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Boards, shareholders,
and executive pay
Increasingly, boards are reaching out to
shareholders about executive compensation.
We explore why shareholder engagement is
important, and how boards can do it best.

More and more, we are seeing boards engage with
shareholders and other stakeholders about executive
compensation. But what has motivated this new
attitude? We take a closer look at the drivers behind
it, including provisions of the Dodd-Frank Act, the
role of proxy advisors and shareholder pressure, and
offer advice on how boards can do a better job of
talking to shareholders and other stakeholders
about the issue.

Governance Insights Center
Executive Compensation Series

The impact of Dodd-Frank on
executive compensation
The Dodd-Frank Act, signed into law in July 2010
in the wake of the financial crisis, focused on
financial system reform. It also included a number of
corporate governance provisions targeting executive
compensation at US public companies, including:
• Mandating a shareholder advisory vote on pay
practices (“say on pay”), and a similar advisory vote
on golden parachutes
• Strengthening independence requirements for
compensation committee members
• Strengthening rules regarding use of consultants
by the compensation committee
• Mandating disclosure of the ratio between CEO pay
and the median employee pay
• Mandating disclosure of the relationship between
pay and performance
• Mandating executive compensation clawback
policies in the case of restatements
• Requiring disclosure of hedging policies covering
employees, officers, and directors
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Say on pay
Since 2011, the Dodd-Frank Act has mandated
a non-binding shareholder vote on a company’s
executive compensation at least once every three
years, with most companies opting for an annual
vote. On average, shareholder support for say
on pay has been strong. In the circumstances
when say on pay support is weak, we’ve observed
weakened support for directors in the following
year. It remains to be seen how new rules from
the SEC on the CEO pay-ratio disclosure, as well
as anticipated rules on clawbacks and a new payfor-performance disclosure, could impact say on
pay voting in the future.

% For

Historical say-on-pay support

88%

2012

88%

2013

87%

2014

90%

2015

Source: PwC + Broadridge, ProxyPulse 2015 Proxy Season Report,
Third Edition, September 2015.

People disagree as to how useful say on pay votes
really are. While some claim they strengthen the
relationship between directors and shareholders,
others argue that they do nothing to control or
monitor executive pay. Overall, directors believe
these votes have increased the influence of proxy
advisory firms and encourage boards to look at
compensation disclosure in a different way.

Is say on pay changing executive
compensation practices?
Question posed to directors: What is your assessment of the
cumulative impact of say-on-pay voting?
Increased the influence of
proxy advisory firms

40%

Encouraged boards to look
at compensation
disclosure in a different way

36%

Prompted directors to change
the way they communicate
about compensation
Prompted increased
shareholder dialogue
Encouraged boards to look
at compensation in a
different way
Allowed boards to hear the
perspectives of a broader
group of shareholders

48% 16%

32%

21%

19%

17%

Resulted in a better investor
understanding of company 15%
pay practices
Effected a “right-sizing”of
4%
CEO compensation
Very much agree

43% 17%

42%

25%

53%

26%

50%

32%

53%

30%

54%

31%

30%
Somewhat agree

66%
Don’t agree

Source: PwC, 2014 Annual Corporate Directors Survey, October 2014.

Questions for directors:
• Does your Compensation Discussion &
Analysis (CD&A) adequately explain your
company’s pay practices?
• If results from a say on pay vote weren’t
what you expected, did the board engage
with investors to find out why?
• Do results of an earlier say on pay vote put
the reelection of any directors at risk?
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Elements of effective
CD&A design
Design and drafting of the Compensation
Discussion and Analysis (CD&A) section of the
proxy has evolved as companies recognize the
need to communicate clearly, not only to their
influencers, but to other stakeholders like proxy
advisory firms. Some leading design practices
that contribute to an effective CD&A include:
• An executive summary highlighting the board’s
philosophy on executive pay, changes to the
compensation package, and features that
might be considered controversial—explaining
why the compensation committee believes the
features are necessary
• Visual elements like tables, charts, and graphs
that help readers understand the information
• Disclosure of What we do and What we don’t
do to explicitly address important pay practices
(such as tying pay to performance) and
highlight the lack of potentially controversial
pay features or perks (such as tax gross-ups
on perquisites or personal use of corporate
aircraft)

