CIO losses, including Mr. Dimon’s 
responsibility as the Firm’s Chief Executive 
Officer. As announced on January 16, 2013, 
and as further discussed at page 19, the Board 
approved 2012 compensation for Mr. Dimon in 
the amount of $11.5 million, down 50% from the 

prior year.”

 � Kohl’s (KSS) 
DEF 14A filed on March 25, 2013

Shareholder Proposal

“Shareholders request that our board of 
directors adopt a policy that, whenever possible, 
the chairman of our board of directors shall 
be an independent director. An independent 
director is a director who has not previously 
served as an executive officer of our Company. 
This policy should be implemented so as 
not to violate any contractual obligations in 
effect when this resolution is adopted. The 
policy should also specify how to select a new 
independent chairman if a current chairman 
ceases to be independent between annual 
shareholder meetings. To foster flexibility, this 
proposal gives the option of being phased in and 
implemented when our next CEO is chosen.”

“Annual bonuses for our highest paid executives 
were based on a single financial performance 
measure — with a dangerous potential to game 
results by taking actions to achieve one end that 
might ultimately damage another. Furthermore, 
long-term incentive pay for our highest paid 
executives continued to include market-priced 
stock options that simply vest after the passage 
of time and lacked performance requirements.”

Board Response

“While the Board does not believe that 
separation of the roles of Chairman and Chief 
Executive Officer is necessary for effective board 
leadership, we do acknowledge the importance 
of independent Board oversight. Accordingly, 
the Company’s Corporate Governance 
Guidelines provide for an independent 
Lead Director to be elected annually by 
the independent directors. The role of our 
Lead Director closely parallels the role of an 
independent chairman.”
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Innovations in CD&A Design: 
Outlining Pay Practices

Due to the increased focus on the disclosure of 
the CD&A, it is no surprise that the CD&A section 
has changed dramatically over time. Whereas 
the CD&A once read like a legal document, many 
are now written in a manner that is user-friendly 
for investors. Many companies now also include 
a clear and easy-to-read comparison table or 
summary list comparing compensation practices 
that they use against ones they do not use. In an 
effort to assure shareholders and investors that 
the company only utilizes what are deemed to be 
the best pay practices, certain proxy statements 
also contain information on practices seen as 
problematic by proxy advisors. The following 
disclosures show how some companies have 
included a table of pay practices into their proxy 
filing.

 � Edison International (EIX) 
DEF 14A filed on March 14, 2013

“The table below highlights our current 
compensation practices for NEOs, including 
practices that we believe drive performance and 
those we have not implemented because we do 
not believe they would serve our shareholders’ 
long-term interests.”

Disclosure & Governance

What We Do

 ü We tie pay to performance by making the 
majority of compensation “at risk” and linking it 
to shareholders’ interests.

 ü We target the market median (50th percentile) 
for all elements of direct compensation. 

 ü We use a peer group based on a recognized 
market index.

 ü We balance multiple metrics for short- and long-
term incentives.

 ü We have double-trigger change in control 
provisions for acceleration of equity award 
vesting.

 ü We have stock ownership guidelines.

 ü We seek shareholder feedback on our executive 
compensation.

 ü Our Compensation Committee’s compensation 
consultant is independent and does not provide 
any other services to the Company.

What We Don’t Do 

 [ We do not have any employment contracts.

 [ We do not provide perquisites.

 [ We do not provide excise tax gross-ups on 
change in control payments.

 [ We do not have individually negotiated change 
in control agreements.

 [ We do not provide personal use of any corporate 
aircraft.

 [ We do not re-price underwater stock options.

 [ We do not permit pledging of Company 
securities by EIX executive officers.

 [ We do not permit hedging of Company 
securities.
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 � Bank of America (BAC) 
DEF 14A filed on March 28, 2013

“Below we highlight key features of our 
executive compensation program, including the 
compensation practices we have implemented 
to drive sustainable results, encourage executive 
retention and align executive and stockholder 
interests. We also identify certain compensation 
practices we have not implemented because 
we do not believe they would serve our 
stockholders’ long-term interests.”

Nordstrom (JWN) 
DEF 14A filed on March 31, 2013

“Our executive compensation philosophy is 
reflected in governance practices that support 
the needs of our business, drive performance 
and align with our shareholders’ long-term 
interests. Below is a summary of what we do and 
don’t do in that regard.” 

