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ISS 2014 Policy Changes

2014 draft policies released for comment in October

Comment period closed November 4

Based on ISS request for comment, U.S. updates are likely to 
include only one pay-related change:

– ISS currently bases its voting recommendations regarding 
“say on pay” proposals on, in part, a quantitative pay-for-
performance screen that considers the “relative degree of 
alignment” (“RDA”) between the company’s TSR ranking 
and the CEO’s total pay ranking within a peer group, as 
measured over one-year and three-year periods

– ISS indicated that it is considering eliminating the one-year 
period from the RDA test in favor of measuring the degree 
of alignment over only a three-year period

Final 2014 policy updates expected in November

-4-



3

©2013 Foley & Lardner LLP
4810-4340-2006

SEC Rules Update
CEO Pay Ratio Disclosure
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Proposed CEO Pay Ratio Disclosure Rules

Dodd-Frank requires the SEC to issue rules requiring 
issuers to disclose in their proxy statements a “pay 
ratio,” described as the following:

– The median of the annual total compensation of 
all employees of the issuer, except the CEO; the 
annual total compensation of the CEO; and the 
ratio of those two amounts, with total 
compensation determined in accordance with 
Item 402 of Regulation S-K.

The SEC proposed rules in September 2013
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Proposed CEO Pay Ratio Disclosure Rules

Under the proposed SEC rules, for purposes of 
identifying the median employee:

– Employee pool would include:

All employees of the registrant and its subsidiaries on 
the last day of the most recently completed fiscal year

All domestic and foreign full-time, part-time, seasonal or 
temporary workers employed on that day

– Companies would be permitted to use their entire 
employee population or statistical sampling
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Proposed CEO Pay Ratio Disclosure Rules

Under the proposed SEC rules, for purposes of identifying the 
median employee with reference to compensation:

– Companies would not be required to use the “total compensation,”
as defined by the SEC for purposes of the Summary Compensation 
Table, for their entire employee population or the statistical 
sample

– Instead, may use any compensation measure that is consistently 
applied to all employees included in the calculation, including 
amounts derived from payroll or tax records

Once the median employee has been identified using such a 
compensation measure, must use the Summary Compensation 
Table definition of “total compensation” to calculate and 
disclose the compensation of the median employee and the 
ratio
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Proposed CEO Pay Ratio Disclosure Rules

Smaller reporting companies, emerging growth companies and 
foreign private issuers that file annual reports and registration 
statements on Form 20-F would be exempt from the pay ratio 
disclosures under the SEC’s proposed rules

Effective date: 

– Compliance with the final rules would be required with respect to 
compensation for the first fiscal year commencing on or after the 
effective date of the rules

If the final rules become effective in 2014, a company with a fiscal year 
ending on December 31 would first be required to disclose the pay 
ratio in its proxy or information statement for its 2016 annual meeting, 
based on fiscal year 2015 compensation

– Disclosure of the pay ratio would be required with the annual 
report for that fiscal year or, if filed later, the proxy or information 
statement for the next annual meeting following the end of that 
fiscal year (subject to a requirement that the pay ratio be filed 
within 120 days after the end of the fiscal year)

-9-
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Pay for Performance
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Proposed CEO Pay Ratio Disclosure Rules

■ Dodd-Frank requires the SEC to issue 
rules requiring issuers to disclose in their 
proxy statements a “pay ratio,” described 
as the following:
– The median of the annual total compensation of all 

employees of the issuer, except the CEO; the annual 
total compensation of the CEO; and the ratio of those 
two amounts, with total compensation determined in 
accordance with Item 402 of Regulation S-K.

■ The SEC proposed rules in September 
2013

-11-

©2013 Foley & Lardner LLP
4810-4340-2006

Proposed CEO Pay Ratio Disclosure Rules

■ Under the proposed SEC rules, for 
purposes of identifying the median 
employee:
– Employee pool would include:

■ All employees of the registrant and its subsidiaries on 
the last day of the most recently completed fiscal year

■ All domestic and foreign full-time, part-time, seasonal or 
temporary workers employed on that day

– Companies would be permitted to use their entire 
employee population or statistical sampling
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Proposed CEO Pay Ratio Disclosure Rules

■ Under the proposed SEC rules, for purposes of identifying the 
median employee with reference to compensation:
– Companies would not be required to use the “total compensation,”

as defined by the SEC for purposes of the Summary Compensation 
Table, for their entire employee population or the statistical 
sample

– Instead, may use any compensation measure that is consistently 
applied to all employees included in the calculation, including 
amounts derived from payroll or tax records

■ Once the median employee has been identified using such a 
compensation measure, must use the Summary Compensation 
Table definition of “total compensation” to calculate and 
disclose the compensation of the median employee and the 
ratio
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Proposed CEO Pay Ratio Disclosure Rules

■ Smaller reporting companies, emerging growth companies and 
foreign private issuers that file annual reports and registration 
statements on Form 20-F would be exempt from the pay ratio 
disclosures under the SEC’s proposed rules

■ Effective date: 
– Compliance with the final rules would be required with respect to 

compensation for the first fiscal year commencing on or after the 
effective date of the rules
■ if the final rules become effective in 2014, a company with a fiscal year 

ending on December 31 would first be required to disclose the pay 
ratio in its proxy or information statement for its 2016 annual meeting, 
based on fiscal year 2015 compensation.

– Disclosure of the pay ratio would be required with the annual 
report for that fiscal year or, if filed later, the proxy or information 
statement for the next annual meeting following the end of that 
fiscal year (subject to a requirement that the pay ratio be filed 
within 120 days after the end of the fiscal year)
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Pay for Performance
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Pay for Performance

■ What Does “Pay for Performance” Really 
Mean in Practice? 
– Measuring pay

■ “Real” or “realizable” pay versus Summary 
Compensation Table

■ Relative – selection of peers 

– Measuring performance
■ Total shareholder return
■ Financial measures used for incentive 

compensation 
■Other measures
■ Relative – selection of peers
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Pay for Performance

■ How should “pay for performance” be 
presented to shareholders (CD&A)?
– Use of charts or other graphics
– Location in proxy statement
– Establishing workable precedent
– SEC requirements:  

■GAAP presentation or reconciliation
■Not materially misleading (balance)

-17-

©2013 Foley & Lardner LLP
4810-4340-2006

Say on Pay
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Say on Pay – 2013 Proxy Season Results 

■ Overall results similar to 2012, although the results 
for individual companies varied
– The vast majority of companies received majority 

shareholder support for their “say on pay” votes
– According to a report published in July 2013, nearly 

1/4 of the companies who received less than 70% 
support in 2013 received  90% or greater support in 
2012
■ See Georgeson, Facts Behind 2013 Failed Say on Pay Votes

(July 29, 2013) 
■ There was a correlation between failed “say on pay”

votes and negative vote recommendations from 
proxy advisory services  

■ Leading factor contributing to failed “say on pay”
votes in 2013 was a perceived disconnect between 
pay and performance -19-
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Say on Pay – Consequences of a Failed Vote 

■ The consequences of a failed “say on pay”
vote include the following:
– Although all companies will be required to 

address the “say on pay” vote and any 
responsive actions in CD&A, this disclosure 
takes on greater importance for companies 
with failed “say on pay” votes

– Proxy advisory services may recommend 
withholding votes from directors if remedial 
measures not satisfactory

– Potential for litigation
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Say on Pay – Constituent Engagement

■ Company engagement with shareholders on 
say on pay issues 
– Timing:  prior to proxy season
– Methods:

■ Surveys 
■Group meetings
■One-on-one meetings
■ Conference calls
■ E-Forums
■ Additional soliciting material

– Designation of compensation “spokesperson”
■ Consider engaging with ISS as well

-21-
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Other Dodd-Frank
Compensation-Related Provisions
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Compensation Committee and Adviser 
Independence

■ Dodd-Frank Act required SEC to issue rules 
concerning exchange listing standards that 
would require heightened independence 
requirements for compensation committee 
members 

■ Final rules and listing standards came into 
effect in 2013

■ New requirements must be reflected in the 
compensation committee charter

-23-
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Compensation Committee Independence
■ NYSE listing standards:

– In considering independence, must consider all factors 
specifically relevant to determining whether a director has a 
relationship to the listed company that is material to that 
director's ability to be independent from management in 
connection with the duties of a compensation committee 
member, including, but not limited to 
■ The source of compensation paid to directors 

serving on the compensation committee; and
■Whether a director is affiliated with the company, a 

subsidiary or an affiliate of a subsidiary
■ NASDAQ listing standards:

– Now require compensation committee composed entirely of 
independent directors 

– A director will not qualify as independent for service on the 
compensation committee if he or she has received, directly 
or indirectly, consulting, advisory or other compensatory 
fees from the issuer or a subsidiary of the issuer

– Consider whether the director is affiliated with the company 
and determine whether such affiliation would impair the 
director's judgment as a member of the compensation 
committee

-24-
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Compensation Committee Responsibilities

■ NYSE and NASDAQ listing standards 
mandate that compensation committees: 
– Have the authority, in their sole discretion, to 

retain or obtain the advice of a compensation 
consultant, independent legal counsel or other 
adviser; 

– Be directly responsible for the appointment, 
compensation, and oversight of the work of 
any compensation adviser they retain; 

– Receive appropriate funding as determined by 
the compensation committee from the 
company for payment of reasonable 
compensation to compensation advisers; and

– Reflect these elements in their charters

-25-

©2013 Foley & Lardner LLP
4810-4340-2006

Committee Adviser Independence

■ Rules on advisor independence provide that a 
compensation committee "may select" a compensation 
consultant, legal counsel or other adviser only after taking 
into account specified independence factors

■ Both NYSE and NASDAQ specify the following six 
independence factors:

– Provision of other services to the issuer by the firm that 
employs the compensation adviser; 

– Amount of fees received from the issuer by the firm that 
employs the compensation adviser, as a percentage of the 
total revenue of the firm that employs the compensation 
adviser;

– Policies and procedures of the firm that employs the 
compensation adviser that are designed to prevent conflicts 
of interest;

-26-
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Committee Advisor Independence

■ Six independence factors (continued):
– Any business or personal relationship of the 

compensation adviser with a member of the 
compensation committee;

– Any stock of the issuer owned by the 
compensation adviser or the adviser's immediate 
family members; and

– Any business or personal relationship of the 
compensation adviser or the firm employing the 
adviser with an executive officer of the issuer.

■ NYSE listing standards also require 
consideration of all “factors relevant”

-27-
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Clawbacks

■ Dodd-Frank Act required the SEC to issue rules 
directing exchanges to prohibit the listing of issuers 
that do not develop and implement policies 
providing: 
– For disclosure of the issuer's policy regarding any incentive-

based compensation that is based on financial information 
required to be reported under the securities laws; and 

– That, if the issuer is required to prepare an accounting 
restatement due to its material noncompliance with any 
financial reporting requirement under the securities laws, 
the issuer will recover from any current or former executive 
officer who received incentive-based compensation 
(including stock options awarded as compensation) during 
the three-year period preceding the date on which the issuer 
is required to prepare an accounting restatement, based on 
the erroneous data, in excess of what would have been paid 
to the executive officer under the accounting restatement

-28-
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Clawbacks

■ Section 304 of the Sarbanes-Oxley Act of 
2002 (SOX) already contains a clawback
provision, although the standard under 
the Act is stricter than the SOX standard 
because SOX requires that the 
restatement occur “as a result of 
misconduct,” only applies to a company's 
CEO and CFO, and is limited to a 12-
month period preceding the restatement 

■ SEC currently has no publicly-disclosed 
timetable for these rules

-29-
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Required Pay and Performance Disclosure

■ Dodd-Frank requires the SEC to issue 
rules requiring issuers to disclose “pay for 
performance” in their proxy statements:
– Information showing the relationship between 

executive compensation and the financial 
performance of the issuer, taking into account 
any change in the value of the issuer's shares, 
which may include a graphic representation of 
the information required to be disclosed

■ SEC currently has no publicly-disclosed 
timetable for these rules
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Compensation-Related Shareholder Litigation –
Failed Say on Pay Votes

■ Dozens of shareholder derivative lawsuits 
involving compensation-related claims have 
been filed during the first several years of 
advisory “say on pay” votes 

■ Dodd-Frank expressly stated that it did not 
impose new or enhanced fiduciary duties in 
connection with the requirement to hold say on 
pay votes, but dozens of companies have 
nevertheless been subject to lawsuits following 
failed votes

■ These lawsuits based on failed say on pay 
votes generally have not been successful, 
although a few have resulted in settlements

-31-
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Compensation-Related Shareholder Litigation –
Inadequate Proxy Disclosures

■ Following repeated failures in lawsuits 
based on failed say on pay votes, plaintiffs 
have taken a new approach:  suing 
companies before the vote, seeking to 
enjoin the annual meeting on the basis of 
inadequacies in proxy disclosures 
regarding say on pay resolutions and 
equity plan authorizations

■ Some of the lawsuits have caused 
companies to make changes to their 
disclosures, but many companies have 
been successful in having the lawsuits 
dismissed -32-
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Compensation-Related Shareholder Litigation –
Issues Under Code Section 162(m)

■ Another category of compensation-related 
litigation that some plaintiffs have pursued 
relates to Code Section 162(m)

■ Summary of Section 162(m):
– Compensation paid by a publicly traded company 

to certain officers is generally not deductible by 
the company to the extent it exceeds $1 million 
per person per year under limits prescribed by 
Internal Revenue Code Section 162(m)

– There is an exception for qualified “performance-
based compensation,” which does not count 
against the $1 million limit if applicable 
requirements under Section 162(m) are met

-33-

©2013 Foley & Lardner LLP
4810-4340-2006

Compensation-Related Shareholder Litigation –
Issues Under Code Section 162(m)

■ Recently, a number of lawsuits have been 
brought asserting that boards have failed 
to satisfy their fiduciary duties in various 
ways by paying compensation in excess of 
$1 million limit under Section 162(m) and 
failing to satisfy the requirements to 
qualify the compensation as performance-
based 

■ Many of the Section 162(m)-based cases 
have been unsuccessful, but some have 
survived motions to dismiss

-34-
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Recommendations to Minimize Exposure to 
Potential Section 162(m) Litigation 

■ Monitor the five-year re-approval requirement to ensure 
that performance goals are resubmitted to shareholders 
in a timely manner 

■ Review proxy statement disclosures concerning incentive 
awards to ensure that they do not include a promise of 
compensation deductibility under Section 162(m) and 
that they disclose any discretion of the compensation 
committee to award non-deductible compensation above 
the limits stated in the governing plan 

■ Ensure that the performance goals selected by the 
compensation committee for specific awards of incentive 
compensation are included in the shareholder-approved 
“menu” of potential goals listed in the governing plan 

■ Ensure that the proxy statement seeking approval of 
performance goals for Section 162(m) purposes 
accurately describes the plan’s operations

-35-
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Board of Directors Pay:  The Next Frontier?

■ If fees materially exceed usual and customary 
fees for a company of similar size and 
complexity, a director may be considered 
interested or non-independent, excusing the 
pre-suit demand requirement for a derivative 
action

■ Delaware court concluded that $330,000 for 
Huron Consulting directors did not excuse 
demand

■ BUT award of potentially unlimited RSUs to 
Republic Services, Inc. directors not subject to 
business judgment rule

-36-
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Legal News Alert: Transactional & Securities 
September 20, 2013 

On September 18, 2013, the Securities and Exchange Commission (SEC) proposed rules requiring publicly-traded 
companies to disclose the ratio of median compensation of all employees to the compensation of the principal 
executive officer. The SEC proposed these rules in response to the mandate of Section 953(b) of the Dodd-Frank Wall 
Street Reform and Consumer Protection Act.  

Highlights of the Proposed Rules  
» The median employee for purposes of the ratio would be identified from all employees of the registrant and its 

subsidiaries on the last day of the most recently completed fiscal year, including all domestic and foreign full-time, 
part-time, seasonal or temporary workers employed on that day.  

» In determining the employees from whom the median employee is identified, companies will be permitted to use 
either their entire employee population or statistical sampling or other reasonable methods, and a company would 
need to disclose its method.  

» In identifying the median employee with reference to compensation, companies would not be required to calculate 
the “total compensation,” as defined by the SEC for purposes of the Summary Compensation Table, for their entire 
employee population or the statistical sample. Instead, companies would be permitted to use any compensation 
measure that is consistently applied to all employees included in the calculation, including amounts derived from 
payroll or tax records. Once the median employee has been identified using such a compensation measure, 
however, the company would need to use the SEC’s Summary Compensation Table definition of “total 
compensation” to calculate and disclose the compensation of the median employee and the ratio.  

» Smaller reporting companies, emerging growth companies and foreign private issuers that file annual reports and 
registration statements on Form 20-F would be exempt from the pay ratio disclosures.  

Effective Date  
The proposed rules would require companies to begin to comply with the new rule with respect to compensation for 
their first fiscal year commencing on or after the effective date of the rules. Disclosure of the pay ratio, however, would 
not be required until the annual report for that fiscal year or, if filed later, the proxy or information statement for the 
next annual meeting following the end of that fiscal year, subject to a requirement that the pay ratio be filed within 120 
days after the end of the fiscal year. This means that, if the final rules become effective in 2014 (which we view as the 
likely scenario), a company with a fiscal year ending on December 31 would first be required to disclose the pay ratio in 
its proxy or information statement for its 2016 annual meeting, based on fiscal year 2015 compensation.  

SEC Proposes Rules on CEO Pay 
Ratio Disclosure 
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Recommended Actions for Publicly Traded Companies  
» Consider providing comments on the proposed rules, particularly with respect to the anticipated costs and 

feasibility of compliance if they are adopted  

» Begin to evaluate whether you are able to determine median pay from your existing payroll or tax records, or what 
modifications might be needed to your systems to permit this calculation  

» Begin to analyze the extent to which the annual pay of your part-time, seasonal and temporary workers, as well as 
your international workers, is captured by your existing systems  

» Begin to consider how you might use statistical sampling to identify the median employee and the effects of such 
sampling on the calculation of your ratio 

Summary of the Proposed Rules  
The rules as proposed would require U.S. issuers subject to the reporting requirements of the Securities Exchange Act 
of 1934, other than smaller reporting companies and emerging growth companies, to disclose the following items:  

» The median of the annual total compensation of all employees of the company and its subsidiaries (Median Pay) 
other than the principal executive officer (CEO);  

» The annual total compensation of the CEO (CEO Pay); and  

» The ratio of the Median Pay to the CEO Pay, expressed either as a ratio in which the Median Pay is one (e.g., 1 to 
100) or in narrative as a multiple (e.g., “our CEO’s pay for 2015 was 100 times the median of the total 
compensation of all of our employees (other than our CEO) for 2015”).  

This disclosure would generally be required in proxy statements, information statements, annual reports and 
registration statements that require disclosure of executive compensation under Item 402 of Regulation S-K.  

Both the Median Pay and the CEO Pay would be calculated based on the rules that a company currently uses to 
calculate total compensation for purposes of the Summary Compensation Table under Item 402(c)(2)(x) of Regulation 
S-K. Under these rules, total compensation is the sum of (1) base salary, (2) bonuses (both discretionary bonuses and 
those paid under a pre-established incentive plan), (3) grant date fair value of equity awards, (4) change in pension 
value and above-market or preferential nonqualified deferred compensation earnings and (5) all other compensation, 
including such items as perquisites, tax gross ups and severance.  

Under the proposed rules, companies may, but are not required to, annualize the total compensation for all permanent 
employees who were employed for less than the full fiscal year. However, the proposed rules would not permit full-time 
adjustments for part-time workers, annualization for temporary or seasonal employees or cost-of-living adjustments for 
non-U.S. workers. A company may use reasonable estimates to determine the Median Pay, but not the CEO Pay.  

In determining the Median Pay, the potential pool of employees will include all individuals employed by the listed 
company or any of its subsidiaries on the last day of the most recently completed fiscal year, including all full-time, part-
time, seasonal or temporary worker employed on that day. There is no exclusion for non-U.S. employees or for 
employees who are subject to a collective bargaining agreement. However, independent contractors and leased 
workers employed by a third party would not be included as employees.  
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In determining the employees from whom the median employee is identified, companies will be permitted to use either 
their entire employee population or statistical sampling or other reasonable methods.  

In identifying the median employee from the relevant group, companies will be permitted to use either (1) actual annual 
total compensation, calculated using the Summary Compensation Table rules, or (2) any other compensation measure 
that is consistently applied to all employees included in the calculation. The proposed regulations provide as examples 
of alternative compensation measures amounts derived from the company’s payroll or tax records. Such records may 
be used to identify the median employee even if they are kept on an annual basis other than the fiscal year of the 
registrant.  

Companies will be required to disclose the methodology used to identify the median employee and disclose any 
material assumptions, adjustments or estimates that are used to identify the median or to determine any elements of 
total compensation. Estimated amounts will need to be clearly identified. A company will need to explain any change in 
methodology from year to year, including the reason for the change and an estimate of its impact on the median and 
the ratio.  

The proposed rules include a one-year transition period for newly public companies and exempt emerging growth 
companies entirely from the pay ratio disclosure.  

The proposed rules would treat the pay ratio disclosure as being “filed,” not merely “furnished,” for purposes of liability 
under the Securities Act of 1933 (Securities Act) and the Securities and Exchange Act of 1934 (Exchange Act). Filed 
information is subject to liability under Section 18 of the Exchange Act, which imposes liability for misleading 
statements in reports or documents filed with the SEC, and is subject to automatic incorporation by reference into the 
company’s Securities Act registration statements, which could give rise to liability under Section 11 of the Securities 
Act.  