Questions for directors:
• Is the company presenting executive pay
information in the CD&A in an interesting
and readable way to help investors make
informed decisions?
• If the result of the company’s previous say on
pay vote was less favorable than desired, has
the company considered making changes to
the CD&A to help investors better understand
its approach to compensation?
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The influence of proxy advisors
on compensation
The two largest proxy advisors, with more than
90% combined market share, are Institutional
Shareholder Services (ISS) and Glass Lewis. ISS
and Glass Lewis analyze the proxies of public
companies and make recommendations about
how their clients (largely institutional investors)
should vote their shares. Each firm makes voting
recommendations based on their policies, and
these policies are posted on their websites.
Both firms have established processes through
which they arrive at their recommendations,
but those recommendations are not without
controversy. In a January 2014 article by
David Larker and Allan McCall of Stanford’s
Graduate School of Business, they said “rulesbased approaches, such as those developed by
proxy advisory firms, tend to be based on ‘best
practices’—better termed ‘one-size-fits-all best
guesses’—that have little or no relation to the
specific strategic, competitive, or management
situations facing individual companies.”
Appendix A compares the voting recommendation
policies of ISS and Glass Lewis for executive
compensation issues. Appendix B compares
executive compensation voting policies of four
large institutional investors.

In light of these proxy advisory firm policies,
companies should consider the following actions
if they have concerns about a proxy advisor’s
recommendations to investors:
• Reach out to the proxy advisors to discuss
the recommendation and why the company’s
actions were appropriate. Note that scheduling
meetings during proxy season may be difficult,
and proxy advisors often do not change their
recommendations.
• Issue supplementary proxy materials that either
explain the company’s position for all shareholders
to read, or revise the company’s position to one
that is more acceptable to the proxy advisors.
• Reach out to large institutional investors to
understand their perspective(s) on the issue(s)
and help them understand the company’s position.

Questions for directors:
• Is the compensation committee aware of the
voting policies of the proxy advisors?
• Does the executive pay package include any
provisions that may be a “red flag” to the
proxy advisors that could result in one or
more of those firms recommending “against”
say on pay?
• Does the company have robust relationships
with its major shareholders, and do
the relationships include periodic
communications with them on proxy voting
issues?
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Should directors meet with
investors about pay?
Direct communication between the board and
investors is a fairly new phenomenon that largely
began with the advent of say on pay voting. Some
boards started to reach out directly to select
investors to discuss incentive pay, and help them
understand the executive behaviors the plan
is meant to motivate. When this happens, the
compensation committee chair is often called upon
to be the point person and to engage in dialogue
with those investors.
Steps should be taken to prepare the directors
for meeting with investors. To do so, the
company should:
• Agree on the agenda with the participants
• Review what information is acceptable to discuss
• Define directors’ roles in the engagement, which
is to represent the board
• Prepare directors to demonstrate knowledge
of the executive compensation package,
the behaviors it is designed to promote, and
elements that might be controversial
• Brief the directors on the background of the
investors, including its voting policies and
voting history with the company
• Advise directors on the roles of the investor
representatives, whether they trade the
company’s stock, vote the proxies, etc.

Should directors directly engage with shareholders
about compensation?
% directors who say it’s at least ‘somewhat appropriate’
65%

2013

73%

2014

77%

2015

Sources: PwC, 2013 Annual Corporate Directors Survey, September
2013; PwC, 2014 Annual Corporate Directors Survey, October 2014;
PwC, 2015 Annual Corporate Directors Survey, October 2015.

Regulation Fair Disclosure
When engaging with shareholders about executive
compensation, directors need to be careful not to
communicate material non-public information
selectively to those shareholders.
The SEC’s Regulation Fair Disclosure (Reg FD) is
designed to prevent selective disclosure of such
information, and it requires contemporaneous public
disclosure when information is inadvertently disclosed.
Ordinarily, these concerns should not interfere with
efforts to engage with shareholders to explain a
company’s executive compensation philosophy and
practices, but they should be considered.

Questions for directors:
• Has the board discussed how it should respond
to communication requests from shareholders?
• Have directors who can speak for the
company/board been trained for such meetings
(including on Reg FD)?
• Does the company have a system in place to
disclose broadly any information that may
have inadvertently been disclosed to meeting
attendees?
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Shareholder proposals on
executive compensation

Say on golden parachutes

Shareholder proposals on executive compensation
have become less common since say on pay votes
began in 2011. During the 2015 proxy season,
there were 52 such proposals among Fortune 250
companies.1 Approximately half of these focused
on limiting accelerated vesting of equity awards.