Disclosure & Governance

What We Don’t Do 

 [ No current agreements providing executive 
officers cash severance payments upon 
termination of employment or change in control

 [ No future employment or severance agreements 
with our executive officers that provide 
severance benefits (as defined under our policy 
limiting future severance agreements) exceeding 
two times base salary and bonus, without 
stockholder approval 

 [ No accrual of additional retirement benefits 
for our current executive officers under any 
supplemental executive retirement plans (SERPs)

 [ No excise tax gross-ups upon change in control

 [ No discounted stock options, reload stock 
options or stock option re-pricing without 
stockholder approval under our Stock Plan

 [ No speculative trading, hedging or derivative 
transactions

What We Do

 ü Pay for performance - Our compensation 
program for Named Executive Officers 
emphasizes variable pay over fixed pay, with 
three-quarters of their target compensation 
linked to our financial or market results.

 ü Offer limited perquisites - On an ongoing basis, 
we provide life insurance and a merchandise 
discount. 

 ü Retain meaningful stock ownership guidelines - 
Our expectations for ownership align executives’ 
interests with those of our shareholders, and all

Our Compensation Practices

What We Do

 ü Pay-for-performance process that allocates 
individual awards based on both results and how 
those results were achieved

 ü  Balanced mix of base and variable pay 

 ü Balanced use of performance measures that are 
risk-adjusted where appropriate and combined 
with management judgment

 ü Deferral of a significant portion of variable pay, 
in equity-based awards where appropriate, 
to encourage retention and alignment with 
stockholder interests

 � Stock-settled awards vesting solely over time 
generally cannot vest more quickly than in 
three equal annual installments under our 2003 
Key Associate Stock Plan (Stock Plan) 

 � Our Stock Plan requires a one-year minimum 
performance period for awards that vest based 
on performance

 ü Meaningful stock ownership and retention 
requirements that further align the interests of 
our named executive officers with the long-term 
interests of our stockholders

 ü Use of clawback and cancellation features for 
all recipients of equity-based awards to further 
encourage achievement of long-term, sustainable 
results in an appropriate manner
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Disclosure & Governance

Disclosure Examples: 
Implementing Performance 
Shares

 � Active Network (ACTV) 
DEF 14A filed on May 23, 2013

“The Compensation Committee’s philosophy 
is that a substantial portion of an executive 
officer’s compensation should be performance-
based, whether in the form of equity or cash 
compensation. In that regard, during fiscal year 
2012, we began granting performance based 
restricted stock units and performance based 
options to our named executive officers as a 
significant component of compensation because 
we believe that they best align individual 
compensation with the creation of stockholder 
value.”

 � Avery Dennison (AVY) 
DEF 14A filed on March 8, 2013

“While the Compensation Committee believes 
that stock options provide performance-based 
compensation because our stock price directly 
impacts the value, if any, realized upon exercise, 
the Compensation Committee recognized that 
many stockholders and proxy advisory firms 
do not view stock options as performance-
based. While we retain the discretion to grant 
stock options in the future in accordance with 
the terms and conditions of the Equity Plan, 
for 2013 – based upon the recommendation of 
Towers Watson – the Compensation Committee 
determined to grant executives Market-
leveraged Stock Units (MSUs) in lieu of stock 
options and RSUs. MSUs vest 25% on each of 
the four anniversaries of the date of grant. MSUs 
are settled in a number of shares of common 
stock calculated using a conversion formula 
that is linked directly to our absolute TSR under 
which the number of shares earned is adjusted 
at the vesting date based on the percentage 
change in our stock price (plus dividend 
equivalents, if any, accrued during the vesting 
period).”

 � Comstock Resources (CRK) 
DEF 14A filed on April 3, 2013

What We Don’t Do 

 [ Provide employment agreements 

 [ Offer separation benefits to Named Executive 
Officers who are Nordstrom family members 

 [ Maintain separate change in control agreements 

 [ Gross up excise taxes upon change in control 

 [ Gross up taxes on perquisites or benefits, except 
selected relocation expenses 

 [ Reprice underwater stock options 

 [ Allow grants below 100% fair market value 

 [ Pay dividends on unearned performance share 
units 

 [ Permit hedging or short-sales transactions 

 [ Count pledged shares towards stock ownership 
target 

of the Named Executive Officers have exceeded 
their targets.

 ü Mitigate undue risk - We have caps on 
potential bonus payments, a clawback 
policy on performance-based compensation, 
and active and engaged oversight and risk 
management systems, including those related to 
compensation-related risk.