Comment Period  
The comment period for the proposed rules will run for 60 days after the rules are published in the Federal Register. 
The SEC has asked for comments on, among other things:  

» Whether pay ratio disclosure should be required only in filings in which Item 402 disclosure is required, as 
proposed.  

» Whether smaller reporting companies or foreign private issuers should be required to provide pay ratio disclosure.  

» Whether the rules should permit exclusion of non-U.S. employees or non-full-time employees.  

» Whether two separate pay ratios – one for U.S. employees and one for non-U.S. employees – should be permitted.  

» Identification of data privacy laws or regulations that could impact the gathering of data necessary to comply with 
the rules.  

» Competition concerns raised by the inclusion of all employees in the ratio.  

» The extent to which disclosure about the methodology and material assumptions used to identify the median or 
calculate compensation should be required.  

» Whether the length of the initial transition period is appropriate.  
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Legal News Alert is part of our ongoing commitment to providing up-to-the-minute information about pressing 
concerns or industry issues affecting our clients and colleagues. If you have any questions about this Alert or would 
like to discuss the topic further, please contact your Foley attorney or: 
 
Jessica S. Lochmann 
Milwaukee, Wisconsin 
414.297.5817 
jlochmann@foley.com 
 
Mark T. Plichta 
Milwaukee, Wisconsin 
414.297.5670 
mplichta@foley.com  
 
Patrick G. Quick 
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414.297.5678 
pgquick@foley.com  
 
James M. Reeves 
Milwaukee, Wisconsin 
414.319.7334 
jreeves@foley.com  
 
              
 
About Foley 
 
The attorneys of Foley’s Transactional & Securities Practice provide sophisticated legal advice on the issues most 
important to public and private companies, including all aspects of merger and acquisition transactions, capital 
markets transactions, securities matters, investment company matters, corporate governance and counseling, and 
other matters. We are a significant resource for organizations worldwide in need of insightful and innovative legal and 
business counsel. 
 
©2013 Foley & Lardner LLP  
13.9800 
 
Foley & Lardner LLP Legal News Alert is intended to provide information (not advice) about important new legislation or 
legal developments. The great number of legal developments does not permit the issuing of an update for each one, 
nor does it allow the issuing of a follow-up on all subsequent developments.  
 
PRIOR RESULTS DO NOT GUARANTEE A SIMILAR OUTCOME. 
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About the Survey 
For the past 10 years, ISS has sought feedback on emerging corporate governance issues as a critical 
component of its annual policy formulation process. ISS seeks input from both its institutional investor 
clients and the corporate issuer community, in order to get a better understanding of the breadth of 
financial market views on a range of topics including boards of directors, shareholder rights, and 
executive compensation/remuneration. 

This year’s survey was conducted from July 31, 2013, through Sept. 13, 2013. ISS’ institutional investor 
clients, as well as corporate issuers, were invited to participate in an online survey covering corporate 
governance developments worldwide. Issuers and investors completed the same survey. 

This year, the survey was designed to encourage global market participants to provide regional input 
on corporate governance issues that are pertinent to all capital markets worldwide. The survey was 
very concise and structured around several high‐level themes including: 

 Board responsiveness; 

 Director tenure and director rotation; 

 Director assessment and role of company performance in director evaluation;  

 Equity plan evaluation; 

 Share authorizations and issuances; and  

 Policy differentiation. 

More than 500 total responses were received reflecting more than one response from the same 
organization. A total of 128 institutional investors responded. Approximately 66 percent of investor 
respondents were located in the United States, with the remainder divided between U.K., Continental 
Europe, Canada, and Asia‐Pacific.  350 corporate issuers responded, 92 percent of which were located 
in the United States. 

Institutions‐Category   

Alternative asset management 1%

Custodian bank 3%

Foundation/endowment 3%

Government- or state-sponsored pension fund 15%

Insurance company 1%

Investment manager or asset manager 60%

Investor industry group 1%

Labor union-sponsored pension fund 3%

Mutual fund or mutual fund company 7%

Private bank/wealth management/brokerage 2%

Other 3%
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Size of Organization*     

 Institutions  Issuers

Over $100 billion 30% 5%

$10 billion - $100 billion 30% 29%

$1 billion - $10 billion 21% 40%

$500 million - $1 billion 5% 7%

$100 million - $500 million 8% 5%

Under $100 million 3% 1%

Not applicable 3% 14%
*For institutions, size is measured by equity assets under management 
or assets owned (in U.S. dollars); For issuers, size is measured by market 
capitalization (in U.S. Dollars)  

 

Market of Focus When Answering Survey Questions     

 Institutions  Issuers

U.S. 46% 80%

Global 34% 15%

Europe 7% 2%

Canada 5% 1%

U.K. 3% 0%

Other  2% 1%

Asia-pacific 1% 0%

Latin America 1% 0%

Key Findings 

Board Responsiveness  

Survey questions on this topic focused on the issue of board responsiveness to non‐binding shareholder 
mandates in the U.S. market.  

Mixed views were elicited on board responsiveness to non‐binding shareholder mandates 
Investor and issuer respondents diverge on the issue of board responsiveness to non‐binding 
shareholder mandates. Interestingly, responses were also mixed among investor respondents.   For 
investor respondents, 40 percent indicated that the board should be free to exercise its discretion to 
respond in a manner that it believes is in the best interest of the company and to disclose the rationale 
for any actions it takes; 36 percent indicated that the board should implement a specific action to 
address the shareholder mandate; and 24 percent indicated "it depends on the circumstances."  Of 
those that indicated "it depends," responses varied, with most common responses suggesting that it 
depends on level of shareholder support (or dissent) on the item and the comply‐or‐explain approach.  
Of those who indicated the board should implement a specific action to address the shareholder 
mandate or it depends on the circumstances, a common response among both investor and issuer 
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respondents suggested that a reasonable time frame for the board to address the mandate is 12‐24 
months. 

On the other hand, 92 percent of issuer respondents indicated that the board should be free to 
exercise its discretion to respond in a manner that it believes is in the best interest of the company and 
to disclose the rationale for any actions it takes. 

Director Tenure  

Survey questions on this topic focused on markets with established corporate governance codes or 
market practices regarding board member tenure, including the U.K., Continental Europe, and certain 
markets in Asia.  

Investors share concerns over long director tenure 
Seventy‐four percent of investor respondents indicated that long director tenure is problematic. This 
percentage includes 15 percent who indicated that lengthy director tenure can diminish a director's 
ability to serve as an independent steward, 11 percent who indicated that lengthy director tenure can 
limit a board's opportunities to refresh its membership, and 48 percent who indicated that they share 
both of those concerns.  Only 26 percent of investor respondents indicated that a director's tenure 
should not be presumed to indicate anything problematic.  With respect to issuer respondents, a 
significant majority (84 percent) indicated that a director's tenure should not be presumed to indicate 
anything problematic.   
 
With respect to the length of board service that would call into question the independence or 
continuing service of a board member, the most common response among investor respondents was 
more than 10 years.   While issuer respondents generally indicated that tenure does not hinder 
director independence or effectiveness, a few expressed that there could be concerns for directors 
with tenure of more than 15 years. 

Regarding the question, "Are there circumstances or situations where a director’s tenure becomes a 
critical factor when evaluating his or her independence?", a number of investor respondents cited 
concurrence with the CEO's or other executives' tenures. 

Furthermore, 47 percent of investor respondents indicated that an individual's long tenure in board 
leadership positions (e.g. lead directors, board chairs, chairs of key board committees) raises concern 
and 25 percent indicated "it depends" on whether long tenure in these positions raises any concerns. 
Of those who indicated "it depends," other factors to consider include company performance, the 
company's governance practices, and individual director's strengths.  Only 10 percent of issuer 
respondents agree that a director's long tenure in board leadership positions raises any concern. 

Investors and issuers diverge on director rotation 
More than one‐half of investor respondents indicated that ISS should consider a policy that takes into 
account director rotation with respect to the board chair (52 percent), lead director (57 percent), or 
chairs of key board committees (57 percent).  
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On the other hand, less than 20 percent of issuer respondents would want ISS to consider a director 
rotation policy with regard to those board positions: board chair (11 percent), lead director (15 
percent), or chairs of key board committees (19 percent).  

Director Assessment  

Survey questions on this topic focused on an assessment of directors in all markets. 

Investors and issuers focus on a director’s service on other boards 
When assessing director performance a significant majority of both investor and issuer respondents 
agree that a director's current or prior service on the board of other public companies should be a focal 
point.  Issuer respondents (95 percent) tend to focus on positive aspects (e.g. director's breadth of 
experience) more so than negative aspects (e.g. governance concerns identified regarding the director) 
as indicated by 70 percent of issuer respondents.  On the other hand, 88 percent and 83 percent of 
investor respondents focus on positive and negative aspects, respectively. Some specific factors to 
consider when assessing a director's current or prior service on other public company boards, as noted 
by investor respondents, include director's breadth of experience, relevant expertise to the board or 
the company's industry, and governance concerns at other public boards. Several issuer respondents 
shared similar views with those of investors regarding those factors. 

Role of Company Performance in Director Evaluation  

Survey questions on this topic focused on director evaluation in all markets. 

Investors consider company performance in director evaluation with relative TSR cited most 
frequently as a performance metric 
A majority of investor respondents (54 percent) indicated that ISS should always consider company 
performance when evaluating directors, while 36 percent indicated that ISS should consider company 
performance when a company has exhibited problematic governance practices that the board does not 
appear to be addressing.  

With respect to performance metrics used to evaluate directors, 91 percent of investor respondents 
indicated relative total shareholder return and 88 percent indicated financial metrics (e.g. ROE, ROA, 
ROIC, EPS, margins, economic value change). Of investors who indicated financial metrics, there was no 
clear consensus on which specific metric is most appropriate, but a common response was that metrics 
be relevant to the company's industry or sector.   

A significant majority of issuer respondents, 74 percent and 79 percent, agree in considering relative 
TSR and financial metrics, respectively, when evaluating directors.  Issuer responses regarding specific 
financial metrics varied but common responses indicated that metrics should be relevant to the 
company and its industry.  Additional metrics noted by some issuer respondents include cash flow and 
revenues. 

With respect to the time‐frame in assessing a board member relative to company performance, the 
most common response among both investor and issuer respondents was 3‐5 years. 
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Equity‐Based Compensation Plans  

Survey questions on this topic focused on the evaluation of equity‐based compensation plans, primarily 
in the U.S. market. 

Investors significantly weigh performance conditions on awards, cost of equity plans, and other plan 
features if ISS moves to a holistic approach to equity plan evaluation  
Seventy‐five percent of investor respondents indicated that performance conditions on awards are 
"very significant" when weighing factors in a holistic approach to equity plan evaluation, while 64 
percent and 57 percent cited cost of plan (e.g. shareholder value transfer cost and/or dilution) and 
other plan features ( e.g. vesting requirements, change‐in‐control provisions, repricing provisions), 
respectively, as "very significant."  Fifty‐seven percent of investor respondents cited plan 
administration (e.g. burn rate/historical usage of shares, prior history of repricing) as "somewhat 
significant." 
 
Issuer responses suggest that the above‐mentioned factors are not as significant to them when 
evaluating equity plans in a holistic approach.  A majority of issuer respondents, 54 percent, 66 
percent, and 61 percent cited cost of plan, other plan features, and plan administration, respectively, 
as "somewhat significant." 

Share Authorizations and Issuances  

Survey questions on this topic focused on a number of global markets that require shareholder approval 
of share issuance authorities and/or of proposed increases to the number of authorized shares. These 
proposals can be specific (where the purpose and details are disclosed) or general (where it is a 
nonspecific authority which authorizes future issuances but without an immediate purpose or details 
that can be evaluated).  

Investors care about size of requested authority when voting on general share issuance authorities in 
conditional capital markets in Europe and Asia 
When evaluating proposals seeking general share issuance authorities, i.e. blanket authority with or 
without preemptive rights, in conditional capital markets in Europe and Asia, all of the factors listed 
(the size of the requested authority, i.e., potential dilution; the company’s historical use of share 
issuance authorities‐track record; duration of authority; and company's governance 
structure/practices) were important to a significant majority of investor respondents in their voting 
decisions on these proposals.  Specifically, over 75 percent of investor responses indicated each of 
those factors as important in their voting decisions on these proposals. Of those factors, most investor 
respondents (93 percent) indicated size of the requested authority. 
 
Historical use of company shares is slightly less important to investors when voting on specific 
increases to authorized capital in markets such as the U.S. 
With respect to proposals seeking specific increases to authorized share capital in markets such as the 
U.S., all of the factors listed (size of the requested increase; ratio of current shares outstanding 
compared to new authorization; company's stated use of shares; historical use of company shares; and 
company's governance structure/practices) were either "very important" or "somewhat important" to 
a significant majority of investor respondents in their voting decisions on these proposals.  Specifically, 
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over 85 percent of investor responses indicated each of those factors as "very important" or 
"somewhat important" in their voting decisions on these proposals. 
 
Of those factors, size of requested increase, ratio of current shares outstanding compared to new 
authorization, and company's stated use of shares were most commonly cited as "very important" by 
most investors, i.e., by 77 percent, 73 percent, and 71 percent of investor respondents, respectively.  
However, less than one‐half (49 percent) of investor respondents indicated that historical use of 
company shares was "very important" and 43 percent indicated that factor was "somewhat 
important."  More than one‐half of investor respondents (54 percent) indicated that a company's 
governance structure/practices are "very important" in their voting decisions on these proposals. 

Differentiation of Policy by Size or Type of Company  

Survey questions on this topic focused primarily on European markets where several codes of best 
practice limit certain portions of their provisions to a select universe of companies, usually delineated 
according to main index membership.   

Investors consider it appropriate for different application of policies on equity compensation 
provisions based on company size or type  
More than one‐half of investor respondents (53 percent) indicated that it would be appropriate for ISS 
to differentiate application of policy on the basis of company size or type when it comes to equity 
compensation, particularly stock options (i.e. dilution/burn rate).  Slightly less than one‐half of investor 
respondents (49 percent) indicated that it would be appropriate with regard to chairman/CEO 
separation.  The affirmative investor response percentages drop to 45 percent on presence of key 
board committees; 41 percent on requiring a minimum level of independence on the board; and 37 
percent on limits of general share issuance authorizations. 
 
On the other hand, a significant majority of issuer respondents, 73 percent, 62 percent, and 58 
percent, indicated that differentiating application of policy would be appropriate for equity 
compensation, chairman/CEO separation, and limits of general share issuance authorizations, 
respectively.  

For those respondents who would find it appropriate to differentiate the application of policy on any of 
the provisions above,  most investor responses (93 percent) as well as issuer responses (93 percent) 
indicated that a company's size of market capitalization would be an appropriate way of categorizing 
companies. 

Issuers and investors diverge on policy guidelines for small or IPO companies 
Regarding differentiating application of policy for smaller or IPO companies, where company 
disclosure, regulation, or local best practice code permits, there is less appetite among investor 
respondents for more lenient policy guidelines for small or IPO companies. Just below one‐half of 
investor respondents (49 percent) indicated that ISS should apply the same policy guidelines for all 
companies. Thirty‐two percent of investor respondents indicated that ISS should apply more lenient 
policy guidelines and only 4 percent indicated that ISS should apply more stringent policy guidelines for 
smaller or IPO companies.  
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Of the issuer respondents, a significant majority (67 percent) indicated that ISS should apply more 
lenient policy guidelines for small or IPO companies. 

Of respondents who indicated "it depends" (15 percent of investor respondents; 12 percent of issuer 
respondents), on whether ISS should differentiate application of policy for smaller or IPO companies, 
the common and shared responses were that it depends on the policy or governance issue.
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Appendix: Detailed Survey Responses 
Survey results are based on 151 institutional shareholder responses and 384 issuer responses reflecting 
more than one response from the same organization.    

Except as otherwise noted, percentages exclude non‐responses and any “not applicable” responses.  

For questions that allowed multiple answers, the percentages will not equal 100 percent.  Percentages 
for certain questions may also not equal 100 percent due to rounding. 

Differentiation of Policy by Size or Type of Company 

Many good governance practices are designed to ensure a separation of powers and effective 
protection of minority shareholders. However, some observers note that stringent board 
independence requirements, capital issuance restrictions, and some other governance 
recommendations may be inappropriately onerous for smaller or other types of companies. This is 
recognized by several European codes of best practice which limit certain portions of their provisions 
to a select universe of companies, usually delineated according to main index membership; while some 
markets apply different rules to companies based on size or listing segment. In recognition of this, 
several provisions in ISS' policies distinguish between companies of different sizes, based either on 
membership of the market's main index or size of market capitalization. 

In your view, would you consider it appropriate for ISS to differentiate application of policy on the basis 
of company size or type on any of the following provisions? 

% of Respondents Answered Yes  Institution  Issuer 

Chairman/CEO separation 49% 62% 
Provisions requiring a minimum level of 
independence on the board 41% 47% 

Presence of key board committees 45% 52% 
Limits of general share issuance 
authorizations 37% 58% 
Equity compensation, particularly stock 
options (i.e. dilution/burn rate) 53% 73% 

   

If you answered yes to any of the provisions above, which of the following ways of categorizing 
companies would you consider could be appropriate? 

% of Respondents Answered Yes  Institution  Issuer 

Size of market capitalization 93% 93% 

Index membership  37% 36% 
Where disclosure and other regulatory 
requirements differ 76% 81% 

Recent IPOs (e.g., within last 2 years) 59% 64% 
Where local codes of best practice make 
the differentiation 70% 58% 
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Company disclosure, regulation or local best practice code permitting, would you want ISS to 
differentiate application of policy for smaller or IPO companies? 

  Institution  Issuer 
Yes – ISS should apply more lenient 
policy guidelines 32% 67% 
Yes – ISS should apply more stringent 
policy guidelines 4% 1% 
No – ISS should apply the same policy 
guidelines for all companies 49% 20% 

It depends  15% 12% 
 

Board Responsiveness 

In some markets, all voting items are binding (i.e. the board must implement an item that receives a 
majority vote from shareholders), whereas in other markets, some votes are advisory in nature 
whereby board discretion is applied. When evaluating directors, institutional investors may, for 
example in the U.S. market, consider the level of board responsiveness to a majority shareholder vote 
on nonbinding shareholder proposals or a high level of dissent on advisory say‐on‐pay resolutions or 
director elections. 

Where a board is not required to take action in response to a shareholder mandate, what approach 
should be used in evaluating board responsiveness? 

  Institution           Issuer 
The board should be free to exercise its 
discretion to respond in a manner that it 
believes is in the best interest of the 
company and to disclose the rationale 
for any actions it takes. 40% 92% 
The board should implement a specific 
action to address the shareholder 
mandate. 36% 3% 

It depends on the circumstances  24% 5% 
 

Director Assessment 

When assessing director performance, what is your focus when considering a 
director’s current or prior service on boards of other public companies? 
 
% of Respondents Answered Yes  Institution           Issuer 
We focus on positive aspects (e.g. 
director's breadth of experience) 88% 95% 
We focus on negative aspects (e.g. 
governance concerns identified 
regarding the director) 83% 70% 
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Director Tenure 

Some markets have developed policies and standards regarding board member tenure. In other 
markets, board tenure is a topic that generates debate, but not broad consensus. In line with best 
practice codes or listing requirements, tenure impacts ISS’ independence classification of directors in a 
number of global markets. For example, in most of continental Europe, a director with tenure 
exceeding 12 years is deemed non‐independent. In the United Kingdom, Ireland, Italy, Hong Kong and 
Singapore, directors with a tenure exceeding nine years are considered non‐independent, unless the 
company provides sufficient and clear justification that the director is independent despite his/her long 
tenure. 

Do you believe that long director tenure is problematic? 

  Institution           Issuer 
Yes – A director’s ability to serve as an 
independent steward is diminished when 
he or she has served too long. 15% 3% 
Yes - Lengthy director tenure limits a 
board’s opportunities to refresh its 
membership. 11% 6% 
Yes – I share both of the concerns listed 
above. 48% 8% 
No – A director’s tenure should not be 
presumed to indicate anything 
problematic. 26% 84% 

 

Few, if any, markets have best practice guidelines addressing the tenure of lead directors, board chairs, 
and/or chairs of key board committees (e.g., audit, compensation, nominating committee). Do you 
believe that an individual director's long tenure in these positions raises any concerns? 

  Institution           Issuer 

Yes 47% 10% 

No 28% 68% 

It depends 25% 22% 
 

Should ISS consider a policy that takes into account director rotation with regards to the board chair, 
lead director, or chairs of key board committees? 

% of Respondents Answered Yes  Institution           Issuer 

Board chair 52% 11% 

Lead director  57% 15% 

Chairs of key board committees 57% 19% 
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Role of Company Performance in Director Evaluation 

Some investors consider a company's financial performance when evaluating board members. ISS’ 
voting policies for board elections in some markets apply performance screens. In the U.S. market, for 
example, ISS applies a Director Performance Evaluation policy that considers relative TSR performance 
in conjunction with other governance factors when evaluating director elections. 

In what situation should ISS consider a company's performance when evaluating directors? 