Many compensation arrangements include a
change in control (CIC) provision, in which pay is
increased or accelerated in connection with a sale
or other change in control of the company. CIC
agreements may be:

Topics of executive compensation proposals

8%

• single-trigger—triggered by the occurrence
of the CIC, without anything more needing to
happen, or
• double-trigger—when there is both a CIC and
the employee separates from the company.

17%

50%

25%
Limit accelerated vesting of equity awards
Require or modify clawbacks
Limits on executive compensation plans
involving grants of equity or stock options

Since CIC provisions are typically built into
compensation agreements, they are effectively
voted on as part of the company’s say on pay vote.
Nevertheless, in the case of a merger or similar
transaction that requires shareholder approval,
the CIC package usually must be disclosed to and
voted on by shareholders. The vote is advisory
only, but reputational risks for the directors may
be implicated.

Other
Source: ProxyMonitor.org 2015 Score Card

This publication is one of a five-part series
on executive compensation, a collaboration
between PwC and Cleary Gottlieb. Look for
our next module on the legal and regulatory
requirements related to compensation in
the coming months.

1 Proxy Monitor, Fortune 250 proxy shareholder proposals, 2015, http://www.proxymonitor.org/ScoreCard2015.aspx, viewed June 2016.
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Appendix A
Comparing the voting recommendation policies of the proxy advisory firms
ISS1

Glass Lewis2

How they approach
evaluating
executive
compensation

On a case-by-case basis, based on their global principles:
• Maintain proposed pay-for-performance alignment with emphasis
on long-term shareholder value
• Avoid arrangements that risk “pay for failure”
• Maintain an independent and effective compensation committee
• Provide shareholders with clear, comprehensive compensation
disclosures
• Avoid inappropriate pay to non-executive directors

On a case-by-case basis focusing on:
• Unique characteristics
• Use of performance metrics and the link to
pay
• Quality and content of disclosure

Areas of concern
/ practices that
could result in a
recommendation
“against” say on
pay

• Compensation elements, such as repricing underwater options,
that are not based on performance
• Excessive perquisites or tax gross-ups
• Change in control payments exceeding three times base salary,
and average/target/most recent bonus
• Significant misalignment between CEO pay and company
performance
• Board exhibits a significant level of poor communications and
responsiveness to shareholders
• Multi-year guaranteed bonuses
• A single or common performance metric used for short- and longterm plans
• Lucrative severance packages
• High pay opportunities relative to peers
• Disproportionate supplemental pension
• Mega annual equity grants that provide unlimited upside with no
downside risk

• Inappropriate peer groups
• Equity awards or severance payments
• Egregious or excessive bonuses, equity
awards or severance payments, including
golden handshakes and golden parachutes
• Targeting overall compensation higher than
the mean
• Performance targets that aren’t sufficiently
challenging
• Discretionary bonuses paid when incentives
were not met
• Pay that is high relative to peers and
not justified by outstanding company
performance
• Inappropriate long-term incentives

Expectations of
the compensation
committee

To be responsive to pay issues raised by investors, which is
considered when evaluating ballot items.

To provide some level of response if a company
had significant opposition to its say-on-pay
package at the previous annual meeting.

Specifically addresses:
• Failure to respond to majority supported shareholder proposals on
executive pay topics
• Failure to adequately respond to the company’s previous say on
pay proposal that failed to earn at least 70% support
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Additional policies
to consider

ISS1

Glass Lewis2

Generally recommends voting against pay plan proposals that:
• Are not in the shareholders’ best interests
• Cost too much
• Include pay plan feature that could be a vehicle for problematic
pay practices

If there are egregious pay practices, may
recommend voting against re-election of the
compensation committee members to the
board.
Supports clawback policies that are triggered
by restated financial statements or revisions to
performance indicators that are the bases for
incentive compensation.

How it develops its
policies

Program of broad outreach to the investor community, corporate
issuers, and industry groups to collect feedback on policies and
make adjustments as its constituents may suggest.

Relies on its research team for reviews of
company practices and shareholder proposals
to amend those practices.

Links to proxy advisory firm websites
1 https://www.issgovernance.com/file/policy/us-executive-compensation-policies-faq-21-jan-2016.pdf
2 http://www.glasslewis.com/wp-content/uploads/2016/01/2016_Guidelines_United_States.pdf
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Appendix B
Comparing the executive compensation voting policies of large institutional investors

General principles

BlackRock1

CalPERS2

BNY Mellon3

Vanguard4

Supports plans that foster
sustainable achievement
of results.

Executive compensation
programs should not
restrict the company’s
ability to attract and retain
competent executives.