 ü Engage an independent compensation 
consulting firm - The Compensation Committee’s 
consultant does not provide any other services 
to the Company.

 ü Apply conservative post employment /change 
in control provisions - Our provisions apply to 
executive officers in the same manner as those 
for our broader employee population.

 ü Use double trigger - Our equity plan provides 
for accelerated vesting of equity awards after 
a change in control, only if an executive is 
involuntarily terminated.

 ü Restrict pledging activity - All Executive Officers 
are subject to pre-clearance requirements and 
restrictions.
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“Stockholders indicated that they wanted to see 
more of our executive compensation linked to 
our performance with formula-based plans[...]
Beginning in 2012, the committee awarded 
performance-vesting long-term incentive awards 
which directly link our executives' stock-based 
compensation to our total stockholder return 
relative to our peer group.”

 � Safety Insurance Group (SAFT) 
DEF 14A filed on April 24, 2013

“Based on shareholder feedback and our desire 
to further improve our pay and performance 
alignment, we have made several key changes. 
We implemented a performance-based 
share program for 2013. It will measure our 
performance over a three-year period and will 
be specifically tied to total shareholder return 
('TSR') (1) and combined ratio, which is a 
standard insurance industry profitability metric. 
We believe that implementing a performance-
based share program in combination with our 
existing performance-based annual cash bonus 
will help ensure strong pay and performance 
alignment into the future.”

 � Trex (TREX) 
DEF 14A filed on March 22, 2013

“Beginning with the 2014 awards, the SARs 
currently being granted will be replaced with 
performance-based restricted shares, which 
will vest equally over a 3 year period, with 
each year’s vesting based on achievement 
against target earnings before interest, taxes, 
depreciation and amortization, or 'EBITDA', for 1 
year, 2 years and 3 years, respectively.” 

Failing Say on Pay Votes Prompt 
Change from Companies

The third year of Say on Pay proved to be a 
non-issue for the majority of companies in the 
Russell 3000 Index. Shareholders from 97.7% 
of companies approved their compensation 
programs, and positive votes were marginally 
higher than in the two previous years. Further 
demonstrating strong shareholder support, 
77.5% of companies received greater than 90% 

support, an increase above 2012 and 2011 levels. 
These higher approval levels may suggest that 
companies have adapted to the process and 
made the necessary adjustments. The improved 
economy may have also lifted this year’s results, 
as many companies experienced stronger financial 
performance in 2012. 

Despite the overall success for most companies, 
2.3% of companies failed their 2013 Say on Pay 
votes, slightly less than the 2.5% failure rate of 
2012. The relatively low failure rate over the first 
three years has increased the scrutiny faced by 
each of the companies that failed. As a result, look 
for companies to continue to take the Say on Pay 
vote seriously in 2014.

Pay for performance misalignment and 
problematic pay practices were frequent 
themes that led to Say on Pay failures in 2012. 
Consequently they were the major areas of 
adjustment for companies that revamped their 
compensation practices for 2013. In a sample of 
51 companies that failed the 2012 Say on Pay vote 
and discussed the results in their most recent 
proxy, slightly more than half noted a change 
in their performance metrics, the most common 
adjustment for 2013. Eight companies also cited 
overlapping metrics between short and long-term 
awards as a reason for introducing new metrics, 
since that overlap is viewed as a poor practice by 
proxy advisory firms. 
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A general shift toward performance-based 
awards, peer group changes, and better 
disclosure of compensation practices were the 
next most commonly cited changes, with each 
of those changes discussed in more than 35% of 
proxies. Corporate governance, changes to stock 
ownership guidelines, additions of clawbacks, 
double-triggers, and anti-hedging and pledging 
policies each appeared in more than 20% of the 
analyzed companies’ disclosures, showing a 
uniform push to implement what have become 
standard governance practices. The following 
graph displays the top compensation-related 
changes made by companies following a failed 
2012 Say on Pay vote.

The following examples illustrate responses from 
some companies to shareholders after failed 2012 
Say on Pay votes and the effect on their Say on 
Pay results in 2013.

 � Chiquita Brands International (CQB)

Chiquita Brands is an example of a company that 
made changes to its executive compensation 
policy in the wake of a failed Say on Pay vote in 
2012. Shareholders subsequently approved the 
company’s compensation with a level of support 

in 2013 that was significantly higher than the 2012 
vote. The approval percentage rose 67 percentage 
points, from 19.8% in 2012 to 86.5% in 2013. Some 
of the changes the company included in its 2013 
proxy were the following:

 � Reduced CEO cash bonus target from 130% of 
base compensation to 100%.