  Institution           Issuer 
ISS should always consider company 
performance. 54% 25% 
ISS should consider company 
performance when a company has 
exhibited problematic governance 
practices that the board does not appear 
to be addressing. 36% 49% 
ISS should never consider company 
performance. 2% 13% 
Performance should be considered in 
the following instances 8% 12% 

 

If you chose an answer above other than "ISS should never consider company performance," would 
you consider the following performance metrics? 

% of Respondents Answered Yes  Institution           Issuer 
Relative Total Shareholder Return 
(share price appreciation plus dividend 
payouts) 91% 74% 
Financial metrics (e.g. ROE, ROA, 
ROIC, EPS, margins, economic value 
change) 88% 79% 

 

Equity‐Based Compensation Plans 

ISS applies a case‐by‐case approach on equity based compensation plans, generally recommending a 
vote against plans for high cost/dilution (a key factor), problematic features, lack of compliance on best 
practices in certain markets, among others. Any of these factors can independently lead to a 
recommendation against the plan, and factors do not balance against one another. For example, a 
plan’s low potential cost would not mitigate a high average burn rate at the company. Additionally, 
potentially beneficial features such as robust vesting requirements in plan documents, a requirement 
for performance conditions on awards, double‐ trigger acceleration upon a change in control do not 
outweigh negative features in the evaluation of a plan. 
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If ISS moves to a more holistic approach to equity plan evaluation, please indicate how significantly you 
would weigh the following factors (whether positively or negatively): 

 
Institutional Shareholder Respondents: 
 

Factor  Very Significant     Somewhat Significant  Not Significant
Cost of plan (e.g., Shareholder Value 
Transfer Cost and/or dilution)       64% 33%      3% 
Performance conditions on awards      75% 20%      4% 
Other plan features (e.g. vesting 
requirements, change-in-control 
provisions, repricing provisions)       57% 40%      2% 
Plan administration (e.g. burn 
rate/historical usage of shares, prior 
history of repricing)       39% 57%      5% 
Company's long-term TSR relative to 
peers       42% 45%      13% 

 

Issuer Respondents: 
 

Factor  Very Significant     Somewhat Significant  Not Significant
Cost of plan (e.g., Shareholder Value 
Transfer Cost and/or dilution)       38% 54%      9% 
Performance conditions on awards      28% 48%      24%
Other plan features (e.g. vesting 
requirements, change-in-control 
provisions, repricing provisions)       22% 66%      12% 
Plan administration (e.g. burn 
rate/historical usage of shares, prior 
history of repricing)       25% 61%      14% 
Company's long-term TSR relative to 
peers       19% 42%      39% 

 

Share Authorizations and Issuances 

A number of global markets require shareholder approval of share issuance authorities and/or of 
proposed increases to the number of authorized shares. These proposals can be specific (where the 
purpose and details are disclosed, and therefore a case‐by‐case evaluation can be provided) or general 
(where it is a nonspecific authority which authorizes future issuances but without an immediate 
purpose or details that can be evaluated). Such votes may provide investors with a means of checking a 
board's use of equity capital and minimizing potential dilution, but general authorities in particular can 
carry concerns for shareholders. 
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In evaluating proposals seeking general share issuance authorities (i.e. blanket authority with or 
without preemptive rights) in conditional capital markets* in Europe and Asia, are the following factors 
important in your voting decision? 

% of Respondents answering Yes  Institution           Issuer** 
Size of the requested authority, usually 
expressed as a proportion of current 
share capital (i.e. potential dilution) 93% 85% 
The company’s historical use of share 
issuance authorities (track record) 83% 78% 
Duration of authority 77% 63% 
Company's governance 
structure/practices 81% 73% 

 

*Under the conditional capital system, companies seek authorization for pools of capital with fixed periods of availability. 
For example, if a company seeks to establish a pool of capital for general issuance purposes, it requests the creation of a 
certain number of shares with or without preemptive rights, issuable piecemeal at the discretion of the board for a fixed 
period of time. Shares unissued after the fixed time period lapse. 

**Issuer percentages are based on 60 responses for each of the factors, respectively, in the table above. Either 223 or 224 
issuer responses indicated "Not applicable (my organization does not vote)" for each of the factors, respectively, which are 
excluded from the response count. 

With respect to proposals seeking specific increases to authorized share capital in 
markets such as the U.S., how important are the following factors in your voting 
decision? 
 
Institutional Shareholder Respondents: 
 
Factor  Very Important     Somewhat Important  Not Important
Size of the requested increase       77% 20%      4% 
Ratio of current shares outstanding 
compared to new authorization         73% 22%      4% 
Company's stated use of shares      71% 27%      2% 
Historical use of company shares       49% 43%      8% 
Company's governance structure/practices       54% 33%      13% 

 
Issuer Respondents*: 
 
Factor  Very Important     Somewhat Important  Not Important
Size of the requested increase       48% 43%      9% 
Ratio of current shares outstanding 
compared to new authorization         50% 41%      9% 
Company's stated use of shares      44% 44%      12%
Historical use of company shares       30% 49%      21% 
Company's governance structure/practices       29% 47%      24% 

* Percentages are based on range of responses between 127 and 129 for each factor, respectively, in the table above. 
Between 170 and 173 issuer responses indicated "Not applicable (my organization does not vote)" for each of the factors, 
respectively, which are excluded from the response count. 
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About This Survey 

Aon Hewitt surveyed organizations to identify the hot topics in executive compensation for 2013. The 

survey results provide a sneak peek into the coming year. We surveyed the expected actions regarding: 

 The design and delivery of core compensation elements, such as base salary, short-term incentives, 
and long-term incentives; and 

 The executive compensation governance practices (i.e., share ownership guidelines, 
recoupment/clawback policies, etc.) used to mitigate risk and enhance incentive plan alignment with 
shareholder interests. 

 
Participating organizations provided an overview of their expected actions for 2013. The results from the 

2013 Hot Topics in Executive Compensation Survey show that organizations are continuing to: 

 Assess the most effective way to deliver compensation to their executives by ―tweaking‖ existing 
programs; 

 Ensure shareholder alignment and incentive compensation design; and  

 Balance the views of shareholder advisory firms with what’s right for their Company (public 
companies). 

In this report, data references made from prior time frames have been extracted from similar surveys we 

have administered. In addition, results may be displayed by the following separate executive groups or 

combinations thereof: 

 Chief Executive Officer 

 Level 2 Executives—Any Officer, member of the leadership/management team, and/or direct report to 
the CEO  

 Level 3 Executives—Any other employee classified as an executive, typically VPs and above, not 
included in Level 2 

Organizations Participating in This Survey 

Our survey results are based on responses from 318 organizations. On the basis of revenue, employee 

count, and industry sector, these companies represent a cross section of U.S. organizations, as 

presented in the Participating Organization section at the end of this report. 

 66% of the organizations responding are publicly held companies, while 15% represent 

privately-helds. 

 The remaining participant population represents subsidiaries (10%) and not-for-profit institutions 

(5%), with the final 4% consisting of other non-categorized organizations. 
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Executive Summary 

Similar to 2012, the key theme from this year’s Hot Topics Survey is the continued ―fine-tuning‖ of design 

and delivery of compensation programs, not large-scale redesign. This has resulted in relative stability of 

executive compensation programs with changes driven by an improved economic climate and a 

continued spotlight on regulatory/shareholder concerns.  

The Highlights 

 ―Realized‖ pay: 75% of participants indicate that they have or are planning to review 

 90% feel their merit budget process is effective; base salary increase levels remain stable 

 Nearly half of surveyed organizations indicate the need to review aspects of their incentive programs 

 Long-term incentive value is expected to be near 2012 levels; short-term incentive payout 
expectations are at or above prior year levels 

 Some emphasis on including non-financial/strategic goals in short-term incentive programs to 
determine payouts 

 Performance-based arrangements continue to be the most prevalent programs used to deliver 
long-term incentive value 

Expectations and Priorities for 2013  

Companies indicate their top priorities for 2013 are to:  

 Review external competitiveness 

 Validate the alignment of pay opportunities with Company performance 

 Retain top management talent 

Governance of executive compensation continues to be a major area of focus, but not necessarily of 

change. 

 Formal benchmarking is performed annually. 

 For publicly-held participants, 30% indicate they have had active dialogues with their large 
institutional shareholders to discuss executive pay issues, with most feeling that those discussions 
have been successful. 

– Most organizations feel favorable say-on-pay results are a validation of their current pay 
practices.  

– Approximately 15% of survey participants indicate that they have made modifications to address 
shareholder concerns, with the most typical actions centered on an increased emphasis of 
performance-based equity and the implementation of compensation governance policies such as 
ownership guidelines, recoupment/clawback policies, and anti-hedging policies. 

Our findings indicate that 2013 pay levels are expected to be similar to 2012, especially for merit 

increases and targeted long-term incentive values. Most organizations feel that their executive 

compensation programs are working well, but many expect to review and ―fine-tune‖ certain design 

aspects in 2013. 
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Long-Term Incentives (LTI) 
Companies continue to focus on delivering value through a portfolio approach (i.e., use of multiple 

incentive vehicles), with emphasis on: 

 Implementing performance-based arrangements that support the business and meet shareholder 
advisory firm scrutiny, and 

 A thorough review of the relationship between company performance and individual payout 
opportunities (i.e., leverage). 

 

Short-Term Incentives (STI) 
Companies say they will continue to focus on: 

 Performance measures, including both the number used and the weighting 

– Some emphasis on including non-financial/strategic goals to determine payouts 

 The relationship between company performance and individual payout opportunities 

As our 2013 Hot Topics Survey was being conducted, survey participants were calculating and disclosing 

2013 annual incentive payments based on 2012 performance achievement. At that time, participants 

generally expected annual incentive payments to be at or above targeted opportunities (2013 payouts 

made for 2012 performance), with approximately one-third of organizations indicating that payout levels 

for fiscal year 2012 performance would be lower than payouts made for fiscal 2011 performance. 

Target payout opportunities are generally stable year-over-year.  

Base Salary 
Participants expect 2013 merit increase budgets to be similar to 2012 budgets (between 2.5% to 3.4%). 

Organizations generally feel their merit programs are working well. Of those that feel their program is not 

effective, top areas for concern are:  

 Linkage between performance assessments and actual merit increases.  

 Providing meaningful increases with relatively small merit budgets.  
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Looking Ahead—Our Outlook for Executive Compensation 

We include this 'forward looking' section of the report to go beyond the current snapshot of what is 

competitive and prevalent and provide insights from our most senior consultants based on their clients’ 

experiences and the results of recent Committee meetings. Our observations are presented in four 

categories:  

 Executive Compensation Governance 

 Proxy Advisory  

 Pay-for-Performance and Metrics 

 Alignment and program design 

Executive Compensation Governance  

Boards and Committees will continue to adopt practices that improve executive compensation 
governance and mitigate shareholder and regulatory concerns. The goal of best practice governance 
policies is to strengthen the alignment of shareholder interests and compensation program design, and 
mitigate the associated risks. In the governance area, the mantra is equally focused on doing what is right 
and what is competitive.  

 Chairman and CEO role: Institutional shareholders, as well as shareholder advisory firms, continue to 
favor a separation of the CEO and Chairman roles. As a result, many large cap companies have 
acquiesced and split the roles. Mid-cap and small-cap companies have not been as apt to change. 
Companies that combine the CEO/Chairman role often opt for a Lead Director role as a viable 
alternative to a separate Chairman.  

 Risk mitigation and shareholder alignment: The SEC’s requirement to assess compensation risk and 
the potential impact to the company has resulted in an overwhelming majority of companies 
eliminating / mitigating potentially problematic incentive design elements. Most companies have 
implemented stock ownership guidelines, employ incentive clawback provisions (or are waiting for 
final SEC guidance prior to implementation), and/or are considering design features such as 
holding/retention periods. 

Proxy Advisory  

Balancing the views and recommendations of the shareholder advisory firms with the company’s specific 

business needs will continue to be a heightened challenge for management and Boards. Companies that 

passed Say-on-Pay in 2013 will not 'relax' going forward.  

Shareholder communication and outreach efforts will remain critical to the Say-on-Pay process. 

Compensation Committees are working on new ways to reach shareholders directly as they believe the 

advisory groups’ analyses and conclusions are often rigid, if not flawed. 

Pay-for-Performance and Metrics 

A consistent theme of executive pay critics is the misalignment of executive compensation and company 

performance. Quantifying and communicating that a company is, indeed, paying for performance will 

continue to be a major consideration for Compensation Committees as they make pay decisions and 

program changes. We expect to see Compensation Committees and management develop their own 

views of how to create and calibrate pay for performance in light of definitions by proxy advisors and 

regulators that they view as incomplete or flawed. 
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 Total shareholder return (TSR): We expect continued interest in relative TSR performance versus 
peer companies in long-term performance plans as companies (1) strive to demonstrate pay for 
performance linkage as defined by proxy advisors; and (2) address the challenges of setting 
multi-year goals. We expect more companies to use a mix of financial measures and TSR. 

 Performance target disclosure: We expect fewer companies will claim 'potential for competitive harm' 
and will begin disclosing performance targets as a way to enhance disclosure for the qualitative 
portion of ISS’ CEO pay-for-performance review.  

 Realized pay disclosure: In 2013 CD&As, some companies opted to include a realized pay table for 
their NEOs. We expect this trend to continue for future years. Companies must realize that once a 
realizable pay table is included in their CD&A, then the shareholder advisory firms and their 
institutional shareholders will expect similar disclosure annually…in good times and in bad (not just 
the bad). For large cap companies (market cap >= $5B), ISS has added a realizable pay assessment 
to its qualitative review.  

Alignment and Program Design 

―Balance‖ is the key word. Management and Committees/Boards have worked hard over the last few 

years to strengthen their executive pay program’s alignment with shareholder interests, and to mitigate 

the inherent risks of providing incentive-based pay through stock ownership guidelines, 

recoupment/clawbacks, etc. They will continue to be challenged to balance business strategy, 

compensation best practices, and the views of shareholder advisory groups, in such a way that pay 

programs align what’s right for the business, executive compensation opportunities, and shareholder 

returns. 

 Total compensation will 1) emphasize pay-for-performance but not ignore attraction and retention; 
2) become even more long-term than short-term oriented; and 3) manage the impact of incentives on 
risk taking. 

– Base salary increases will not be automatic, but most companies will have a budget. 

– Annual bonus target award opportunities will remain stable. However, there will be further review 
of whether the upside and downside leverage relative to target opportunities is reasonable and 
appropriate. 

– Long-term incentives will continue with a balanced portfolio approach and an enhanced focus on 
tightening the pay-for-performance alignment with shareholder interests. 

 Perquisites are in a 'steady state' with many of the problematic programs having been mitigated or 
eliminated over the past few years. 

 Change-in-Control programs will not include excise tax gross-ups for amended or new plans, and will 
include double-trigger vesting of equity grants with new share requests. Overall, existing programs 
will not be modified so as not to expose problematic designs to the scrutiny of shareholder advisory 
groups. 

 New SERPs will not be implemented (only grandfathered arrangements will survive), but restoration 
plans to make up for IRS limits will continue. 

 Nonqualified deferred compensation plans will continue to be offered, but utilization depends heavily 
on future tax expectations.  
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Survey Results 
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2013 Expectations & Priorities 

While the alignment between compensation and performance continues to be an important theme for 

organizations, the delivery of competitive compensation programs remains the top priority of 

organizations for 2013. 

 Issues regarding talent retention/motivation and governance continue to be on the radar for most 
organizations. 

 Risk levels impacting compensation programs are of greater priority among financial services 
organizations (28% for financial services vs. 12% among the full survey sample). 

– In addition, 27% of financial services firms indicate that compliance with the Federal Reserve 
Sound Incentive Guidance is a primary priority for 2013.  

2013 Prevalent Priorities among Participating Organizations 

2013 Priorities
1
 Prevalence  Most Prevalent 2012 Priorities

1
 

 
Full 

Sample 

Publicly-
Helds 

  

Competitiveness of the targeted total 
compensation 

75% 72%  Review external competitiveness (46%) 

Degree of ―pay for performance‖ in executive 
compensation package  

54% 60%  Validate the degree of pay for performance 
(43%) 

Retention of current talent 53% 53%  Retention of executive talent (38%) 

Alignment of compensation and benefit levels to 
company performance 

46% 48%  Review of long-term incentive programs 
(29%) 

Communication of the ―value‖ of compensation 
programs  

38% 39%  Impact of Governance Groups (29%) 

Control of compensation and benefit costs  32% 27%  Communication of total compensation 
(26%) 

Attraction of new talent  26% 22%  Management of compensation and benefits 
cost (20%) 

Redesign/implementation of compensation/benefit 
programs  

24% 24%   

Impact of new policies/regulations (i.e., ISS Pay-
for-Performance policies)  

23% 32%   

Shareholder/Say-on-Pay concerns  18% 27%   

Drafting of Proxy/CD&A disclosures  15% 23%   

Development of an appropriate peer group(s)  15%  16%   

Risk-levels impacting compensation programs  12%  13%   

Review or implementation of governance policies  9%  11%   

External competitiveness of outside director 
compensation  

8% 9%   

Compliance with the Federal Reserve’s Sound 

Incentive Guidance
2 

 
27%  33% 

  

  
1
 Results will not total 100% due to multiple responses. 

2
 Prevalence reflective of only organizations within financial services sector.  
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Annual Review of Pay Levels/Programs 
Nearly all participating organizations indicated they have reviewed their direct compensation levels (base, 

short-term incentives, and long-term incentives) in the last 12 months, which supports that most maintain 

that reviewing the competitiveness of their pay is a top priority.  

 ―Realized pay‖: Approximately 75% 
of respondents have reviewed or are 
planning to review  

 STI and LTI program design: 47% 
indicate they will review one or both 
of these programs in 2013 

 Some continue to review benefit and 
perquisite programs, but most are 
fine-tuning as opposed to making 
large-scale changes 

 Governance programs and director 
compensation will continue to 
receive attention 

 

 

Executives Primary Concerns in 2013 
Organizations feel their executives continue to be most concerned with the actual pay delivered relative to 

the targeted opportunities they are provided. In addition, there is a sense that executives are becoming 

increasingly concerned over the total wealth they have accumulated from their programs, most likely due 

to the heightened disclosure of realized pay.  

Areas of Concern
1
 Prevalence 

Long-term incentive opportunities 61% 

Actual ―realized‖ pay levels (i.e., total wealth earned)  53% 

Payout opportunities in performance-based incentive programs  50% 

Attainment of performance goals  48% 

Short-term incentive opportunities  48% 

Base salary levels  40% 

Line of sight relative to metrics utilized under incentive arrangements  32% 

Elimination of specific benefits and/or perquisites  7% 

Attainment of share ownership requirements  6% 

Severance levels  5% 

Compliance with Federal Reserve incentive compensation requirements
2 

 16% 

 
1
 Results will not total 100% due to multiple responses. 

2
 Prevalence reflective of only organizations within financial services sector. 

Prevalence of compensation and 
governance programs benchmarked relative 
to peers/external market over last 12 
months

 

 2013
1

 2012
1

 

Direct Compensation Levels 98% 94% 

Long-term incentive program design 70% 64% 

Short-term incentive program design 62% 48% 

Outside Director Compensation 41% n/a
2
 

Executive Benefit & Perquisite program designs 40% 32% 

Change-In-Control/Severance 39% 20% 

Executive Benefit & Perquisite levels 36% 43% 

Share Ownership Guidelines 33% 34% 

Other Governance Programs 15% n/a
2
 

1
 Results will not total 100% due to multiple responses.  

2
 Choice was not provided in 2012 
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Compensation Program Prevalence 

Among survey participants providing short and/or long-term incentive opportunities, it is typical to extend 

short-term incentives to all employees, but to provide programs with a longer-term orientation to only the 

executive population. 

Incentive Compensation Elements 
The following tables summarize the percentage of executives receiving incentive opportunities.  

 

  

62% 

94% 

38% 

6% 

Long-Term Incentive Programs

Short-Term Incentive Programs

Separate or same program offered to executives and all other employees Executive Program Only

94% 92% 
95% 

92% 94% 

83% 

Short-term Incentives Long-term Incentives

Full Sample (n=318) 

97% 97% 98% 98% 98% 

91% 

Short-term Incentives Long-term Incentives

Publicly-Held (n=210) 

88% 84% 92% 84% 90% 
76% 

Short-term Incentives Long-term Incentives

Privately-Held (n=50) 

CEO Level 2 Level 3
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Benefits & Perquisites 
The following tables summarize the percentage of executives currently receiving the specified benefit or 

perquisite programs, excluding any grandfathered arrangements. According to our 2012 Hot Topics 

Survey, the practice of extending these programs to executives is still a prevalent practice, however most 

organizations have not made significant changes to their offerings over the past few years. 

 New Supplemental Retirement Programs (SERPs) are not being introduced. Existing programs tend 

to be grandfathered/closed to new participants.  

 Perquisites focused on executive financial, estate, and tax planning continue to be frequently 

provided, while the popularity of car allowances and club memberships continues to decline. 
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CEO Level 2 Level 3

*Supplemental Non-Retirement Benefits may include supplemental health/welfare coverage, life insurance policies, and/or disability 
programs. 
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Long-Term Incentives (LTI) 

The long-term incentive value expected to be delivered in 2013 is anticipated to be similar to or greater 

than the levels provided in 2012, as seen among the survey respondents’ self-reported expectations. 

 According to our current review of 2013 Form-4 filings, conducted separate from this Hot Topics 
Survey, year-over-year equity value growth is trending to be higher in 2013 than 2012, primarily as a 
result of stock price growth. 