Generally believes that
stock compensation aligns
managements’ and
shareholders’ interests
based on fair-market
value grants.

Sound compensation
policies and practices
are fundamental drivers
of sustainable, longterm performance for
shareholders.

Compensation committees
should focus on
incentivizing long-term
shareholder value creation
and not necessarily on
achieving a certain level of
support on say on pay.
Incentive plans should
not reward excessive risk
taking.

This includes pay for
performance, pay within
reason, annual advisory
votes, clearly articulated
compensation philosophy,
encourage stock
ownership, and minimize
guarantees.

Compensation
formulas

Supports compensation
formulas but does not
support a solely formulaic
approach.

N/A

Employs a shareholder
value transfer model and a
burn rate model to measure
the value transfer from
shareholders to employees
and directors when
considering equity
compensation proposals.
The Committee reviews on
a CASE-BY-CASE basis.

N/A

Pay for
performance

Supports the linkage of
compensation to disclosed
performance goals for
the company’s top five
executives.

Compensation committee
should have a well
articulated philosophy
that links compensation
to long-term business
strategy.

Generally votes against
compensation plans that
serve as a vehicle to
perpetuate a disconnect
between pay and
performance or favors
executive officers whose
pay is already significantly
higher than peers.

A substantial portion of
executive compensation
should be tied to financial
and/or operational
outcomes that reflect
decisions and effort, and
contribute to long-term
value creation.

A significant portion of
executive compensation
should be “at risk” pay
linked to optimizing the
company’s operating
performance and
profitability.
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Comparison to
market/peer groups

BlackRock1

CalPERS2

BNY Mellon3

Vanguard4

Does not discourage
compensation structures
that differ from market
practice, but expects
disclosure regarding how
they are in shareholders’
best interests.

Should disclose how much
of total compensation is
based on peer relative
analysis and how much on
other criteria.

N/A

Compensation levels
and performance targets
should be sensible
within the context of a
company’s peer group,
taking into account
differences in company
size and complexity, as
well as performance.

Peer groups should
be used to maintain
awareness of peer pay
levels so that pay is
market-competitive.
Select peers that are
broadly comparable to
the company, based on
objective criteria directly
relevant to competitive
compensation.
Pay mix

No preference between
cash, restricted stock,
performance-based equity
awards, stock options,
or other compensation
vehicles.

Should be a combination
of cash and equity-based
compensation.

N/A

Values stock ownership
and retention requirements
because they reinforce
executives’ ‘shareholder’
mindset.

Shareholder votes

Compensation committees
should consider and
respond to shareholder
voting results of relevant
proposals at previous
years’ annual meetings,
and other feedback from
shareholders.

N/A

N/A

Considers a number of
factors, including the
amount of compensation
that is at risk, the
amount of equity-based
compensation that is
linked to the company’s
performance, and the
level of compensation
as compared to industry
peers.
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Clawbacks

BlackRock1

CalPERS2

BNY Mellon3

Vanguard4

Generally favors
recoupment from any
senior executive whose
compensation was based
on faulty financial reporting
or deceptive business
practices regardless of
that particular executive’s
role in the faulty reporting.

Companies should
recapture incentive
payments that were
made during a period
of fraudulent activity
or a material negative
restatement of financial
results for which
executives are found
personally responsible.

Will consider: (1) the
amount of information
the company provides
in its proxy statement
on the circumstances
under which the company
recoups incentive or equity
compensation, (2) whether
the company’s policy
extends to named executive
officers and other senior
executive officers (and not
simply the CEO and CFO),
(3) if the policy requires
recoupment of incentive
and equity compensation
received and subsequently
determined to have been
“unearned” during the
prior 3-year period, and
(4) if the policy considers
performance-based
compensation to be
“unearned” if the
corresponding performance
target(s) are later determined
to have not been achieved
for any reason (rather than
first requiring evidence of
“misconduct” or fraudulent
activity and/or a formal
restatement of financial
results).

In the event that a
company’s financial
results are subsequently
restated, excess rewards
to individuals should
be reclaimed by the
company.

Links to proxy voting guidelines for four large institutional investors
1 https://www.blackrock.com/investing/literature/shareholder-letters/proxy-voting-guidelines.pdf
2 https://www.calpers.ca.gov/docs/policy-global-governance.pdf
3 https://www.bnymellon.com/_global-assets/pdf/investment-management/introduction-to-bny-mellon’s-proxy-voting-and-governance-committee.pdf
4 https://about.vanguard.com/vanguard-proxy-voting/corporate-governance/index.html
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