 � Increased the percentage of performance 
based awards from 60% to 70%.

 �  Eliminated tax gross-ups for all NEOs.

 �  Targeted CEO salary and cash bonus at the 
25th percentile of the disclosed peer group. In 
2012 the target was set above the median of 
the peer group.

 �  OM Group (OMG)

OM Group also experienced significant 
opposition in its 2012 Say on Pay vote with an 
approval percentage of only 22.9%. In 2013, the 
company received 98.6% support after engaging 
shareholders and determining the aspects of its 
2012 compensation program, which elicited the 
most concern from shareholders. Shareholders 
cited the poor link between CEO pay and TSR as 
a measure of performance as well as problems 
surrounding certain performance measures. 
Dissatisfaction was also expressed about a lack 
of long-term performance-based compensation, 
inadequate disclosure on incentive program 
payout decisions, and there were concerns 
relating to both the size and relevance of the 
peer group companies. Changes resulting from 
the failed 2012 vote included the following:

 � Amended peer groups by removing companies 
that are no longer considered competitors 
or those that do not fit OM Group’s business 
model criteria.

 � Increased the weighting of the Operating 
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Income metric for the annual incentive plan.

 � Added Relative TSR as a performance metric 
for long-term incentive plans.

 � Froze salaries for executives from 2012 and 
instituted a clawback policy. 

 � Provided more transparent disclosure on 
reasoning for compensation changes, and 
described the alignment between pay and 
performance. 

LTI Plans Increasingly Measuring 
Performance through TSR

Following passage of the Dodd-Frank Act, 
companies are attempting to improve levels of 
Say on Pay support by ensuring that executive 
compensation is properly aligned with 
performance. A common approach to this is the 
use of performance-based equity awards. The 
percentage of S&P 1500 companies providing 
performance-based equity to their CEOs increased 
from 50.1% in 2010 to 61.8% in 2012.

To ensure that performance-based equity 
properly encourages executives to optimize 
performance, companies use specific metrics 
consistent with company goals. To gain better 
insight into the types of metrics publicly-traded 
companies employ, Equilar looked at the long-
term (performance periods greater than one year) 
performance-based equity granted to S&P CEOs 
over the past three years. 

Among companies that granted long-term 
performance awards to their Chief Executive 
Officer in fiscal 2012, the average number of 
metrics used to evaluate performance was 1.74, 
a slight increase from 2011 and 2010 numbers 
of 1.70 and 1.71 respectively. The number of 
companies that used only one metric to measure 
performance decreased from 50.7% in 2011 to 
47.8% in 2012. In that same period, companies 
that use two metrics increased from 34.3% to 
35.6% and those that use three increased from 
9.8% to 12.2%. Companies using four metrics 
decreased slightly, while companies using five or 
more metrics increased slightly. Similar to short-

term incentive plans, companies with long-term 
incentive plans have been adding more metrics to 
better align performance with pay.

The chart below shows the breakdown of the 
number of metrics used in long-term equity 
performance plans over the last three years.

Equilar also analyzed the most common metrics 
used in long-term equity performance plans. 
Total Shareholder Return (which includes both 
Relative and Absolute TSR) continues to be the 
most popular long-term performance metric, 
appearing in 48.4% of companies’ plans. The 
second most popular metric is Earnings per Share, 
included in 30.9% of companies’ plans. Earnings 
per Share is followed by Revenue, appearing in 
17.1% of companies’ plans. The most prevalent 
metrics are financial metrics, indicating that 
companies wish to use quantitative measures 
rather than qualitative metrics to measure long-
term performance. Over the past three years, we 
see that companies consider TSR to be the best 
measurement of long-term performance. Linking 
CEO pay to company stock performance suggests 
that companies are attempting to keep the best 
interests of their shareholders at the forefront.