– Long-term incentive grant value grew by approximately 10% from 2012 to 2013 (growth in stock 
price for the same time period was 8%). 

– Long-term incentive grant value grew by approximately 5% from 2011 to 2012. 

 

 

Grant Determination 
The approach to determining the size of annual equity awards varies among the survey population. 

However, organizations are usually consistent across their executive populations. Most companies are 

benchmarking their LTI opportunities and setting target opportunity as either a specific dollar amount or a 

specific percentage of base salary. A relatively small number of companies report using a fixed number of 

shares, with about ½ of those companies reviewing the grant level biennially.  

  

Note: Other responses include multiples of total cash and discretion at either the Board or management level. 
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1
Results based on only publicly-held organizations are consistent with the above table. 
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2013 Areas of Concern  
While most indicate that their long-term 

incentive programs are working well (60%), 

many still feel that aspects of their 

programs should be reviewed (40%). 

 Most organizations continue to 
evaluate the vehicles used to deliver 
value and the opportunities provided. 

 In most cases, organizations are 
considering increasing/expanding 
current plan design features as 
opposed to contracting/narrowing 
them, as seen below in a deeper dive 
of these findings. 

 
 
 
 
 
 
 
 

Program Aspect / Feature 

Overall 

Prevalence 

Increasing / 

Expanding 

Decreasing / 

Contracting 

Weight/Emphasis of performance-based vehicles relative to others 44% 90% 10% 

Number of performance measures evaluated 40% 77% 23% 

Targeted award payout opportunities 39% 100% 0% 

Number of equity vehicles used to deliver value 37% 85% 15% 

Eligibility 37% 74% 26% 

Threshold performance levels to trigger a minimum payout opportunity 30% 79% 21% 

Use of stock options in annual grants 30% 38% 62% 

Maximum award payout opportunities 22% 70% 30% 

Vesting provisions 19% 49% 51% 

Maximum performance levels to trigger a maximum payout opportunity 18% 78% 22% 

Minimum award payout opportunities 17% 77% 23% 

Forfeiture provisions 9% 70% 30% 

 

Aspects of current long-term programs that 
organizations may review in 2013

1 
 2013

1

 

Incentive Vehicle Use 
(including the number used and weighting) 

65% 

Performance Leverage  
(at Threshold and/or Maximum) 

54% 

Payout Opportunities  
(at Minimum, Target, and/or Maximum) 

47% 

Performance Measures  
(including the number used and weighting) 

41% 

Eligibility 37% 

Administrative Provisions 
(such as Vesting and Forfeiture) 

27% 

Other (includes performance cycle length and process 
for determining annual grant levels) 

7% 

1
 Represents participant responses indicating that their LTI programs may 
need review in 2013 (n=119). Results will not total 100% due to multiple 
responses.  
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Vehicle Use
1
 

The use of performance-based vehicles continues to be the most common practice for executive groups. 

The use of restricted stock is more prevalent among levels below CEO and his/her direct reports. 

 

Note: Other responses include programs such as non-performance-based cash and market share units. 

Among all survey respondents, most are typically delivering LTI value through one or two vehicles.  

 Publicly-held organizations tend to deliver value among multiple vehicles 
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1 
For reporting purposes, long-term incentive vehicles have been combined as follows: 

 Performance-based (PB) includes both share and unit arrangements 
 Stock Options/SARs (OPT) include those with performance-contingent conditions 
 Restricted Stock/Units (RSU) include those with performance-acceleration conditions 
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While how value is allocated among vehicles generally varies among organizations, most are typically 
using performance-based share/units either exclusively or coupled with stock options and/or restricted 
stock. 
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1
For reporting purposes, long-term incentive vehicles have been combined as follows: 
 Performance-based (PB) includes both share and unit arrangements 
 Stock Options/SARs (OPT) include those with performance-contingent conditions 
 Restricted Stock/Units (RSU) include those with performance-acceleration conditions 
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Performance-based Share/Unit Arrangements 
Approximately 70% of responding organizations indicate that payouts from recently concluded 

performance-based programs are expected at targeted or above levels (compared to 60% in our 2012 

survey).  

 

 

 Plans based on a three-year performance cycle with goals set at the end of 2009/beginning of 2010 
are expected to payout above target more frequently than plans using a one-year performance cycle 
with goals set towards the end of 2011/beginning of 2012.  

– These results are likely reflective of relatively conservative goal-setting in the 2009/2010 time 
frame due to the uncertainty in the business environment at that time. 
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The results above are based on performance cycles of varying lengths, with a three-year time frame representing 70% 
of responses, followed by one-year cycles (20%) 
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Executive Profiles 
The following pages summarize the programs used to deliver long-term incentive value to the CEO and 

other executives.  

Profile: CEO 
Performance-based programs continue to be the most prevalent LTI delivery mechanism among CEOs.  

Prevalence of Number of LTI Vehicles Used (2011 – 2013) 
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Prevalence of Actual LTI Vehicles Used 

 

 

  

68% 62% 
74% 

8% 

57% 55% 
75% 

2% 

56% 49% 
70% 

7% 

0%

25%

50%

75%

100%

Stock Options / SARs Restricted Stock / Units (RSUs) Performance Based Other

All Survey Respondents  
(2011 - 2013) 

2011 2012 2013

58% 58% 

78% 

4% 

53% 
43% 

75% 

2% 

56% 
42% 

75% 

5% 

0%

25%

50%

75%

100%

Stock Options / SARs Restricted Stock / Units (RSUs) Performance Based Other

All Survey Respondents (2011 - 2013)  
Constant Sample (n=55) 

2011 2012 2013

78% 75% 79% 

5% 

64% 65% 
80% 

0% 

65% 58% 
75% 

3% 

0%

25%

50%

75%

100%

Stock Options / SARs Restricted Stock / Units (RSUs) Performance Based Other

Publicly-Held Survey Respondents  
(2011 - 2013) 

2011 2012 2013

72% 69% 
84% 

0% 

65% 
54% 

78% 

0% 

69% 

49% 

79% 

0% 
0%

25%

50%

75%

100%

Stock Options / SARs Restricted Stock / Units (RSUs) Performance Based Other

Publicly-Held Survey Respondents (2011 - 2013) 
 Constant Sample (n=39) 

2011 2012 2013



 

Consulting | Talent & Rewards 

Proprietary & Confidential | HT/2013/RT001DS.DOC/12648 05/2013 

19 

Profile: Excluding CEO
 

For comparison purposes, data generally represents members of the leadership/management team 

and/or direct reports to the CEO.  

Prevalence of Number of LTI Vehicles Used (2011 – 2013) 
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Prevalence of Actual LTI Vehicles Used 
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Short-Term Incentives (STI) 

Survey participants expected very little change in 2013 STI payments for 2012 performance relative to 

payouts made to executives in 2012 for 2011 performance. 

2013 STI Payout Expectations compared to 2012 

 

2013 Expected Payouts for 2012 performance as % of Target 
As our 2013 Hot Topics Survey was being conducted, survey participants were calculating and disclosing 

2013 annual incentive payments based on 2012 performance achievement. At that time, participants 

generally expected annual incentive payments for 2012 performance will generally be at or above 

targeted levels. More companies were projecting their CEOs will receive at or above target payouts 

compared to other executive groups. 
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2013 Areas of Concern  
Although many participants (60%) feel their 

short-term incentive programs are working 

well, many (40%) will review their 

programs design in 2013. 

 Most organizations continue to 
evaluate their performance measures. 

 Among financial services, 28% noted 
that the emphasis on risk in their 
programs would be reviewed. 

 In most cases, organizations are 
considering increasing/expanding 
current plan design features as 
opposed to contracting/narrowing 
them, as seen below in a deeper dive 
of these findings. 

 

Program Aspect / Feature 

Overall 

Prevalence 

Increasing / 

Expanding 

Decreasing / 

Contracting 

Number of performance measures evaluated 55% 57% 43% 

Emphasis on company financial measures relative 

to other objectives 
43% 88% 12% 

Threshold performance levels to trigger a minimum 

award payout opportunity 
34% 79% 21% 

Target award payout opportunities 32% 92% 8% 

Maximum performance levels to trigger a maximum 

award payout opportunity 
24% 79% 21% 

Maximum award payout opportunities 24% 64% 36% 

Eligibility 22% 62% 38% 

Minimum award payout opportunities 22% 76% 24% 

Emphasis on risk measures 10% 100% 0% 

 

 

Aspects of current short-term programs that 
organizations may review in 2013

1 
 2013

1

 

Performance Measures  
(including the number used and weighting) 

74% 

Payout Opportunities  
(at Minimum, Target, and/or Maximum) 

50% 

Performance Leverage 
(at Threshold and/or Maximum) 

36% 

Eligibility 22% 

Emphasis on Risk 10% 

Other (includes STI pool determination, goal 
alignment, and other general plan design 
updates) 

7% 

1 
Represents participant responses indicating that their STI programs may 
need review in 2013 (n=119). Results will not total 100% due to multiple 
responses.  
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Payout Determination 
Among survey participants, payouts are most commonly determined based on the achievement of 

financial objectives, typically coupled with non-financial and/or individual performance goals. 

 

 
 

When financial goals are reviewed in conjunction with other factors, these financial components typically 

represents 50% to 60% of the overall determination. 
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Executive Profiles  
The following pages summarize historical payouts and performance measures utilized in short-term 

incentive plans, specific to CEOs and executives excluding the CEO.  

Profile: CEO 
Among CEOs, annual incentive payouts are trending toward target levels as opposed to the above target 

payments reported in prior years. Financial measures continue to be prevalent practice in the 

determination of an annual payout. However, among the full survey sample, non-financial goals have 

gained popularity, while the current use of discretion has slightly declined from 2012. 

 Among a constant sample, the use of individual goals has increased, but the actual percentage of 

these goals relative to financial measures varies.  

Payouts for prior year performance as % of Target (2011 – 2013) 

 

Prevalence of Short-term Incentive Determination Factors (2011 – 2013)
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Profile: Excluding CEO
1 

 

 

Payouts for prior year performance as % of Target (2011 – 2013) 

 

Prevalence of Short-term Incentive Determination Factors (2011 – 2013)

 
1
 For comparison purposes, data generally represents members of the leadership/management team and/or direct reports to the 
CEO. 
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Merit (Base Salary) 

Overall, 91% of the organizations surveyed provide their executives with annual merit increases, the 

majority of which (88%) feel that their current process is effective. 

 According to our 2012-2013 Salary 

Increase Survey, most organizations 

are differentiating merit increase 

awards based on an individual’s 

performance. 

 Among most organizations, the 

practice of providing a merit 

increases within the range of 

3.0-3.4% continues to be most 

common, especially at levels below 

the CEO.  

 

Distribution of 2013 Expected Merit Increases 

 

Historical Distribution of Merit Increases (2011 – 2013)
1
 

 

1
 For comparison purposes, data generally represents members of the leadership/management team and/or direct reports to the 
CEO. 
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10% 
14% 

21% 

37% 

7% 
12% 13% 

10% 
15% 

43% 

3% 

16% 
13% 

8% 11% 

44% 

7% 

18% 

No Merit Less than 2.4% Between 2.5% and
2.9%

Between 3.0% and
3.4%

Between 3.5% and
3.9%

Greater than 4.0%

2011 2012 2013

Aspects of the merit increase process that 
organizations most often struggle with  2013

1

 
Linkage between performance assessments and actual 
merit increase 

77% 

Providing meaningful increases with relatively small merit 
budgets 

74% 

Executive perception that merit increases are an entitlement 43% 

Pressure to increase pay for executives above the target 
market position 

34% 

Balancing small merit increases with large incentive 
payments 

20% 

Pressure to compete with peer companies/industry actions 20% 
1
 Represents participant responses indicating that their merit increase 
process is not effective (n = 35). Results will not total 100% due to multiple 
responses.  
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Executive Compensation Governance Program Prevalence  

More organizations have compensation governance programs in place for their executives. These 

programs are most common among publicly-held companies.  

 

 

 

65% 
44% 44% 43% 

23% 

62% 
44% 43% 41% 

22% 32% 34% 31% 25% 
12% 

Ownership Guidelines Anti-Hedging Recoupment/Clawback
(STI)

Recoupment/Clawback
(LTI)

Holding Periods for
Vested Equity

Full Sample (n=318) 

90% 
64% 60% 59% 

29% 

87% 
64% 59% 56% 

27% 
44% 48% 41% 35% 

13% 

Ownership Guidelines Anti-Hedging Recoupment/Clawback
(STI)

Recoupment/Clawback
(LTI)

Holding Periods for
Vested Equity

Publicly-Held (n=210) 

12% 

2% 

12% 14% 
10% 12% 

2% 

14% 16% 
12% 10% 

2% 

10% 
14% 

10% 

Ownership Guidelines Anti-Hedging Recoupment/Clawback
(STI)

Recoupment/Clawback
(LTI)

Holding Periods for
Vested Equity

Privately-Held (n=50) 

CEO Level 2 Level 3
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Participating Organization Information 

Annual Worldwide Revenue and Employee Sizes of Participating Organizations  
Revenue Size Prevalence Employee Size Prevalence 

Less than $49.9 million 1.9% Less than 249 1.3% 

$50 to $99.9 million 1.6% 250 to 499 3.5% 

$100 to $499.9 million 6.9% 500 to 999 3.8% 

$500 to $999.9 million 8.5% 1,000 to 2,499 10.1% 

$1.0 to $2.499 billion 17.6% 2,500 to 4,999 15.1% 

$2.5 to $4.999 billion 19.8% 5,000 to 9,999 16.0% 

$5.0 to $9.999 billion 15.1% 10,000 to 24,999 22.0% 

$10.0 to $24.999 billion 16.0% Greater than 25,000 28.2% 

Greater than $25 billion 12.6%   

 

Annual Asset Sizes of Participating Organizations (Limited to Financial Services)  
Asset Size Prevalence 

Less than $1.0 billion 6.3% 

$1.0 to $4.999 billion 9.4% 

$5.0 to $9.999 billion 9.4% 

$10.0 to $24.999 billion 6.3% 

$25.0 to $49.999 billion 18.7% 

$50.0 to $99.999 billion 14.0% 

$100.0 to $149.999 billion 10.9% 

$150.0 to $199.999 billion 6.3% 

Greater than $200 billion 18.7% 
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Participating Organizations by Alpha 

3M Company Becton Dickinson  Coca-Cola Enterprises, Inc. FBL Financial Group, Inc. 

Adobe Birks & Mayors Colgate-Palmolive  FedEx Corp 

Advent Software, Inc. Black Hills Corporation Coinstar, Inc FEI Company 

Advocate Health Care BlackBerry Ltd Comerica Bank Ferguson Enterprises, Inc. 

AECOM Technology 
Corporation 

Blue Cross Blue Shield of 
Illinois 

Con-way Inc. Ferro Corporation 

Aetna 
Blue Cross and Blue Shield of 
Kansas 

CoreLink Administrative 
Solutions 

FHLB Boston 

Agilent Technologies 
Blue Cross Blue Shield of 
Nebraska 

Cott Beverages Fifth Third Bank 

Air Liquide BlueLinx Covance, Inc. Fifty & Pacific Companies, Inc. 

Air Products & Chemicals BNSF Railway Company Covanta Energy First American 

Alcoa BOK Financial Cox Enterprises First Data Corporation 

Alliant Energy Corporation Booz Allen Hamilton Crown Imports LLC First Niagara 

Allianz Global Assistance BorgWarner Inc. CSG International FirstEnergy Corp. 

Allianz of America  Boston Scientific CTS Corporation  Fiserv, Inc. 

Allstate BrightSource Energy Daiichi-Sankyo, Inc. Florida Blue 

Altarum Institute Brookdale Senior Living Inc Darden Fluor Corporation 

Altria Group, Inc. Brown University Delphi Automotive 
Fortune Brands Home & 
Security, Inc. 

AMD Buckeye Partners, L.P. Delta Dental Freescale Semiconductor 

American Express Caesars Entertainment DENTSPLY International Inc. Furniture Brands 

Amica Mutual Insurance Cajun Operating Company DFS Gartner 

Apogee Enterprises, Inc. Calamos Investments Discover Financial Services General Dynamics 

Applied Materials Campbell Soup Company Dominion Resources General Mills Inc. 

Aquatech International Capital One Finance Domino's Pizza General Motors Company 

Arch Coal, Inc. CARE Dow Chemical  Genuine Parts Company 

Arkema Cargill DSM Genworth Financial 

Armstrong World Industries Carhartt, Inc. Duke Energy Corporation GfK 

Ascension Health Carlson, Inc Duke Realty Corp Glatfelter 

Associated Bank Caterpillar Dynegy Goodman Global Inc 

Assurant Centene Corporation Early Warning Granite Construction, Inc. 

AT&T CenterPoint Energy Eastman Chemical Company H.B. Fuller Company 

AutoZone CEVA Logistics EDF Renewable Energy Hallmark 

Avis Budget Group Chrysler Group LLC Eli Lilly and Company Harley-Davidson 

AXA Equitable CHS Inc. EMC Corporation Healthways 

BAE Systems Cisco ENERGIZER HOLDINGS, INC. Heitman LLC 

Baker Hughes Incorporated CIT Group Inc. Equinix Herman Miller Inc. 

Bank of America Citrix Erie Insurance Group Hillshire Brands Company 

Barry Callebaut USA City Light ESCO Technologies Inc Hines 

Baxter International Inc. City of Charlotte Euronet Worldwide, Inc. 
Hitachi High Technologies 
America, Inc. 

Baylor Health Care System CME Group Exelon Home Depot 

BBVA Compass CoBank Express Horizon BCBSNJ 
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Participating Organizations by Alpha  

HRL Laboratories McDonald's Corporation Popeye’s Louisiana Kitchen Talisman Energy 

HSBC North America Mead Johnson Nutrition 
Potash Corporation of 
Saskatchewan Inc. 

TE Connectivity 

ICF International Microsoft PPD Technip 

IHS MILLERCOORS PPL Corporation Tesoro Corporation 

IMS Health Mohawk Industries Principal Financial Group Texas Instruments 

Ingersoll Rand Moog Inc Procter & Gamble The Boeing Company 

Ingram Industries Inc. MPC Protective Life The Brink's Company 

Ingredion Incorporated MTR Gaming Group Inc Prudential Financial The Hanover Insurance Group 

Integrys Energy Group Murray State University 
Public Service Enterprise 
Group 

The Hartford Financial 
Services Group 

International Paper Company Mutual of Omaha Qualcomm The Hershey Company 

ITW Navy Federal Credit Union Quintiles The Marvin Companies 

JDSU Nektar Therapeutics RBS T-Mobile, USA 

Jewelers Mutual Insurance 
Company  

Nestle USA Reynolds American, Inc Toyota of Puerto Rico, Corp. 

John Hancock New York Life Popeye’s Louisiana Kitchen TransUnion 

JPS Health Network Newell Rubbermaid Inc. Rockwell Automation Travelers 

Juniper Networks Newfield Exploration Ryan Specialty Group Trinity Health 

Kantar 
Northern Star Generation 
Services Company LLC 

Ryerson Inc. Trustmark Companies 

KBR Northern Trust SAIC TTM Technologies 

Kennedy Health System Northgate Gonzalez Markets 
Sasken Communication 
Technologies Limited  

Tupperware Brands 

Keyera Corp. Northrop Grumman Schreiber Foods Inc 
Turner Broadcasting System, 
Inc. 

Kimberly-Clark Nortons Lanka Scripps Networks Interactive Tyco 

Kraft Foods Group, Inc. NVIDIA Seagate Technology U.S. Bank 

L.L.Bean, Inc. Office Max incorporated Senomyx UCB 

Lam Research Olin Corporation Sharp Electronics  UnitedHealth Group 

Legal & General America Omaha Public Power District Sleep Country Canada University of Notre Dame 

Levi Strauss & Company OSG Tap and Die, Inc. SLM Corporation URS Energy & Construction 

John Hancock Owens Corning Southern Company Varian Medical Systems 

LF USA Inc. PACCAR Inc Southwestern Energy (SWN) Via Christi Health 

Liberty Mutual Pacific Dental Services Spectra Energy Corp Visteon Corporation 

Luminex Corporation Parsons Brinckerhoff Sprint Nextel VMware, Inc. 

Luxottica Payless ShoeSource StandardAero VWR International 

M&T Bank People's United Bank State Auto Financial W.W. Grainger, Inc. 

M/I Homes PepsiCo 
STP Nuclear Operating 
Company 

Walgreens 

Magellan Midstream Partners PerkinElmer, Inc. Stratus Technologies Wal-Mart Stores, Inc. 

Maple Leaf Foods Pitney Bowes Inc. Strayer Education Waters Corp 

Marathon Oil Corporation PLANTRONICS, INC. SunGard Data Systems Wells Enterprises 

Marathon Petroleum Company PNC SunTrust Bank Wells Fargo & Company 

Marriott, Intl. PNM Resources, Inc. SymphonyIRI Group 
Wheaton Franciscan 
Healthcare 

MasterCard Polymer Group, Inc. SYNNEX Whole Foods Market 

McAfee Owens Corning  Wm. Wrigley Jr. Company 
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Participating Organizations by Alpha 

Workday XL Group Zions Bancorporation  

WPX Energy Yum! Brands   
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Participating Organizations by Industry 

Consumer Discretionary 

(Includes Automotive, Durable Goods, Hospitality, Media, and Retail) 
Armstrong World 
Industries 

Domino's Pizza Levi Strauss & Company PACCAR Inc 

AutoZone Express LF USA Inc. Payless ShoeSource 

Birks & Mayors Ferguson Enterprises, Inc. Luxottica 
Scripps Networks 
Interactive 

BorgWarner Inc. 
Fifty & Pacific Companies, 
Inc. 

