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Introduction

Three arguments:

• Current compensation disclosures at best mischaracterize
and at worst distort the real implications of plan designs

• Is it acceptable to ignore real costs to the company? 

• Failure to show real costs contributes to misalignment of 
executive and stakeholder interests
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Introduction (cont.)

Stakeholder demands for transparent linkage of pay and 
performance have now been joined by regulatory initiatives 
requiring greater disclosure in both Canada and the US

• Canadian Securities Administrators: New rules adopted 2008
• U.S. Securities and Exchange Commission: New proxy 

disclosure rules adopted 2006

Will this result in more meaningful disclosure?
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Introduction (cont.)

The disclosure rules themselves are lengthy and byzantine

One document released by a compensation consulting house 
detailing new SEC disclosure rules is 430 pages 

More difficult to have meaningful “say on pay” if interpretation of 
disclosure requires expensive specialized advice
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Status Quo

Current approaches to comparison of compensation:
• Retrospective
• Gross pay (inadequate analysis of net benefit to employee)
• Gross cost (inadequate analysis of compensation cost and tax 

deduction)

Disclosures are only simple insofar as they reflect gross numbers



10/28/2009
Page 8

PwC

Status Quo (cont.)
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It’s only recently that “total take” was even discernible from 
disclosures

Focus of any stress-testing and design decision-making is 
typically on how individual elements track

Watch analogy: we’ve analyzed how the gears work, but how well 
does it keep time?
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Questions or Comments?
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Current Best Practices

Canadian Coalition for Good Governance best practices (from its 
2008 guidance):

• Build an independent compensation committee
• Develop an independent point of view
• Test pay-to-performance linkages
• Establish share ownership guidelines
• Disclose the compensation regime

Page 10
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Current Best Practices – Focus on Linkages 

Page 11



10/28/2009
Page 12

PwC

Distortions Introduced by Gross Analysis 
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From CIBC 2008 Proxy Circular:

Option award is based on a dollar value that is determined using a 
Black-Scholes valuation
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Distortions Introduced by Gross Analysis

Actual Payout is markedly different from the ratios suggested by
disclosures

Analysis of net settlement value of awards reveals different 
picture

Assume the following:
• Share price at grant: $10
• Share price at settlement: $15 and $20
• Black-Scholes value: $2.50



10/28/2009
Page 14

PwC

Distortions Introduced by Gross Analysis 
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Questions or Comments?
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Distortions Introduced by Tax Rules
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Banks are extending their performance cycles in response to 
governance concerns

Q. Performance cycles are too short - why? A. (in part) SDA 
(Salary Deferral Arrangement) Rules
• Basic Rule: Income from Employment (s. 5 or s. 6) taxed at 

100% of marginal rate - No deferral
• When amounts deferred, SDA rules may apply (amounts 

included in income in year deferred)
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Distortions Introduced by Tax Rules (cont.)

What alternatives exist to extend performance period beyond 3 
years?
• May avoid SDA rules if performance features constitute 

“significant risk of forfeiture”
• Bonus exemption - Maximum 3 Year Deferral
• DSUs (Deferred Share Units) – deferral under 6801(d) to 

termination, death or retirement
• Stock plans that are subject to section 7 of the Income Tax Act 

are not affected by the SDA rules, and have no limit on deferral
- Tandem plans offer employee choice and employer 

deduction
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Efficiencies Introduced by Designing for Tax

Even the best practices in disclosure do not provide the full 
picture on costs and benefits associated with compensation 
programs

Tax rules have an impact on the length of deferrals that are 
permissible and therefore have a direct (but probably unintended) 
impact on governance

What if we considered our alternatives BEFORE or in parallel 
with the design of compensation programs?
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Efficiencies Introduced by Designing for Tax

Capped RSU

Option

Hybrid Share Unit
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Replace RSUs with Hybrid Unit
O

ption
C

apped 
R

S
U



10/28/2009
Page 21

PwC

Replace RSUs with Hybrid Unit (cont.)

• Greater tax efficiency of Hybrid 
Unit means that number of 
Options can be less than number 
of Capped RSUs and still deliver 
same net benefit to employee
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For every dollar of appreciation

.23Difference in net benefit

.77.54Net of Tax
1.001.00Gross
HybridRSU
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Hybrid – Hedge Redundancy
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Designing for Tax Efficiencies

Hybrid makes use of tax efficiencies as part of its design

Hybrid is flexible in terms of implementation (stock or cash or 
both) and can accommodate calls for lengthier performance 
periods
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Conclusion

Will increased scrutiny of executive compensation lead to more 
sophisticated analysis?

Will more sophisticated designs take advantage of tax 
efficiencies?
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Contact Information

Chris D’Iorio chris.diorio@ca.pwc.com
416.365.2749

Victor Romberg victor.romberg@ca.pwc.com
416.365.2704

Rick Schubert richard.c.schubert@ca.pwc.com
416.947.8984
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Upcoming HRS Presentations

Week of November 9th – Breakfast Seminars
The Canada-US Treaty Protocol and the Cross-Border Employee

Tuesday, December 8th – Webcast
Business Travelers to Canada: Compliance and Planning Considerations
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www.pwc.com/ca/hrs
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