The following chart compares the most prevalent 
metrics in long-term incentive plans for S&P 1500 
CEOs over the last three fiscal years.
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Performance Shares Becoming 
Most Prevalent Equity Vehicle 

The percentage of S&P 1500 CEOs receiving 
performance shares as part of their compensation 
rose to 60.7% in 2012. This is the third consecutive 
year of double-digit growth and an increase 
of 10.0% from 2011. Performance shares have 
become a solution for companies that want 
to align pay and performance to assure their 
shareholders and institutional investors that they 
have their best interests in mind. Equilar’s 2013 
Voting Analytics Report released earlier this year 
noted that increasing the percentage of “at risk” 
pay directly tied to performance was one of the 
most common changes made to compensation 
programs of companies that failed their Say 
on Pay vote the year before. Implementing 
performance shares, often in place of options or 
other time-vesting equity grants, has been one of 
the more common ways to achieve an increase in 
“at risk” pay. 

Regardless of whether or not a company has 
historically performed well in their Say on Pay 
votes, aligning pay and performance continues to 
be a key focus for the boards of directors at nearly 
all publicly-traded companies. The graph below 
shows the percentage of S&P 1500 companies 
granting performance shares to their CEOs over 
the last three years.

Female Board Representation on 
the Rise

Efforts to increase gender diversity on boards have 
increased considerably in recent years, and many 
boards have become aware of the need and value 
of adding female directors. Women continued 
to join corporate boards at a higher rate in 2012 
than in 2011. Of the 1,042 new directors elected in 
2012 to S&P 1500 boards, 229 were female. This 
represents a 22.2% increase from the rate at which 
females joined boards in 2011. The charts below 
illustrate the gender breakdown of new directors 
joining S&P 1500 boards in 2011 and 2012.

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

2010

2011

2012

Cash Flow

EBITDA

Stock Price

ROE
Operating Income/Margin

ROC/ROIC

Revenue

EPS/Net Income

TSR

S&P 1500 Long-Term Incentive Plan Metrics

0.0%

20.0%

40.0%

60.0%

80.0%

100.0%

2012
2011

2010

S&P 1500 Performance Share Awards

49.7% 55.2% 60.7%

New Directors in 2011

Female

Male

18.2%

81.8%

New Directors in 2011

n=1,037n=1,037

Executive Pay / Board of Directors



2014 Compensation & Governance Outlook Report | 18

In 2012, 15.0% of all S&P 1500 directors in 2012 
were women, compared to 13.0% in 2010. Avon 
Products and Christopher & Banks have the 
highest percentages of females serving on boards, 
with an equal number of males and females 
on both of those boards. Estee Lauder’s board 
continues to have the highest number of females 
serving on an S&P 1500 board with seven female 
directors, 47% of the company’s total number of 
directors. The following graph illustrates the trend 
of increasing female membership on S&P 1500 
boards. During 2012, 79.1% of S&P 1500 boards 
included at least one female, an increase from 
74.4% and 71.8% in 2011 and 2010, respectively.

Upward Trend in Director 
Retainers

In recent years, there has been a realignment 
of board compensation in response to new 
regulations, particularly the Dodd-Frank Act. Board 
directors have assumed increased responsibility 
and reputational risk, creating an increased time 
commitment and involvement beyond regular 
board meetings. Reflecting these changes, median 
director retainers have risen consistently over the 
past five years as part of a shift toward a more 
role-based compensation structure, and away from 
an attendance-based structure. The prevalence of 
meeting fees fell over the same period, from 58.8% 
five years ago to 38.7% today.

Since 2008, median values of cash, stock, and 
unit components of retainers have all risen 
significantly. Only options have remained 
stable, slightly increasing from 2008 to 2012. 
Commenting on recent board pay trends, Meridian 
Compensation Partners noted that cash retainers 
have maintained a growth rate of about 5.0% 
during the last five years, while base salary 
increases for executive officers have grown 
around 3.0% a year – an increase that makes sense 
considering the increased scope and exposure of 
directors’ roles. 

The following chart illustrates the breakdown of 
director retainers by component including cash, 
stock, options, and units:
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In 2012, equity continued to increase in proportion 
to the total retainer, indicating an increased 
emphasis on ownership and a desire to align 
directors’ interests with those of shareholders. 
From 2008 to 2012, the median value of the equity 
component rose from $90,000 to $107,415.

The following chart shows the median proportion 
of retainers paid in cash and equity in 2012:

For more information, please contact Aaron 
Boyd at aboyd@equilar.com. Aaron Boyd is the 
Director of Governance Research at Equilar. The 
contributing authors of this paper are Alice Avery, 
Silas Kwong, and Greg Leyrer, Research Analysts, 
and Hardeep Dhillon and Timothy Wan, Senior 
Research Analysts.
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