M/I Homes Sharp Electronics  

Brookdale Senior Living 
Inc 

Fortune Brands Home & 
Security, Inc. 

Marriott, Intl. Sleep Country Canada 

Caesars Entertainment Furniture Brands McDonald's Corporation 
Toyota of Puerto Rico, 
Corp. 

Carhartt, Inc. General Motors Company MPC Tupperware Brands 

Carlson, Inc Genuine Parts Company MTR Gaming Group Inc 
Turner Broadcasting 
System, Inc. 

Chrysler Group LLC Goodman Global Inc Newell Rubbermaid Inc. Visteon Corporation 

Coinstar, Inc Harley-Davidson 
Northgate Gonzalez 
Markets 

W.W. Grainger, Inc. 

Darden Herman Miller Inc Office Max incorporated Walgreens 

Delphi Automotive Home Depot OSG Tap and Die, Inc. Wal-Mart Stores, Inc. 

DFS L.L.Bean, Inc. Owens Corning Whole Foods Market 

 

Consumer Staples 

(Includes Food/Beverage/Tobacco and Non-durable Goods) 
Altria Group, Inc. Crown Imports LLC Maple Leaf Foods Procter & Gamble 

Barry Callebaut USA 
ENERGIZER HOLDINGS, 
INC. 

Mead Johnson Nutrition Reynolds American, Inc 

Campbell Soup Company General Mills Inc. MILLERCOORS Schreiber Foods Inc 

Cargill Hallmark Mohawk Industries The Hershey Company 

CHS Inc. Hillshire Brands Company Nestle USA Wells Enterprises 

Coca-Cola Enterprises, 
Inc. 

Ingredion Incorporated PepsiCo Wm. Wrigley Jr. Company 

Colgate-Palmolive  Kimberly-Clark 
Popeye's Louisiana 
Kitchen 

Yum! Brands 

Cott Beverages Kraft Foods Group, Inc.   
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Participating Organizations by Industry 

Financial Services 

(Insurance Providers) 
Aetna 

Blue Cross Blue Shield of 
Illinois 

Jewelers Mutual Insurance 
Company 

Ryan Specialty Group 

Allianz Global Assistance Centene Corporation John Hancock State Auto Financial 

Allianz of America Delta Dental Legal & General America 
The Hanover Insurance 
Group 

Allstate Erie Insurance Group Liberty Mutual 
The Hartford Financial 
Services Group 

Amica Mutual Insurance FBL Financial Group, Inc. Mutual of Omaha Travelers 

Assurant First American New York Life Trustmark Companies 

AXA Equitable Florida Blue Protective Life UnitedHealth Group 

Blue Cross and Blue 
Shield of Kansas 

Genworth Financial Prudential Financial XL Group 

Blue Cross Blue Shield of 
Nebraska 

Horizon BCBSNJ   

 

Financial Services 

(Non-Insurance Providers) 
American Express CME Group HSBC North America RBS 

Associated Bank CoBank M&T Bank SLM Corporation 

Bank of America Comerica Bank Navy Federal Credit Union SunTrust Bank 

BBVA Compass 
Discover Financial 
Services 

Northern Trust TransUnion 

BOK Financial FHLB Boston People's United Bank U.S. Bank 

Calamos Investments Fifth Third Bank PNC Wells Fargo & Company 

Capital One Finance First Data Corporation Principal Financial Group Zions Bancorporation 

CIT Group Inc. First Niagara   
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Participating Organizations by Industry 

Technology 

(Including Telecommunications) 
Adobe Early Warning Lam Research Sprint Nextel 

Advent Software, Inc. EMC Corporation MasterCard Stratus Technologies 

AMD Equinix McAfee SunGard Data Systems 

Applied Materials Fiserv, Inc. Microsoft SYNNEX 

AT&T Freescale Semiconductor NVIDIA TE Connectivity 

BlackBerry Ltd Gartner Pitney Bowes Inc. Texas Instruments 

Cisco HRL Laboratories PLANTRONICS, INC. T-Mobile, USA 

Citrix HIS Qualcomm TTM Technologies 

CoreLink Administrative 
Solutions 

JDSU 
Sasken Communication 
Technologies Limited  

VMware, Inc. 

Cox Enterprises Juniper Networks Seagate Technology Workday 

CSG International    

 

Pharmaceutical 
Baxter International Inc. Eli Lilly and Company PerkinElmer, Inc. 

Takeda Pharmaceuticals 
USA, Ltd. 

Covance, Inc. IMS Health PPD UCB 

Daiichi-Sankyo, Inc. Luminex Corporation Quintiles VWR International 

DSM Nektar Therapeutics Senomyx Waters Corp 

 

Healthcare 

(Includes Providers & Equipment) 
Advocate Health Care Becton Dickinson JPS Health Network Varian Medical Systems 

Agilent Technologies Boston Scientific Kennedy Health System Via Christi Health 

Ascension Health 
DENTSPLY International 

Inc. 
Pacific Dental Services 

Wheaton Franciscan 

Healthcare 

Baylor Health Care System Healthways Trinity Health  
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Participating Organizations by Industry 

Materials / Industrials 

(Including Capital Goods & Services) 
3M Company CEVA Logistics Granite Construction, Inc. Parsons Brinckerhoff 

AECOM Technology 
Corporation 

Con-way Inc. H.B. Fuller Company Polymer Group, Inc. 

Air Liquide Covanta Energy 
Hitachi High Technologies 
America 

Potash Corporation of 
Saskatchewan Inc. 

Air Products & Chemicals CTS Corporation ICF International Rockwell Automation 

Alcoa Dow Chemical  Ingersoll Rand Ryerson Inc. 

Apogee Enterprises, Inc. 
Eastman Chemical 
Company 

Ingram Industries Inc. SAIC 

Aquatech International ESCO Technologies Inc 
International Paper 
Company 

StandardAero 

Arkema FedEx Corp ITW SymphonyIRI Group 

Avis Budget Group FEI Company Kantar The Boeing Company 

BAE Systems Ferro Corporation KBR The Brink's Company 

BlueLinx Fluor Corporation Moog Inc The Marvin Companies 

BNSF Railway Company General Dynamics Northrop Grumman Tyco 

Booz Allen Hamilton GfK Nortons Lanka 
URS Energy & 
Construction 

Caterpillar Glatfelter Olin Corporation  

 



 

Consulting | Talent & Rewards 

Proprietary & Confidential | HT/2013/RT001DS.DOC/12648 05/2013 

36 

Participating Organizations by Industry 

Energy 

(Oil & Gas) 
Arch Coal, Inc. 

Magellan Midstream 
Partners 

Southwestern Energy 
(SWN) 

Technip 

Baker Hughes 
Incorporated 

Marathon Oil Corporation Spectra Energy Corp Tesoro Corporation 

Buckeye Partners, L.P. 
Marathon Petroleum 
Company 

Talisman Energy WPX Energy 

Keyera Corp. Newfield Exploration    

 

Energy 

(Utilities) 
Alliant Energy Corporation Dominion Resources Integrys Energy Group PPL Corporation 

Black Hills Corporation Duke Energy Corporation 
Northern Star Generation 
Services Company LLC 

Public Service Enterprise 
Group 

BrightSource Energy Dynegy 
Omaha Public Power 
District 

Southern Company 

CenterPoint Energy Exelon PNM Resources, Inc. 
STP Nuclear Operating 
Company 

City Light FirstEnergy Corp. 
  

 

Other 

(Includes Education and Real Estate) 
Altarum Institute City of Charlotte Euronet Worldwide, Inc. Murray State University 

Brown University Duke Realty Corp Heitman LLC Strayer Education 

Cajun Operating Company EDF Renewable Energy Hines University of Notre Dame 

CARE    
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Contact Information 

Douglas M. Strey 

Executive Compensation Consultant 

+1.203.852.1100 

doug.strey@aonhewitt.com 

 

Sharon B. Pistilli 

Executive Compensation Consultant 

+1.203.852.1100 

sharon.pistilli@aonhewitt.com 
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About Aon Hewitt 

Aon Hewitt is the global leader in human capital consulting and outsourcing solutions. The company 

partners with organizations to solve their most complex benefits, talent and related financial challenges, 

and improve business performance. Aon Hewitt designs, implements, communicate and administer a 

wide range of human capital, retirement, investment management, health care, compensation and talent 

management strategies. With more than 29,000 professionals in 90 countries, Aon Hewitt makes the 

world a better place to work for clients and their employees. For more information on Aon Hewitt, please 

visit www.aonhewitt.com. 
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Distribution of Study Companies by Sales Volume
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About This Material 
This report presents an analysis of the compensation programs for outside directors at 257 public 
companies. This report splits the study group into two subgroups—companies with sales less than 
$2.5 billion (“Smaller Companies”) and those with sales in excess of $2.5 billion (“Larger Companies”). 
All of the data was gathered from public documents filed between January 1, 2012 and December 31, 
2012. Annual sales range from $59.6 million to $91.7 billion, with an average of $8.5 billion and a median 
of $3.9 billion. A list of the study companies is provided in Appendix E.  

This analysis includes a review of the following areas of compensation: 

 Annual board retainer; 

 Board meeting fees; 

 Committee fees (including retainers and chairman fees); 

 Equity compensation; 

 Net total compensation; and 

 Program prevalence. 
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Executive Summary and Results 

Components of Compensation 

Retainer 
The annual retainer makes up 32% of average outside director’s compensation. The average annual 
retainer for all companies is $67,231, and the median for the group is $60,000. Note: This includes 
retainers paid in cash and equity. 

Ninety-eight percent of all companies provide directors with an annual retainer. Ninety-five percent of the 
companies that provide retainers do so solely in cash and only two percent solely in the form of equity. 
Three percent of the companies providing retainers include a mix of cash and equity. 

Board Meetings and Fees 
Three percent of the average outside directors’ compensation is paid in the form of board meeting fees. 
The prevalence of board meeting fees continues to decline. Only thirty-five percent of the companies in 
this analysis pay board meeting fees, down from 56% of companies in 2009. Board meeting fees are 
more common at smaller companies (42%) than larger companies (30%). Of those companies that pay 
meeting fees, the average fee is $2,041 and the median is $1,533 per meeting. Boards met on an 
average of eight times during 2012. 

Committees and Fees 
Committee fees make up 8% of the average outside director’s pay. Due to the additional responsibility 
and time commitment required, nearly all of companies in this analysis (98%) pay outside directors 
additional fees for committee service.  

The chairmen of the most common standing committees (Audit, Compensation, Nominating and 
Governance) receive additional retainers at over 90% of the companies in this study. The Audit 
Committee chairmen receive the greatest with a median retainer of $20,000. Median chairman retainers 
for the Compensation Committee and Nominating and Governance Committee are $15,000 and $10,000 
respectively. 

Committee member retainers are less prevalent than chairman retainers. Audit Committee members 
receive an additional retainer at 45% of companies, while only 30% of companies provide additional 
retainers for Compensation Committee or Nominating and Governance Committee members. Member 
retainer values are roughly half of the committee chairman retainers. 

As more companies provide annual retainers for committee chairmanship and membership, fewer are 
paying committee meeting fees. The prevalence of committee meeting fees has declined from 56% in 
2009 to only 36% in 2012. For those companies that pay committee meeting fees, fees among all three 
committees are consistent with a median of $1,500 per meeting. 
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Equity 
All equity values have been calculated using the fair market value on March 31, 2012. Nonretainer equity 
grants account for fifty-eight percent of the average outside director’s pay package. The median and 
average nonretainer equity economic value is $110,000 and $121,382, respectively. Ninety-six percent of 
the companies provide some form of nonretainer equity compensation. Approximately 19% of the study 
group companies provide “welcome to the board,” one-time equity grants, with restricted stock and stock 
options being the most common equity vehicles for these initial grants. 

Of all of the equity vehicles, the majority practice is to use restricted stock (55%). Stock options continue 
to decline in prevalence (24%). Deferred stock (21%) and outright stock (20%) are lesser utilized vehicles, 
however, becoming more prevalent. The overall trend continues to be the replacement of stock option 
grants with full-value shares. For the Larger Companies, stock options only comprise 8% of the average 
outside directors’ compensation. For Smaller Companies, the comparable percentage is 18%. 

Benefit Prevalence 
Sixty-one percent of companies offer directors a deferred compensation plan. All other types of benefits 
are becoming increasingly rare. Besides deferred compensation plans, matching gifts are the most 
prevalent director benefit. Twenty-five percent of companies offer matching gift programs with a median 
match of $10,000. No companies in the study offer directors retirement plans and only 10% offer 
insurance plans. 

Policies and Guidelines 

Lead/Presiding Director and Nonexecutive Chairman Prevalence 
Lead or presiding director and nonexecutive chairman prevalence has increased over the past few years. 
For purposes of our analysis, a lead/presiding director is an appointed position that is held by one person 
for at least a full year (as opposed to a position that rotates among directors on a per meeting basis). 
Sixty-four percent of companies reported having a lead director. Of those companies with a lead director, 
78% provided additional special compensation. In 2012, the median lead director additional 
compensation was $25,000 and the average was $29,734. 

The presence of nonexecutive chairmen has also increased over the past few years, with 102 companies 
(40%) reporting a nonexecutive chairman in this analysis (compared with 22% in 2009). We define a 
nonexecutive chairman as an outside board chairman receiving board fees, as opposed to an executive 
chairman paid as an employee of the company. In 2012, 78% of the companies with a nonexecutive 
chairman gave special awards/fees to their nonexecutive chairman. The median additional compensation 
for these nonexecutive chairmen was $80,000 and the average was $106,419. 

Ownership Guidelines 
Stock ownership guidelines for outside directors are common. Eighty-four percent of the companies 
reported that directors are expected to meet certain equity ownership requirements.  
Of those companies that disclosed such information, 65% expressed ownership requirements as a 
multiple of compensation, which typically requires a stock position worth five times the annual retainer. 
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Sixteen percent of the companies require directors to own a certain number of shares, 12% require 
directors to own a flat dollar amount, and 6% are required to hold all equity that has been granted until 
retirement from the board. The remaining 1% of companies requires directors to hold all granted equity 
until a specified time, generally one year after retirement from the board. 

Retirement Guidelines 
Sixty-four percent of companies reported a retirement age for outside directors. The median age 
disclosed was 72. 

Term Limits 
Seven companies (3%) in this analysis have term limits for directors. The median and average term (for 
companies implementing these guidelines) is 15 years. 
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Non-Telephonic Number of Total Total Total Total

Board Non-Telephonic Board Retainer & Board Committee Retainer Nonretainer Net Total 
Company Name Revenues Cash Stock Total Mtg Fee Board Mtgs Mtg Fees Mtg Fees Fees and Fees Equity Compensation

Count 257 249 12 253 90 257 88 254 253 256 248 257
Prevalence % 100% 97% 5% 98% 35% 100% 34% 99% 98% 100% 96% 100%
Low $60 $0 $0 $0 $0 1 $0 $0 $0 $0 $0 $9,546
25th Percentile $1,287 $50,000 $0 $50,000 $0 5 $0 $52,500 $7,333 $69,063 $80,000 $163,643
Median $3,949 $60,000 $0 $60,000 $0 7 $0 $70,000 $13,613 $87,682 $110,000 $205,500
75th Percentile $9,215 $80,000 $0 $85,000 $1,500 9 $9,000 $88,000 $21,889 $106,818 $140,000 $244,600
High $91,658 $240,000 $105,000 $240,000 $7,500 22 $55,000 $240,000 $58,200 $255,833 $594,660 $659,660
Average $8,513 $64,989 $2,242 $67,231 $715 8 $5,511 $72,742 $16,069 $88,811 $121,382 $210,193

Annual Board Retainer

 

 

 

 

Distribution of Outside Director Compensation

Outright Stock
9%

Deferred Stock 
11%

Restricted Stock 
26%

Committee Fees 
8%

Board 
Meeting Fees 

3%

Board Retainer 
32%

Stock Options 
12%

Plan Type Prevalence 
  
Benefits Plan 69% 
Deferred Compensation 61% 
Retirement Plan 0% 
Insurance 10% 
Life Insurance 3% 
AD&D Insurance 2% 
Travel Insurance 6% 
Medical Insurance 2% 
Matching Gift 25% 
Charitable Contributions 3% 
  
Equity Plan 96% 
Stock Options 24% 
Restricted Stock 55% 
Outright Stock 20% 
Deferred Stock 21% 
  
Stock Ownership Guidelines 84% 
  

Retirement Age Guidelines 64% 
Median Retirement Age 72 
  

Nonretainer 
Equity 58% 
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Committee Fees—All Companies

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Audit Committee
Count 257 118 257 93 257 247 257 91 257 257 257 257 257
Low $0 $2,000 $0 $333 $0 $3,000 $0 $333 1 0 0 $0 $0
25th $0 $7,500 $0 $1,500 $15,000 $15,000 $0 $1,450 6 2 1 $0 $18,000
Median $0 $10,000 $0 $1,500 $20,000 $20,000 $0 $1,500 8 3 1 $10,000 $25,000
75th $10,000 $15,000 $1,500 $2,000 $25,000 $25,000 $1,500 $2,000 10 4 1 $15,000 $32,500
High $30,000 $30,000 $5,000 $5,000 $81,360 $81,360 $5,000 $5,000 22 7 1 $43,000 $81,360
Average $5,314 $11,573 $609 $1,683 $20,206 $21,024 $618 $1,746 8 3 1 $10,331 $25,278

Compensation Committee
Count 255 81 255 90 255 242 255 88 254 255 255 255 255
Low $0 $1,000 $0 $500 $0 $2,500 $0 $500 1 1 0 $0 $0
25th $0 $5,000 $0 $1,250 $10,000 $10,000 $0 $1,250 5 2 1 $0 $12,000
Median $0 $8,000 $0 $1,500 $15,000 $15,000 $0 $1,500 6 3 1 $6,000 $16,000
75th $5,000 $10,000 $1,500 $2,000 $20,000 $20,000 $1,325 $2,000 8 4 1 $10,000 $25,000
High $25,000 $25,000 $5,000 $5,000 $67,360 $67,360 $5,000 $5,000 17 7 1 $38,500 $67,360
Average $2,918 $9,186 $557 $1,578 $14,895 $15,696 $550 $1,594 6 3 1 $6,510 $18,433

Nominating/ Governance Committee
Count 247 73 247 86 247 227 247 84 241 247 247 247 247
Low $0 $1,000 $0 $200 $0 $1,500 $0 $200 1 1 0 $0 $0
25th $0 $5,000 $0 $1,250 $7,500 $10,000 $0 $1,250 3 2 1 $0 $10,000
Median $0 $6,000 $0 $1,500 $10,000 $10,000 $0 $1,500 4 3 1 $3,750 $12,900
75th $5,000 $10,000 $1,325 $1,788 $15,000 $15,000 $1,250 $1,800 5 4 1 $7,500 $17,250
High $20,000 $20,000 $5,000 $5,000 $61,360 $61,360 $5,000 $5,000 14 8 1 $20,000 $61,360
Average $2,149 $7,272 $545 $1,565 $11,482 $12,493 $538 $1,582 4 3 1 $4,366 $13,663

Finance Committee
Count 67 9 67 22 67 62 67 22 60 67 67 67 67
Low $0 $3,000 $0 $500 $0 $3,000 $0 $500 1 0 0 $0 $0
25th $0 $5,000 $0 $1,500 $7,750 $8,500 $0 $1,500 3 3 1 $0 $10,000
Median $0 $7,500 $0 $1,625 $10,000 $10,000 $0 $1,775 5 3 1 $0 $12,500
75th $0 $10,000 $1,500 $2,000 $15,000 $15,000 $1,500 $2,000 6 4 1 $6,725 $20,000
High $20,000 $20,000 $3,000 $3,000 $30,000 $30,000 $3,000 $3,000 12 13 1 $34,000 $39,000
Average $1,112 $8,278 $590 $1,795 $11,157 $12,056 $594 $1,809 5 3 1 $4,221 $14,284

Executive Committee
Count 94 12 94 36 94 31 94 34 27 94 94 94 94
Low $0 $2,000 $0 $500 $0 $3,000 $0 $500 1 0 0 $0 $0
25th $0 $7,000 $0 $1,500 $0 $7,625 $0 $1,500 1 2 0 $0 $0
Median $0 $11,250 $0 $1,500 $0 $10,000 $0 $1,500 2 3 0 $0 $0
75th $0 $19,625 $1,500 $1,563 $6,875 $15,000 $1,500 $1,788 5 4 1 $750 $9,438
High $25,000 $25,000 $5,000 $5,000 $20,000 $20,000 $5,000 $5,000 11 7 1 $25,000 $45,000
Average $1,596 $12,500 $618 $1,613 $3,870 $11,734 $623 $1,722 3 3 0 $2,521 $5,051

Other Committees
Count 137 27 137 50 137 113 137 48 115 137 137 137 137
Low $0 $3,000 $0 $500 $0 $5,000 $0 $500 1 0 0 $0 $0
25th $0 $5,000 $0 $1,500 $5,000 $10,000 $0 $1,500 3 2 1 $0 $9,500
Median $0 $7,500 $0 $1,500 $10,000 $11,250 $0 $1,500 4 3 1 $0 $12,500
75th $0 $10,000 $1,500 $1,950 $15,000 $15,000 $1,500 $2,000 5 4 1 $7,500 $20,000
High $20,000 $20,000 $3,000 $3,000 $61,360 $61,360 $3,000 $3,000 17 9 2 $32,000 $61,360
Average $1,558 $7,907 $575 $1,575 $11,205 $13,585 $560 $1,599 5 3 1 $4,354 $13,968

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Year-Over-Year Analysis of Outside Director Compensation 
The data below summarizes an analysis comparing disclosed compensation practices from 2011 to 2012 at a constant sample of 107 companies 
with median revenue of $6.4 billion in 2011 and $6.6 billion in 2012. Detailed summary statistics and exhibits for this analysis can be found in 
Appendix C.  

Change in Median1 Compensation 

 Median Pay Including Zeros 
Pay Component 2011 2012 Percent Change
Total Retainer $75,000 $75,000  0.0%
Board Meeting Fees $0 $0  N/A
Committee Fees $14,643 $13,613  -7.0%
Nonretainer Equity $100,000 $110,000  +10.0%
Total Compensation $212,000 $223,200  +5.3%
1 Not additive    

Cash Compensation 
In 2012, 22% of companies in the group increased their cash retainers. The average cash retainer increased by 3.5% from $71,084 to $73,593. 
The median annual cash retainer value increased by 7.1% and the total average annual retainer decreased by 7.6% as more companies 
separated annual equity grants from retainers.  

The use of board meeting fees as a vehicle of compensation has declined in recent years, with just over one-third paying meeting fees. Average 
board meeting fees dropped 1.1% from $6,526 in 2011 to $6,455 in 2012. Of the companies in the group, 5% reported either a reduction or 
elimination of board meeting fees, while 3% increased or implemented board meeting fees. 
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Nonretainer Equity Compensation 
The prevalence of nonretainer equity compensation increased with 86% of companies using nonretainer equity in 2011 and 94% in 2012. The 
increase is due to companies separating annual equity grants from cash retainers. Thirty-seven percent of the group saw increases to nonretainer 
equity compensation. The median nonretainer equity award increased 10% from $100,000 in 2011 to $110,000 in 2012.   

Study Group Stock Price Change (2011 to 2012) 

Statistical Measure 
Percent 
Change

25th %ile -10%
Median +2%
Average +0%
75th %ile +13%
 

Study Group Average Stock Price Change by 2012 Revenues (2011 to 2012) 

Revenues ($) 
Percent 
Change

Under $1 Billion +13%
$1 Billion to $2.5 Billion -7%
$2.5 Billion to $5 Billion +3%
$5 Billion to $10 Billion -5%
$10 Billion to $20 Billion +4%
Over $20 Billion +1%
 

Total Board Compensation 
The median total director compensation package increased in value by 5.3% from 2011 to 2012. The increase in total compensation is chiefly 
attributed to the increase in nonretainer equity (10.0%) from 2011 to 2012. 
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Three-Year Analysis of Outside Director Compensation 
An additional analysis of trends in outside director compensation from 2009 to 2012 was performed using a constant sample of 127 companies 
with median revenues of $5.4 billion in 2009 and $6.4 billion in 2012. Detailed summary statistics and exhibits for this analysis can be found in 
Appendix D.  

Change in Median1 Compensation 

 Median Pay Including Zeros 
Pay Component 2009 2012 Percent Change
Total Retainer $65,000 $75,000  +15.4%
Board Meeting Fees $0 $0 N/A
Committee Fees $15,500 $13,613  -12.2%
Nonretainer Equity $79,800 $110,000  +37.8%
Total Compensation $176,706 $217,500  +23.1%
1 Not additive    

 

Cash Compensation 
The number of companies paying equity retainers decreased by 15%, while the number of companies reporting cash retainer payments increased 
2%. As expected, total retainer values increased from 2009 to 2012, with the increase in cash retainers greatly outweighing the decrease in equity 
retainers. 

The frequency of paying meeting fees continues to decline. The percentage of companies paying board meeting fees dropped from nearly half in 
2009 (49%) to only 37% in 2012. The average value of board meeting fees paid to directors has dropped nearly 25% since 2009.  
 

 



 

Consulting  |  Global Compensation & Talent 
Proprietary & Confidential   |  AA/OD/2013 Outside Director Compensation.DOC/LS0113996  05/2013 10

Nonretainer Equity Compensation 
The prevalence of nonretainer equity compensation has increased from 87% in 2009 to 95% in 2012, as more companies are separating equity 
grants from annual retainers. Despite great increases in stock price from March 2009 to March 2012 (80% at median), increases to nonretainer 
equity were only 38% (at median). This is due to companies targeting equity values in dollar amounts instead of a set number of shares. 

Study Group Stock Price Change (2009 to 2012) 

Statistical Measure Percent Change
25th %ile  +36%
Median  +80%
Average  +114%
75th %ile  +156%
 
 

Study Group Average Stock Price Change by 2012 Revenues (2009 to 2012) 

Revenues ($) Percent Change
Under $1 Billion +34%
$1 Billion to $2.5 Billion +99%
$2.5 Billion to $5 Billion +165%
$5 Billion to $10 Billion +115%
$10 Billion to $20 Billion +120%
Over $20 Billion  +78%

Total Board Compensation 
The median total compensation paid to outside directors from 2009 to 2012 increased by 23.1% from $176,706 to $217,500. The average total 
director compensation increased by 15.3%. Increases in total retainer and nonretainer equity, tempered by a decrease in board meeting fees, 
contributed to the overall increase in median total compensation. 
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General Trends in Outside Director Compensation 
Interest in board compensation increased several years ago due to an intense degree of scrutiny regarding corporate governance policies. 
Multiple initiatives—from federal and state legislative bodies, regulatory/oversight agencies, the institutional shareholder community, and the 
business community itself—actively transformed the way publicly held companies manage their daily affairs. After several years of change, board 
compensation has remained relatively consistent over the past two years. 

Many of the governance changes that have occurred over the past several years that are now common place are described below: 

 Movement away from classified boards to annual elections; 

 There is an increase in the responsibilities and the time commitment for members of audit, governance, and compensation committees; 

 Increased prevalence of a nonexecutive chairman or lead director; 

 Board affiliations have shrunk. An increasing number of companies are limiting the number of boards on which an individual director may sit; 

 More directors need to have financial expertise; 

 Directors are paid more; 

 Movement away from board meeting fees and, to a lesser extent, decreasing committee fee usage while increasing board and committee 
retainers; 

 Many companies have adopted board compensation programs to reflect the increased time and effort required, as well as the increased 
burden associated with serving as a committee chair; 

 There is greater potential liability attached to board membership; particularly if the director is a member of the audit or compensation 
committee; and  

 Companies are requiring directors to hold more stock in the company. This is being done to ensure directors are adequately invested in the 
companies on whose board they serve. 
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Trends by Pay Component 
Equity Compensation 
The use of full-value stock has become more prevalent than stock option awards. This can be attributed to the following: 

 Increases directors’ focus on long-term ownership and alignment with the interests of shareholders; 

 Avoids the high leverage of stock options; and 

 Eliminates the ability of directors to “time” their acquisition of ownership (e.g., stock option exercises) that can be subject to scrutiny. 

Other trends have developed in this component of pay, most notably: 

 Equity grants are typically made on an annual basis, often following the board election; 

 Equity vesting is moving toward immediate or one year, to align with the market practice of annual elections; and 

 Companies are targeting a dollar value for equity grants to avoid annual variations in pay due to stock price fluctuation. 

Cash Compensation 
The use of heightened retainers and fees for committee chairs continues to rise in recognition of their increasing leadership role as boards 
delegate more responsibility to their committees. Accordingly, specific trends have emerged: 

 Most companies provide annual retainers in cash rather than equity;  

 The majority of companies provide committee chairmen with additional cash retainers; and 

 Fewer companies are providing board and committee meeting fees to directors. 

Going forward we expect to see overall outside director compensation increase at a modest rate. 
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Study Methodology 
This section describes the methodology used to value the components of total compensation. 

Board Retainer and Meeting Fees 
For each company, the cash and equity portions of the annual retainer are reported as a single dollar value. The value of the board meeting fee 
was computed by multiplying the board meeting fee paid by the company by the number of board meetings held. 

Committee Fees 
The actual committee retainer and committee meeting fees paid to each director for each committee on which he/she actually served were 
summed. This was done by multiplying the number of committee meetings by the committee meeting fee and adding the committee member or 
chair retainer (where applicable) for each director at each comparator company. An average director fee then was calculated for each comparator 
company. 

Total Retainer and Fees 
Total retainer and fees include the annual retainer (including amounts paid in equity), fees for attending board and committee meetings, and any 
additional retainers provided for committee service. 

Equity Programs 
The methodology used to value each form of equity-based award is described below. The methodology was applied to the most recent grant made 
by the comparator companies. To be consistent among the comparator group, a common date (March 31, 2012) was used to determine the stock 
price. The general principle behind the valuation method is to arrive at a figure that corresponds as closely as possible to the intrinsic value of the 
award on the date of grant. 
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Stock Options 
In order to recognize the potential value inherent in stock options, a Black-Scholes option pricing model identical to that used by major option 
exchanges was employed. This model takes into account several factors in assigning a value to the option including: 

 Frequency of grants; 

 Option price; 

 Length of option term; 

 Current market value of stock; 

 Stock price volatility; 

 Projected dividend flow; and 

 Risk-free interest rate. 

Outright, Deferred, and Restricted Stock Grants 
The value of outright, deferred, and restricted stock grants was obtained by multiplying the number of shares granted by the company’s stock price 
as of March 31, 2012. 

Total Compensation 
For each company, the dollar values calculated for each component of pay were summed to provide a total compensation value. 
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Appendix A: Total Compensation Summary—Company 
Sales
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Revenues Under $2.5 Billion
Total Compensation

Non-Telephonic Number of Total Total Total Total
Revenues Board Non-Telephonic Board Retainer & Board Committee Retainer Nonretainer Net Total 

Company Name ($MM) Cash Stock Total Mtg Fee Board Mtgs Mtg Fees Mtg Fees Fees and Fees Equity Compensation

Count 104 99 4 101 44 104 43 102 101 104 100 104
Prevalence % 100% 95% 4% 97% 42% 100% 41% 98% 97% 100% 96% 100%
Low $60 $0 $0 $0 $0 1 $0 $0 $0 $5,714 $0 $9,546
25th Percentile $663 $36,000 $0 $37,500 $0 5 $0 $43,875 $6,838 $57,117 $65,000 $139,209
Median $1,100 $50,000 $0 $50,000 $0 7 $0 $55,000 $14,568 $69,857 $95,373 $168,810
75th Percentile $1,851 $60,000 $0 $60,000 $1,500 9 $8,188 $65,000 $20,808 $84,998 $127,712 $206,769
High $2,474 $150,000 $45,000 $150,000 $4,500 22 $38,000 $150,000 $51,143 $165,714 $594,660 $659,660
Average $1,217 $48,780 $1,070 $49,849 $691 8 $5,705 $55,555 $14,927 $70,482 $114,208 $184,690

Annual Board Retainer

 

UPDATE 

Distribution of Outside Director Compensation

Outright Stock
6% Deferred Stock 

5%

Restricted Stock 
33%

Stock Options 
18%

Board 
Meeting Fees 

3%

Board Retainer 
27%

Committee Fees 
8%

Nonretainer 
Equity 62% 

Plan Type Prevalence 
  
Benefits Plan 48% 
Deferred Compensation 41% 
Retirement Plan 0% 
Insurance 4% 
Life Insurance 1% 
AD&D Insurance 0% 
Travel Insurance 1% 
Medical Insurance 3% 
Matching Gift 5% 
Charitable Contributions 2% 
  
Equity Plan 97% 
Stock Options 31% 
Restricted Stock 65% 
Outright Stock 14% 
Deferred Stock 9% 
  
Stock Ownership Guidelines 71% 
  

Retirement Age Guidelines 45% 
Median Retirement Age 72 
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Revenues Over $2.5 Billion
Total Compensation

Non-Telephonic Number of Total Total Total Total
Board Non-Telephonic Board Retainer & Board Committee Retainer Nonretainer Net Total 

Company Name Revenues Cash Stock Total Mtg Fee Board Mtgs Mtg Fees Mtg Fees Fees and Fees Equity Compensation

Count 153 150 8 152 46 153 45 152 152 152 148 153
Prevalence % 100% 98% 5% 99% 30% 100% 29% 99% 99% 99% 97% 100%
Low $2,502 $0 $0 $0 $0 4 $0 $0 $0 $0 $0 $47,833
25th Percentile $4,404 $55,000 $0 $60,000 $0 6 $0 $68,200 $7,857 $85,875 $100,000 $191,150
Median $7,101 $75,000 $0 $75,000 $0 7 $0 $80,000 $13,200 $96,111 $120,000 $225,803
75th Percentile $14,807 $90,000 $0 $95,000 $1,500 9 $10,000 $100,000 $22,500 $116,091 $140,000 $253,000
High $91,658 $240,000 $105,000 $240,000 $7,500 18 $55,000 $240,000 $58,200 $255,833 $341,040 $433,845
Average $13,472 $76,007 $3,039 $79,046 $731 8 $5,379 $84,425 $16,845 $101,270 $126,258 $227,528

Annual Board Retainer

 

 
Distribution of Outside Director Compensation

Outright Stock
9%

Deferred Stock 
15%

Restricted Stock 
23%Stock Options 

8%

Board 
Meeting Fees 

2%

Board Retainer 
35%

Committee 
Fees 
7%

Nonretainer 
Equity 55% 

Plan Type Prevalence 
  
Benefits Plan 83% 
Deferred Compensation 74% 
Retirement Plan 0% 
Insurance 14% 
Life Insurance 5% 
AD&D Insurance 3% 
Travel Insurance 10% 
Medical Insurance 1% 
Matching Gift 39% 
Charitable Contributions 4% 
  
Equity Plan 97% 
Stock Options 19% 
Restricted Stock 48% 
Outright Stock 24% 
Deferred Stock 29% 
  
Stock Ownership Guidelines 93% 
  

Retirement Age Guidelines 77% 
Median Retirement Age 72 
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Appendix B: Committee Fee Summary—Company Sales
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Committee Fees—Audit Committee

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 103 52 103 39 103 96 103 39 103 103 103 103 103
Low $0 $2,000 $0 $333 $0 $5,000 $0 $333 1 0 1 $0 $0
25th $0 $5,000 $0 $1,000 $10,000 $12,500 $0 $1,000 5 2 1 $1,783 $15,000
Median $2,000 $10,000 $0 $1,500 $15,000 $15,000 $0 $1,500 7 2 1 $10,000 $20,000
75th $10,000 $12,500 $1,250 $1,900 $20,000 $23,125 $1,250 $1,900 9 3 1 $15,000 $29,000
High $30,000 $30,000 $3,000 $3,000 $45,000 $45,000 $5,000 $5,000 16 5 1 $30,000 $45,000
Average $5,321 $10,541 $559 $1,476 $17,231 $18,487 $596 $1,573 7 3 1 $9,360 $21,547

Over $2.5B
Count 154 66 154 54 154 151 154 52 154 154 154 154 154
Low $0 $3,000 $0 $1,000 $0 $3,000 $0 $1,000 4 1 0 $0 $0
25th $0 $7,875 $0 $1,500 $15,000 $15,000 $0 $1,500 7 2 1 $0 $20,000
Median $0 $10,000 $0 $1,500 $20,000 $20,000 $0 $1,500 9 3 1 $10,000 $25,000
75th $10,000 $15,000 $1,500 $2,000 $25,000 $25,000 $1,500 $2,000 11 4 1 $17,250 $34,950
High $30,000 $30,000 $5,000 $5,000 $81,360 $81,360 $5,000 $5,000 22 7 1 $43,000 $81,360
Average $5,308 $12,386 $643 $1,833 $22,195 $22,636 $633 $1,875 9 3 1 $10,980 $27,773

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Committee Fees—Compensation Committee

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 102 43 102 37 102 94 102 37 101 102 102 102 102
Low $0 $1,000 $0 $500 $0 $4,000 $0 $500 1 1 1 $0 $0
25th $0 $5,000 $0 $1,000 $8,000 $10,000 $0 $1,000 4 2 1 $0 $10,000
Median $0 $7,500 $0 $1,500 $10,500 $12,500 $0 $1,500 6 3 1 $6,000 $15,000
75th $6,500 $10,000 $1,000 $1,500 $15,000 $15,000 $1,000 $1,500 7 3 1 $10,000 $20,000
High $25,000 $25,000 $2,000 $2,000 $40,000 $40,000 $2,000 $2,000 17 5 1 $25,500 $42,500
Average $3,403 $8,071 $490 $1,351 $12,706 $13,787 $498 $1,373 6 3 1 $6,703 $16,035

Over $2.5B
Count 153 38 153 53 153 148 153 51 153 153 153 153 153
Low $0 $3,000 $0 $500 $0 $2,500 $0 $500 2 1 0 $0 $0
25th $0 $6,250 $0 $1,500 $10,000 $10,000 $0 $1,500 5 2 1 $0 $15,000
Median $0 $10,000 $0 $1,500 $15,000 $15,000 $0 $1,500 6 3 1 $5,000 $20,000
75th $0 $15,000 $1,500 $2,000 $20,000 $20,000 $1,500 $2,000 8 4 1 $10,500 $25,000
High $25,000 $25,000 $5,000 $5,000 $67,360 $67,360 $5,000 $5,000 16 7 1 $38,500 $67,360
Average $2,595 $10,447 $601 $1,736 $16,355 $16,908 $585 $1,755 6 3 1 $6,381 $20,031

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Committee Fees—Nominating & Governance Committee

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 96 38 96 33 96 82 96 33 90 96 96 96 96
Low $0 $1,000 $0 $200 $0 $2,500 $0 $200 1 1 0 $0 $0
25th $0 $5,000 $0 $1,000 $5,000 $5,000 $0 $1,000 2 2 1 $0 $5,000
Median $0 $5,000 $0 $1,500 $8,000 $10,000 $0 $1,500 4 2 1 $4,000 $10,000
75th $5,000 $7,500 $1,000 $1,500 $12,500 $14,375 $1,000 $1,500 5 3 1 $7,500 $15,000
High $20,000 $20,000 $2,000 $2,000 $30,000 $30,000 $2,000 $2,000 12 6 1 $20,000 $31,500
Average $2,498 $6,311 $454 $1,321 $8,839 $10,348 $457 $1,330 4 3 1 $4,220 $10,574

Over $2.5B
Count 151 35 151 53 151 145 151 51 151 151 151 151 151
Low $0 $2,500 $0 $1,000 $0 $1,500 $0 $1,000 1 1 0 $0 $0
25th $0 $5,000 $0 $1,500 $10,000 $10,000 $0 $1,500 3 2 1 $0 $10,000
Median $0 $7,500 $0 $1,500 $10,000 $12,000 $0 $1,500 4 3 1 $3,000 $15,000
75th $0 $10,000 $1,500 $2,000 $15,000 $15,000 $1,500 $2,000 5 4 1 $7,500 $20,000
High $20,000 $20,000 $5,000 $5,000 $61,360 $61,360 $5,000 $5,000 14 8 1 $20,000 $61,360
Average $1,927 $8,314 $603 $1,717 $13,161 $13,706 $589 $1,745 4 3 1 $4,460 $15,628

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Committee Fees—Finance Committee

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 16 2 16 7 16 13 16 7 14 16 16 16 16
Low $0 $4,000 $0 $500 $0 $5,000 $0 $500 1 2 0 $0 $0
25th $0 $5,500 $0 $1,375 $5,000 $7,500 $0 $1,375 3 2 1 $0 $5,000
Median $0 $7,000 $0 $1,500 $7,750 $8,000 $0 $1,800 4 3 1 $0 $11,750
75th $0 $8,500 $1,500 $1,900 $11,250 $15,000 $1,575 $1,900 5 3 1 $6,000 $14,775
High $10,000 $10,000 $3,000 $3,000 $20,000 $20,000 $3,000 $3,000 8 5 1 $34,000 $39,000
Average $875 $7,000 $722 $1,650 $8,594 $10,577 $741 $1,693 4 3 1 $4,059 $11,853

Over $2.5B
Count 51 7 51 15 51 49 51 15 46 51 51 51 51
Low $0 $3,000 $0 $1,000 $0 $3,000 $0 $1,000 2 0 0 $0 $3,000
25th $0 $5,000 $0 $1,500 $10,000 $10,000 $0 $1,500 4 3 1 $0 $10,000
Median $0 $7,500 $0 $1,750 $10,000 $10,000 $0 $1,750 5 4 1 $0 $12,500
75th $0 $10,000 $1,350 $2,000 $15,000 $15,000 $1,350 $2,000 7 4 1 $7,750 $20,000
High $20,000 $20,000 $3,000 $3,000 $30,000 $30,000 $3,000 $3,000 12 13 1 $24,000 $33,000
Average $1,186 $8,643 $548 $1,863 $11,961 $12,449 $548 $1,863 5 4 1 $4,272 $15,046

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Committee Fees—Executive Committee

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 31 8 31 14 31 10 31 14 13 31 31 31 31
Low $0 $4,000 $0 $500 $0 $3,000 $0 $500 1 0 0 $0 $0
25th $0 $7,000 $0 $1,250 $0 $5,000 $0 $1,250 1 1 0 $0 $0
Median $0 $10,000 $0 $1,500 $0 $7,625 $0 $1,500 1 2 0 $0 $1,000
75th $2,000 $14,250 $1,500 $1,500 $5,000 $10,000 $1,500 $1,500 4 2 1 $4,000 $5,000
High $25,000 $25,000 $2,000 $2,000 $20,000 $20,000 $5,000 $5,000 9 6 1 $25,000 $45,000
Average $3,000 $11,625 $613 $1,357 $2,879 $8,925 $726 $1,607 3 2 0 $3,726 $4,621

Over $2.5B
Count 63 4 63 22 63 21 63 20 14 63 63 63 63
Low $0 $2,000 $0 $1,000 $0 $5,000 $0 $1,000 1 0 0 $0 $0
25th $0 $11,750 $0 $1,500 $0 $10,000 $0 $1,500 2 2 0 $0 $0
Median $0 $17,500 $0 $1,500 $0 $12,500 $0 $1,500 3 3 0 $0 $0
75th $0 $20,000 $1,500 $1,950 $10,000 $15,000 $1,500 $2,000 5 4 1 $0 $10,000
High $20,000 $20,000 $5,000 $5,000 $20,000 $20,000 $5,000 $5,000 11 7 1 $22,000 $37,000
Average $905 $14,250 $620 $1,775 $4,357 $13,071 $572 $1,803 4 3 0 $1,929 $5,262

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Committee Fees—Other Committees

No. of
Data Cut Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Including 0's Excluding 0's Meetings Members Chairman Member Chairman

Under $2.5B
Count 41 14 41 18 41 27 41 18 28 41 41 41 41
Low $0 $3,000 $0 $500 $0 $5,000 $0 $500 1 0 0 $0 $0
25th $0 $5,000 $0 $1,250 $0 $5,500 $0 $1,250 2 2 1 $0 $0
Median $0 $5,000 $0 $1,500 $5,000 $10,000 $0 $1,500 3 2 1 $4,500 $9,000
75th $5,000 $7,875 $1,500 $1,500 $10,000 $10,000 $1,500 $1,500 4 4 1 $7,000 $13,000
High $10,000 $10,000 $2,000 $2,000 $20,000 $20,000 $2,000 $2,000 12 9 1 $18,000 $38,000
Average $2,134 $6,250 $595 $1,356 $6,476 $9,833 $607 $1,383 4 3 1 $4,451 $8,927

Over $2.5B
Count 96 13 96 32 96 86 96 30 87 96 96 96 96
Low $0 $3,000 $0 $1,000 $0 $5,000 $0 $1,000 1 0 0 $0 $0
25th $0 $6,500 $0 $1,500 $10,000 $10,000 $0 $1,500 4 3 1 $0 $10,000
Median $0 $10,000 $0 $1,500 $12,250 $12,500 $0 $1,500 4 3 1 $0 $15,000
75th $0 $10,000 $1,500 $2,000 $15,000 $19,125 $1,500 $2,000 5 4 1 $7,500 $20,000
High $20,000 $20,000 $3,000 $3,000 $61,360 $61,360 $3,000 $3,000 17 8 2 $32,000 $61,360
Average $1,313 $9,692 $566 $1,698 $13,225 $14,763 $540 $1,728 5 3 1 $4,312 $16,120

Number of Outside Total Committee Fees
Committe Member Committe Chairman

Retainer Meeting Fee Retainer Meeting Fee
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Appendix C: Year-Over-Year Analysis of Outside Director 
Compensation
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Board of Director Compensation 2011 vs. 2012
Constant Comparator Group

Study Company Size Component of Pay Prevalence

2011 2012 Percent Change 2011 2012 Percent Change
Median Revenues $6,367 $6,644 4.4% Cash Retainer 99% 97% -1.9%
Average Revenues $14,787 $14,437 -2.4% Stock Retainer 16% 6% -64.7%

Total Retainer 100% 100% 0.0%
Board Meeting Fees 41% 36% -11.4%
Committee Retainer 97% 97% 0.0%
Committee Meeting Fees 46% 42% -8.7%
Committee Fees 100% 100% 0.0%
Nonretainer Equity 86% 94% 9.8%

Component of Pay Prevalence

Revenue Scope ($ 000,000's) Component of Pay Prevalence

Cash Retainer Stock Retainer Total Retainer Board Meeting Fees Committee Retainer Committee Meeting
Fees Committee Fees Nonretainer Equity

2011 99% 16% 100% 41% 97% 46% 100% 86%
2012 97% 6% 100% 36% 97% 42% 100% 94%
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Board of Director Compensation 2011 vs. 2012
Change in Median Compensation

2011 2012 Percent Change
Cash Retainer $70,000 $75,000 7.1%
Stock Retainer $0 $0 N/A
Total Retainer $75,000 $75,000 0.0%

Per Board Meeting Fee $0 $0 N/A
Number of Board Meetings 8 8 0.0%
Board Meeting Fees $0 $0 N/A

Committee Retainer $6,458 $7,292 12.9%
Committee Meeting Fees $0 $0 N/A
Committee Fees $14,643 $13,613 -7.0%

Total Retainer and Fees $99,429 $97,100 -2.3%

Nonretainer Equity $100,000 $110,000 10.0%

Total Compensation $212,000 $223,200 5.3%

Median Compensation (Including Zeros)
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Board of Director Compensation 2011 vs. 2012
Change in Average Compensation

2011 2012 Percent Change
Cash Retainer $71,084 $73,593 3.5%
Stock Retainer $14,108 $5,145 -63.5%
Total Retainer $85,192 $78,738 -7.6%

Per Board Meeting Fee $845 $780 -7.7%
Number of Board Meetings 9 8 -3.6%
Board Meeting Fees $6,526 $6,455 -1.1%

Committee Retainer $8,120 $8,699 7.1%
Committee Meeting Fees $8,275 $7,972 -3.7%
Committee Fees $16,395 $16,671 1.7%

Total Retainer and Fees $108,114 $106,888 -1.1%

Nonretainer Equity $104,895 $109,481 4.4%

Total Compensation $213,009 $216,368 1.6%

Average Compensation (Including Zeros)
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Board of Director Compensation 2011 vs. 2012
Total Compensation Summary Statistics

Non-Telephonic Total Total Total
Revenues Cash Stock Annual Board Number of Board Committee Retainer Nonretainer Net Total 
($millions) Retainer Retainer Retainer Mtg Fee Board Mtgs Mtg Fees Fees and Fees Equity Compensation

2011 Outside Director Compensation
Prevalence Count 107 106 17 107 44 107 42 107 107 92 107
Prevalence % 100% 99% 16% 100% 41% 100% 39% 100% 100% 86% 100%
Low $465 $0 $0 $7,500 $0 4 $0 $1,500 $13,625 $0 $13,625
25th %ile $2,710 $50,000 $0 $50,000 $0 6 $0 $7,500 $79,906 $60,000 $166,607
Median $6,367 $70,000 $0 $75,000 $0 8 $0 $14,643 $99,429 $100,000 $212,000
75th %ile $18,363 $90,000 $0 $100,000 $1,500 11 $14,000 $23,724 $117,075 $127,025 $236,231
High $110,838 $240,000 $209,976 $240,000 $7,500 23 $46,000 $43,958 $251,000 $741,150 $841,872
Average $14,787 $71,084 $14,108 $85,192 $845 9 $6,526 $16,395 $108,114 $104,895 $213,009

2012 Outside Director Compensation
Prevalence Count 107 104 6 107 39 105 38 107 107 101 107
Prevalence % 100% 97% 6% 100% 36% 98% 36% 100% 100% 94% 100%
Low $124 $0 $0 $11,256 $0 0 $0 $1,333 $17,944 $0 $17,944
25th %ile $2,740 $50,000 $0 $50,000 $0 6 $0 $8,125 $84,083 $76,900 $171,375
Median $6,644 $75,000 $0 $75,000 $0 8 $0 $13,613 $97,100 $110,000 $223,200
75th %ile $17,617 $92,500 $0 $95,500 $1,500 10 $13,750 $23,176 $118,489 $130,000 $253,063
High $91,658 $240,000 $254,228 $279,228 $7,500 19 $38,000 $58,200 $280,561 $363,518 $427,804
Average $14,437 $73,593 $5,145 $78,738 $780 8 $6,455 $16,671 $106,888 $109,481 $216,368

Distribution of Pay
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Appendix D: Three-Year Analysis of Outside Director 
Compensation
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Board of Director Compensation 2009 vs. 2012
Constant Comparator Group

Study Company Size Component of Pay Prevalence

2009 2012 Percent Change 2009 2012 Percent Change
Median Revenues $5,395 $6,421 19.0% Cash Retainer 97% 98% 1.6%
Average Revenues $12,738 $13,818 8.5% Stock Retainer 21% 6% -70.4%

Total Retainer 100% 100% 0.0%
Board Meeting Fees 49% 37% -24.2%
Committee Retainer 96% 98% 2.1%
Committee Meeting Fees 53% 42% -20.8%
Committee Fees 99% 100% 0.8%
Nonretainer Equity 87% 95% 10.0%

Component of Pay Prevalence

Revenue Scope ($ 000,000's) Component of Pay Prevalence

Cash Retainer Stock Retainer Total Retainer Board Meeting Fees Committee Retainer Committee Meeting
Fees Committee Fees Nonretainer Equity

2009 97% 21% 100% 49% 96% 53% 99% 87%
2012 98% 6% 100% 37% 98% 42% 100% 95%

97%

21%

100%

49%

96%

53%

99%

87%

98%

6%

100%

37%

98%

42%

100% 95%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

 



 

Consulting  |  Global Compensation & Talent 
Proprietary & Confidential   |  AA/OD/2013 Outside Director Compensation.DOC/LS0113996  05/2013 

32

Board of Director Compensation 2009 vs. 2012
Change in Median Compensation

2009 2012 Percent Change
Cash Retainer $60,000 $70,000 16.7%
Stock Retainer $0 $0 N/A
Total Retainer $65,000 $75,000 15.4%

Per Board Meeting Fee $0 $0 N/A
Number of Board Meetings 8 7 -12.5%
Board Meeting Fees $0 $0 N/A

Committee Retainer $5,556 $7,125 28.2%
Committee Meeting Fees $7,500 $0 N/A
Committee Fees $15,500 $13,613 -12.2%

Total Retainer and Fees $89,500 $96,111 7.4%

Nonretainer Equity $79,800 $110,000 37.8%

Total Compensation $176,706 $217,500 23.1%

Median Compensation (Including Zeros)
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Board of Director Compensation 2009 vs. 2012
Change in Average Compensation

2009 2012 Percent Change
Cash Retainer $61,301 $74,244 21.1%
Stock Retainer $13,806 $5,781 -58.1%
Total Retainer $75,107 $80,025 6.5%

Per Board Meeting Fee $1,035 $835 -19.4%
Number of Board Meetings 9 8 -9.6%
Board Meeting Fees $8,666 $6,657 -23.2%

Committee Retainer $7,129 $8,995 26.2%
Committee Meeting Fees $9,291 $7,610 -18.1%
Committee Fees $16,419 $16,605 1.1%

Total Retainer and Fees $100,192 $103,287 3.1%

Nonretainer Equity $85,092 $110,309 29.6%

Total Compensation $185,284 $213,596 15.3%

Average Compensation (Including Zeros)
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Board of Director Compensation 2009 vs. 2012
Total Compensation Summary Statistics

Non-Telephonic Total Total Total
Revenues Cash Stock Annual Board Number of Board Committee Retainer Nonretainer Net Total 
($millions) Retainer Retainer Retainer Mtg Fee Board Mtgs Mtg Fees Fees and Fees Equity Compensation

2009 Outside Director Compensation
Prevalence Count 127 123 27 127 62 127 62 126 127 110 127
Prevalence % 100% 97% 21% 100% 49% 100% 49% 99% 100% 87% 100%
Low $509 $0 $0 $16,000 $0 4 $0 $0 $39,833 $0 $48,750
25th %ile $2,609 $40,000 $0 $45,000 $0 6 $0 $8,409 $73,037 $33,485 $135,281
Median $5,395 $60,000 $0 $65,000 $0 8 $0 $15,500 $89,500 $79,800 $176,706
75th %ile $16,472 $80,000 $0 $85,000 $1,500 10 $15,200 $21,908 $112,523 $102,667 $211,634
High $115,632 $215,000 $153,348 $220,000 $7,500 28 $50,000 $59,200 $243,591 $782,622 $850,531
Average $12,738 $61,301 $13,806 $75,107 $1,035 9 $8,666 $16,419 $100,192 $85,092 $185,284

2012 Outside Director Compensation
Prevalence Count 127 125 8 127 47 126 46 127 127 121 127
Prevalence % 100% 98% 6% 100% 37% 99% 36% 100% 100% 95% 100%
Low $124 $0 $0 $16,000 $0 0 $0 $1,333 $47,833 $0 $47,833
25th %ile $2,958 $50,000 $0 $51,500 $0 6 $0 $8,125 $82,482 $77,009 $175,081
Median $6,421 $70,000 $0 $75,000 $0 7 $0 $13,613 $96,111 $110,000 $217,500
75th %ile $17,474 $95,000 $0 $100,000 $1,500 10 $13,500 $22,628 $117,333 $130,000 $249,358
High $91,658 $240,000 $254,228 $279,228 $7,500 21 $55,000 $58,200 $280,561 $310,925 $409,552
Average $13,818 $74,244 $5,781 $80,025 $835 8 $6,657 $16,605 $103,287 $110,309 $213,596
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Appendix E: Study Company List
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Appendix E: Study Company List 
3M Co Cedar Fair, L.P. 
Abbott Laboratories   Chiquita Brands International, Inc 
ACI Worldwide, Inc. Church & Dwight Co., Inc. 
Activision Blizzard, Inc. Churchill Downs Incorporated 
Adobe Systems Incorporated Cincinnati Financial Corporation 
Advance Auto Parts Inc. Cinemark Holdings, Inc.  
Advanced Micro Devices, Inc. Cloud Peak Energy Inc.  
AFLAC Incorporated CNO Financial Group, Inc. 
Agilent Technologies, Inc. Colgate-Palmolive Company 
Alcoa Inc. Comerica Incorporated 
Alexandria Real Estate Equities, Inc. CONSOL Energy Inc. 
Allergan, Inc. Corning Incorporated 
Alpha Natural Resources, Inc. Crane Co. 
Altera Corporation Cummins Inc. 
AMC Networks Inc. Curtiss-Wright Corporation 
American Express Company DDR Corp. 
American Financial Group, Inc. Deere & Company 
Ameristar Casinos, Inc. Dick's Sporting Goods, Inc. 
AMETEK, Inc. Digital Realty Trust, Inc. 
Amgen, Inc. Discovery Communications, Inc. 
Apartment Investment and Management Company Dollar General Corporation 
Applied Materials, Inc. Dollar Tree, Inc. 
Arch Coal, Inc. Dot Hill Systems Corp. 
Assurant, Inc. Douglas Emmett, Inc. 
AUTODESK, INC. DreamWorks Animation SKG, Inc. 
Avalonbay Communities, Inc.  Eagle Materials Inc. 
BB&T Corporation Eaton Corporation 
Bed Bath & Beyond Inc. Electronic Arts Inc. 
Benihana Inc. Eli Lilly & Co. 
BJ's Restaurants, Inc. Equity Residential 
BlackRock, Inc. Erie Indemnity Company 
BOK Financial Corporation Essex Property Trust, Inc. 
Boston Properties, Inc Esterline Technologies Corporation 
Boston Scientific Corporation Fair Isaac Corporation 
Bravo Brio Restaurant Group, Inc. Federal Realty Investment Trust 
Bristol-Myers Squibb Company Fifth Third Bancorp 
Brocade Communications Systems, Inc. First Horizon National Corporation 
Buffalo Wild Wings Flowserve Corporation 
Camden Property Trust FMC Technologies, Inc. 
Campbell Soup Company Foot Locker, Inc. 
Carmike Cinemas, Inc. Franklin Resources, Inc. 
Caterpillar Inc. Gardner Denver, Inc. 
CEC Entertainment Inc. Gaylord Entertainment Company 
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General Dynamics Corporation Lions Gate Entertainment Corp. 
General Growth Properties, Inc. Live Nation Entertainment, Inc. 
Genworth Financial, Inc.  Lockheed Martin Corporation 
Graco Inc. Logitech International SA  
H.J. Heinz Company LSI Corporation 
Hanesbrands Inc. M&T Bank Corporation 
Harman International Industries, Incorporated Marriott Vacations Worldwide Corporation 
Hasbro. Inc. Marsh & McLennan Companies, Inc. 
HCP, Inc. Martin Marietta Materials, Inc. 
Headwaters Inc Mattel, Inc.  
Health Care REIT, Inc. McCormick & Company, Incorporated 
Herbalife Ltd. McDonald's Corporation 
Hillshire Brands Company Mead Johnson Nutrition Company 
Honeywell International Inc. Medtronic, Inc. 
Host Hotels and Resorts Inc Mentor Graphics Corporation 
Hubbell Incorporated Merck & Co., Inc. 
Huntington Bancshares Incorporated Mercury General Corporation 
Hyatt Hotels Corporation Microchip Technology Incorporated 
IDEX Corporation Micron Technology, Inc. 
Illinois Tool Works Inc. Molson Coors Brewing Company 
Imation Corp. Monsanto Company 
Ingersoll-Rand PLC Morgan Stanley 
Ingredion Inc. Motorola Solutions, Inc. 
International Game Technology MTR Gaming Group, Inc. 
International Speedway Corporation Navarre Corporation 
Intuit Inc. NetApp, Inc. 
JAKKS Pacific, Inc.  Northern Trust Corporation 
James River Coal Company  Northrop Grumman Corporation 
Johnson & Johnson   Nuance Communications, Inc. 
Joy Global Inc. NVIDIA Corporation 
JPMorgan Chase & Co. O’Reilly Automotive, Inc. 
Kaman Corporation Overland Storage, Inc. 
Kellogg Company Oxford Resource Partners, LP 
Kemper Corporation P.F. Chang’s China Bistro, Inc. 
KeyCorp PACCAR Inc 
Kimberly-Clark Corporation Parametric Technology Corporation  
Kimco Reality Corporation Patriot Coal Corporation 
Kohl's Corporation Peabody Energy Corporation 
Lexmark International, Inc. Pentair, Inc. 
Liberty Media Corporation PepsiCo, Inc. 
Life Time Fitness, Inc. PetSmart, Inc. 
Limited Brands, Inc. Pfizer Inc. 
Lincoln National Corporation PINNACLE ENTERTAINMENT, INC. 

 

 



 

Consulting  |  Global Compensation & Talent 
Proprietary & Confidential   |  AA/OD/2013 Outside Director Compensation.DOC/LS0113996  05/2013 38 

Plantronics, Inc. Textron Inc. 
Principal Financial Group, Inc. The Bank of New York Mellon Corporation 
Prologis, Inc. The Clorox Company 
Protective Life Corp. The Coca-Cola Company 
Public Storage The Estée Lauder Companies Inc. 
QLogic Corporation The Gap, Inc. 
Quantum Corporation The Goldman Sachs Group, Inc. 
Raytheon Company The Hain Celestial Group, Inc. 
Red Hat, Inc. The Hanover Insurance Group, Inc.  
Red Robin Gourmet Burgers, Inc. The Hershey Company 
Regal Entertainment Group THE J. M. SMUCKER COMPANY 
Regions Financial Corporation The Macerich Company 
Reinsurance Group of America, Incorporated The Madison Square Garden Company 
Rhino Resource Partners LP  The Monarch Cement Company 
Roper Industries, Inc. The PNC Financial Services Group, Inc. 
Ross Stores, Inc. Thermo Fisher Scientific Inc. 
Rovi Corporation  Torchmark Corporation 
SanDisk Corporation Tractor Supply Company 
Sauer-Danfoss Inc. TreeHouse Foods Inc. 
Scholastic Corporation  Tupperware Brands Corporation  
Scripps Networks Interactive, Inc.  Tyco International Ltd.  
Selective Insurance Group, Inc. U.S. Bancorp 
Sherwin-Williams Company U.S. Concrete, Inc. 
Simon Property Group, Inc UDR, Inc. 
Sirius XM Radio Inc. United Technologies Corporation 
Six Flags Entertainment Corp Universal American Corp. 
SL Green Realty Corp Unum Group 
Speedway Motorsports, Inc. Valmont Industries, Inc. 
StanCorp Financial Group, Inc. Ventas, Inc. 
Stanley Black & Decker, Inc. Vornado Realty Trust 
Staples, Inc. Vulcan Materials Company 
Starwood Hotels & Resorts Worldwide, Inc. Walter Energy, Inc. 
State Auto Financial Corporation Waters Corporation 
State Street Corporation WebMD Health Corp. 
SunCoke Energy, Inc. Wells Fargo & Company  
SunTrust Banks, Inc. Western Digital Corporation 
Symantec Corporation Westmoreland Coal Company 
Synovus Financial Corp.  Whirlpool Corporation  
Take-Two Interactive Software, Inc. WMS Industries Inc. 
Taubman Centers, Inc. Wyndham Worldwide Corporation  
TE Connectivity Ltd. Xerox Corporation 
Texas Industries, Inc. Zions Bancorporation 
Texas Instruments Incorporated 

 



 

 

  

 

Purpose 

 

The purpose of this study was to bring to light: What differences, if any, are found in executive compensation levels at 

for-profit private versus for-profit public companies? To the extent possible, what might be potential explanations for 

any differences?  

 

Our hypothesis was that base salaries and annual target incentive opportunities would be roughly  

equivalent at private and public companies and that the largest gap would be in the form of- and amount of long-term 

incentives (LTIs). Our data sample utilized all participants in Aon Hewitt’s 2012 Total Compensation Measurement™ 

(TCM™) database. 
 

Summary Highlights 

 

 

Private as % of Public Pay (Approximate Ranges Across Positions) 

Pay Element* <$2B Revenue $2 – $5B Revenue >$5B Revenue 

Base Salary 80%-90% 95% - 100% 80% - 90% 

Target Total Cash 70% - 80% 80% - 90% 75% - 90% 

Target Total Direct 40% - 55% 50% - 65% 50% - 65% 

 

 

EExxeeccCCoommpp  QQuuiicckk  TTaakkee::    

PPrriivvaattee  vvss..  PPuubblliicc  CCoommppaannyy  EExxeeccuuttiivvee  PPaayy  



 

 

Findings 

 

Pay Comparisons – All Companies 
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Observations 

 

For the positions under study, private company compensation fell short of that at public companies across all pay 

elements—the most significant shortfall attributed to LTI values. However, the across the board lower levels for all 

pay elements contributed to the overall total direct compensation being approximately 50% lower than that at public 

company counterparts.  

 

The vast gap in LTI between the two groups may be attributed to affordability. In particular, private companies may 

offer lower levels of long-term compensation since those awards have to be funded from operations—versus the 

predominantly market based funded awards at public companies. Additionally, private companies more typically use 

one LTI vehicle versus up to three types of awards at public companies. 

 

Key Take Aways 

 

 Cash and LTI levels appear to be lower at private companies—lower (~20%) for total cash compensation and 

significantly lower (~50%+) for LTI. 

 Whether private or public, every organization is unique—we recommend several factors be taken into 

consideration when determining executive pay. 

– While benchmarking data can be helpful in pay comparisons, other items such as the company scope of 

operations, level of complexity, international operations, individual executive profiles, representative talent 

pool, etc. should be considered when determining pay levels. 

 Affordability of specific pay programs for private companies, particularly long-term incentive programs, is 

often a significant factor in whether or not a company has a program. 

 Most private companies do not have the additional “Street” reporting (financial and investor) which may 

warrant the lower pay levels for specific positions. 

 The LTI type and lower targeted values may also be attributed to the different “risk” profile of the awards – 

internal more predictable performance measures versus external more volatile measures influenced by the 

vagaries of the market.  

 

 

 

 

 

Key Questions/Items for Private Companies 

 

 Determine the appropriateness of comparator groups and market data—Where do we get our executive 

talent from and where might our talent go? Do we compete with other public and private companies? 

 Formulate a compensation philosophy on where to position each element of executive pay. What do we need 

to do to attract, retain, and motive our key executive talent? 

 Communication and transparency—have an open discussion on data sources, risk, affordability, talent needs, 

etc., when considering pay designs and pay levels. 

 Benchmark data should be used as one reference point—every company is unique and responsible business 

decisions need to rule the day when positioning pay. 

 

 

For assistance on benchmarking or pay design please contact: 

 

Chuck Yen, Partner 

chuck.yen@aonhewitt.com  |  tel: 847.771.6102 
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Transaction Incentives—A New Blue Print

Introduction

During corporate transactions, most organizations realize the importance of retaining and motivating
critical executive talent in driving deal success. However, despite the progress made in analyzing and
managing merger and acquisition (M&A) transactions, most deals fail to fully meet stated objectives and
synergy targets.

Historically, payment of incentives related to a transaction was invariably based on the passage of time,
in order to retain executives. In other words, if key employees were to stay with the combined
organization for a period of time, they would receive a retention award. However, within the current “pay-
for-performance” context, an evolution in pay practices has led retention incentives to be enhanced with
more stringent performance or vesting conditions, that include designs such as: installments of payments
far beyond deal closing, “back-loaded” vesting conditions, deal-specific performance metrics, and tying
the value received by employees to the corporate success of the newly formed entity with payment in the
form of equity.

Aon Hewitt conducted research on the design of executive level integration awards by identifying
companies that had engaged in M&A activity within the past 4 years, and had also made one-time special
transaction or retention bonuses to executives. Using a revenue filter of $1 billion and greater, 20
separate transactions with deal sizes ranging from $0.4 to $15.3 billion were selected. Key findings
included:

 Individual award values ranged from 150% to 270% of base salary

 An even mix of cash and equity awards was granted to executives

 13 of the 20 companies (65%) applied performance focused goals to awards

 Performance and vesting periods ranged from 1 to 4 years

 The majority of metrics were tied to cost synergies, integration goals, and merger milestones

For each of the companies, stock price performance was mapped out for 1 and 2 year periods after the
transaction date. The companies were then split into two groups based on their incentive award
objectives – (1) those that with a proactive, performance-oriented approach to the transaction, and (2)
those where retention appeared to be the primary focus. The results can be seen in the chart below.

Overall, the ‘Performance’ group of companies significantly outperformed the ‘Retention’ group with
respect to stock price growth. While it would be a stretch to conclude that the simple use of performance
based incentives led to stock price growth, a helpful inference can be made from this observation. If a
company attempts to streamline their transaction process as much as possible at such a specific area –
the compensatory level in this case – it is very likely that they are applying this same rigor across other
areas of the business.
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Figure 1 – Average 2-year stock price grew by 47% for the ‘Performance’ group of companies, and dropped
by 14% for the ‘Retention’ group.

Conclusion

Recent “pay for performance” trends have highlighted the shift in structure for transaction related
incentives. As with all aspects of executive compensation design and administration, an organization’s
stakeholders increasingly demand that awards to executive talent are based on performance, and notable
corporate transactions are no exception. While it is best-practice to provide special performance
conditioned awards associated with major corporate transaction, these awards are always idiosyncratic
and tailored to the unique circumstances of the transaction, the expected turnover and retention needs,
and the culture of the company.

It is imperative to structure transaction incentive programs to be special, timely and to drive employees to
“stay-and-play”. Focusing resources on deal-specific incentives and/or vesting requirements that demand
meaningful retention among highly talented and critical employees are the most meaningful (and
common) ways to support a transactions’ human capital needs.

According to the analysis above, companies that took a more laissez-faire style with regard to
compensation were generally outperformed by companies with a more managed approach. At that rate,
companies that find themselves in corporate transactions cannot afford to follow the “pay to stay”
approach.
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The Strain on the Talent Pool 
“At the end of the day, the company with the best team, the best people will win in the long run.” (GE) 

In the whirlwind that is today’s global marketplace, competition for good talent is intense; however, 
competition for great talent is fierce. Over the next two decades, 10,000 baby boomers will turn 65 every 
day1, leaving a cavernous hole in the talent market. As the economy continues its slow path to recovery, 
34% of companies globally report having trouble filling vacancies due to talent shortages. This statistic is 
up from 30% in 2009, indicating that as the economy improves, the war for talent will become even more 
fierce.2 With the convergence of an amplified focus on growth and a graying workforce, the strain on the 
available pool of talent will be immense. This crisis is global in scope and currently affects 81% of 
employers in Japan, 71% in Brazil, 50% in Australia, 49% in the U.S., and 48% in India.3  

The shortage of skilled talent is real, and the disparity between supply and demand will only become 
greater over time. Employers overwhelmingly cite the mismatch between available candidates and the 
needed technical expertise and employable skills as a key obstacle in filling vacancies. These in-demand 
skills vary by region, but globally the need for skilled trade workers is greatest, followed by engineers and 
then sales representatives.4 Progressive leaders understand that a solid talent bench is quite literally the 
lifeline to their future success. Thus, developing high potentials is a crucial component of a company’s 
business strategy, as it directly feeds or depletes the collection of talent capable of filling impending 
senior leadership vacancies.  

“The talent pool is the backbone of the organization’s future; it is the top priority and first stop to address 
all types of projects.” (BBVA) 

The Value of High Potentials 
All these factors combined have created urgency for companies to focus on identifying, developing, 
retaining and rewarding their best people. Talent-savvy organizations realize the significant value of their 
high potentials. They know that getting the right people, with the right capabilities, in the right places, is 
crucial to the health and growth of the company. Critical talent is a major competitive weapon. One 
European Top Company for Leaders honoree recognized the importance of the financial investment in 
high potential development to curb the potential risks to the business if the right talent pipelines are not 
available. This company maintained its investment during the economic downturn and considers the 
results to be “something which pays dividends again and again.” Top Companies truly believe that talent 
is their greatest asset. More important, they act on this belief and have the financial results to show for it. 
According to Aon Hewitt’s 2011 Top Companies for Leaders study, Top Companies outperform their 
industry peers in growth (e.g., CAGR revenue, CAGR EBITA) and return (e.g., ROE, ROA) measures. In 
                                                      

1 Passel, J. and Cohn, D. (2008). U.S. population projects: 2005-2050. Retrieved from 
http://pewresearch.org/pubs/729/united-states-population-projections.  

2 ManpowerGroup. (2012). Talent shortage survey research results. Retrieved from 
http://www.manpowergroup.com/research/research.cfm. 

3 ManpowerGroup. (2012). Talent shortage survey research results. Retrieved from 
http://www.manpowergroup.com/research/research.cfm.  

4 ManpowerGroup. (2012). Talent shortage survey research results. Retrieved from 
http://www.manpowergroup.com/research/research.cfm. 
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addition, publicly traded regional Top Company winners report, on average, nearly 9% higher total 
shareholder return (TSR) over the last three years. 

Over the last decade, there has been no shortage of material written about high potential talent. Several 
key thought leaders have identified the impact of high potentials on the bottom line, regardless of whether 
they are born or made, or how exactly “high potential” is defined. Brad Smart, co-author of the book 
Topgrading, writes about the impact “A,” “B,” and “C” players can have on an organization’s bottom line. 
He concludes that “A” players, those synonymous with high potentials, may be expensive, but they also 
deliver two to six times the return of average players.5  

Organizations may refer to high potential employees as “critical talent” or “top talent”; however, more 
important than the term they use to classify the individuals is that organizations first establish a clear 
definition of what “high potential” looks like at their organization. At Aon Hewitt, we are often asked, “How 
do organizations define high potentials? How do they assess them? What processes do they use to 
calibrate top talent?” In the pages that follow, we introduce several best practice “high potential” 
definitions, determine the key tools used to identify and calibrate top talent, highlight a number of inherent 
challenges of which leaders must be cognizant, and finally underline some strategies used by leading 
organizations to obtain high potential talent. The information in this paper draws from current literature, 
our extensive Top Companies for Leaders research, and our experience with talent and leadership in 
high-performing organizations.  

Defining High Potential 
Before we get to just exactly what “high potential” is we must define what “high potential” is not. While the 
term “high performer” is often used interchangeably with “high potential,” the two are not synonymous. 
Research has shown that high potentials are almost always high performers, but the reverse is not 
always true. Our Top Companies for Leaders research confirms that the best firms understand that an 
individual’s current performance and his or her future potential for advancement are two fundamentally 
different measures. Performance is typically defined during the talent management process and is often a 
combination of delivering business results (the “what”) with the exhibition of certain behaviors expected of 
leaders (the “how”). While performance is evaluated in a historical context, typically over the past six 
months to a year, potential is a future-directed assessment. Specifically, a person’s potential refers to 
their ability to take on a position of greater responsibility within a specific time period.  

In a recent Harvard Business Review article, “How to hang on to your high potentials,” the authors define 
potential as a person’s ability to succeed in roles with responsibilities of greater scale and scope. The 
authors define “greater scale” as “a job in the same area but with, say, a larger budget or staff.” “Greater 
scope” is “a job involving activities of substantially more breadth and complexity.”6  

In a Business Strategy Review article, “The anatomy of a high potential,” authors Ready, Conger, Hill, 
and Stecker identify the basic characteristics of a high potential employee as “delivering strong results, 
credibly and not at others’ expense,” “mastering expertise beyond the technical,” and “behaving in ways 

                                                      
5Gandossy, R. and Effron, M. (2003) Leading the Way: Three Truths from the Top Companies for Leaders. John Wiley 

& Sons, Inc., Hoboken, New Jersey. 
6 Fernández-Aráoz, C., Groysberg, B., and Nitin, N. (2011). How to hang on to your high potentials. Harvard Business 

Review, 89(10), 75-83. Retrieved from Business Source Complete database.  



 
 
 

Building the Right High Potential Pool—3 

consistent with the company’s values.” The authors then go on to identify additional “x-factors” that 
separate high potentials from a pack of otherwise strong performers. These “x-factors” include a drive to 
excel, a catalytic learning capability, an enterprising spirit, and dynamic sensors.7  

Recent literature identifies core competencies that are central to the term “high potential.” In their 2009 
article, “The pearls and perils of identifying potential,”8 Rob Silzer and Allan Church synthesize the 
expansive literature and assessment practices regarding high potentials and propose an integrated model 
that allows organizations to ask the question: Potential for what? Silzer and Church’s model illustrates the 
key indicators of potential, while still allowing room for the tremendous diversity in an organization’s talent 
pool. According to the model, potential falls along three dimensions and is indicated by the following 
attributes. 

Foundational 
Dimensions 

(Consistent and stable, 
unlikely to develop or 
change) 

Cognitive: Conceptual strategic thinking, Cognitive abilities, Dealing with complexity 

Personality: Interpersonal skills, Sociability, Dominance, Emotional stability, Resilience

Growth Dimensions 

(Facilitate or hinder growth 
and development in other 
areas) 

Learning: Adaptability, Learning orientation, Open to feedback 

Motivation: Drive, Energy, Achievement orientation, Career ambition, Risk taking, 
Results orientation 

Career Dimensions  

(Early indicators of later 
career skills) 

Leadership: Leadership capabilities, Managing people, Developing others, Influencing, 
Challenging status quo, Change management 

Performance: Performance record (career-relevant), Career experiences 

Knowledge: Technical/functional skills and knowledge 

Cultural fit: Career-relevant values and norms 

 

 

                                                      
7 Ready, D., Conger, J., Hill, L., and Stecker, E. (2010). The anatomy of a high potential. Business Strategy Review, 

21(3), 52-55. Retrieved from Business Source Complete database. 
8 Silzer, R. and Church, A. (2009). The pearls and perils of identifying potential. Industrial and Organizational 

Psychology, 2(4), 377-412.  
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Aon Hewitt’s Approach to Defining High Potential Talent  
Aon Hewitt’s approach to defining high potential talent builds and expands on the multi-faceted approach 
reflected in the definitions described above. It also reflects key facets of potential that our extensive 
research and consulting experience, with best-in-class organizations, has uncovered. Organizations 
typically identify high potentials as those employees, or leaders, who possess the business acumen, 
vision, and leadership capabilities to become leaders (or more senior leaders) within the company. They 
look for the skills and attributes that allow top talent to propel into more challenging roles within a 

 
Drawing from our extensive Top Companies for Leaders research, as well as our experience, we 
uncovered how some of the best companies around the globe define top talent. Granted, the approach 
to defining high potentials varies from organization to organization with some more focused on skills 
and others more focused on pure potential for a particular role. 

The definition used in Aon Hewitt’s Top Companies for Leaders study defines a high potential as an 
employee who is identified as “having significant opportunity (e.g., through their capability, drive, 
investment, development) to advance quickly in the organization.” 

Samples of actual organizational definitions of high potentials: 
 
 High Potentials are categorized into two groups based on their readiness to take on the next-

level roles. Category A: Those identified as proven talent and among the best in the industry. High 
potentials in this category display readiness to take on the next level of job year on year. Category 
B: This category includes employees who display high potential but need to be tracked for some 
time. They may be ready to take on the next level of job over a longer time horizon (3–5 years). — 
Global Top Company 

 Great Performer with Significant Upside: A great performer with more significant upward 
potential. He/she has the capability and desire to be promoted at least one level and/or take on a 
significantly expanded role in the next two to three years. — North America Top Company 

 Great Performer: Associate is best in class in their field. If the role were open we would clearly 
hire this person without doing an external search. This person hires/develops great talent and is a 
good example of living our values. Some people in this category could have one-level promotion 
potential. — North America Top Company 

 High Potential: This individual demonstrates the intellectual aptitude and leadership capacity to 
progress through multiple roles of increased responsibility, complexity, and scope and is likely to 
do so at an accelerated pace (at least 2 new roles in 5 years). — North America Top Company 

 Promotable: This individual demonstrates the intellectual aptitude and leadership capacity to take 
on expanded roles at the next organizational level or a role of significantly increased scope in a 
larger organization (1 new role in 5 years). — North America Top Company 

The critical component organizations must consider when developing a consistent and relevant 
definition of high potential is to ensure the definition is simple and consistent across the organization 
and is explicitly linked to the current and future strategy of the organization. 
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relatively short time frame. However, this definition of high potential fits only one piece of the puzzle. 
Organizations must focus their efforts on employees who demonstrate potential combined with readiness.  

Potential 
Aon Hewitt defines potential as the assessment of an employee’s ability to rise to and succeed in a more 
senior or expanded role. Potential considers individuals’ performance, character, capability and 
motivation.  

  

 
Furthermore, organizations can benefit by placing individuals who demonstrate these attributes into 
categories best suited for their current level of potential: “high potential,” “medium potential” and “at 
potential.” Doing so allows organizations to calibrate talent more effectively and identify where specific 
investments and accelerated development opportunities will have the greatest impact. 

 

 
 

 
 Consistently exceeds 

expectations 
 High performance sustained 

over time  
 Anticipates organizational 

demands and client needs 
 Results-oriented and creative 

with solutions 

 
 Remains flexible with changing 

conditions 
 Effectively manages ambiguity  
 Rapid learner 
 Prioritizes and optimizes 

situations to achieve results  

Role models the company 
culture and values 

 Has a passion for the business 
 Exudes confidence and is well 

respected 
 Builds followership 

 

Aspires to higher levels of 
responsibility and challenges  

 Persistent in seeking 
opportunities to grow as a 
leader 

 Works beyond the scope of 
his/her job responsibility 

Performance Character

Capability Motivation

Medium Potential 
 

Demonstrates the ability and 
aspiration to move laterally in the 
near future. Focus should be on 
strengthening performance, 
character and capability.  

High Potential 
 

Demonstrates the ability and 
aspiration to move to a more 
senior and/or expanded role in 
the near future. All four facets of 
potential are evident. 

At Potential 
 

Well placed in current role. 
Should remain in current or 
similar role for the near future. 
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Readiness 
A secondary component to determining where an individual is placed on the high potential spectrum is to 
evaluate the employee’s readiness to take on expanded responsibilities or experience a change in role. 
Readiness is typically categorized into three stages: Ready Now (less than one year), Ready Soon (one 
to three years) and Ready Future (more than three years). Placement in these categories aids 
organizations in determining the timeline they have to identify critical gaps in their capabilities and identify 
pipeline risks within their succession planning processes. Determining readiness can be influenced by 
many factors outside an employee’s capability, including location (local market versus regional or global 
high potential), position/level (executive or VP level versus below VP level), career stage (early versus 
late, work-life balance needs), and diversity measures (gender, ethnicity, age). These influences should 
also be individually assessed on an annual basis through coaching and developmental conversations 
between the employee and his or her leaders.  

 

 

Assessing High Potential Talent 
For many companies, the process of identifying precisely who their high potentials are becomes what 
Employment Relations Today has called a “know it when I see it adventure,” as opposed to a systematic 
process that objectively evaluates and identifies the company’s rising stars. In a recent survey conducted 
by AMA Enterprises, only 8% of participating organizations reported using truly systematic methods to 
identify their high potentials. In looking at the popularity of different methods used, the survey showed that 
only 35% of companies used talent assessments while other less objective assessments such as 
performance appraisals (74%), manager recommendations (69%), innovative/unique business 
contributions (42%), and input from peers (35%) were equally or more popular criteria.9 The risk in this 
type of talent management is that the process feels much like a popularity contest, allowing the pipeline to 
potentially be filled with the wrong talent, while top talent gets pushed or walks out the door. 

Top Companies recognize the intense investment in the creation of “high potential” employees. It takes 
dollars and time to develop and retain leaders in the hopes that these investments can be reversed and 
become the best resources in the organization. The philosophy at Aditya Birla Group is to invest in the 
best, but to focus on the rest. In other words, Aditya Birla believes everybody has the capability to lead, 
but there is need to differentiate between them and invest accordingly. As a result, Top Companies on 
                                                      

9 Edwards, S. (2012). Maintaining the delicate balance when developing high-potential programs. T+D, 66(4), 60-65. 
Retrieved from Business Source Complete database. 
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average designate the “high potential” status to less than one quarter of their leadership population. This 
allows the companies access to enough forerunners to cultivate a strong pipeline of leaders for the future, 
but a small enough population to focus their efforts appropriately.  

Median percentage of the total employee population at each 
level designated as high potential 

Global Top 
Companies All Others 

Senior management 25% 18% 

Middle management 20% 15% 

Front line management 15% 12% 

Entry level/early career 15% 10% 

   

Companies that do not track “high potentials” at each level 
Global Top 
Companies All Others 

Senior management 16% 31% 

Middle management 12% 33% 

Front line management 17% 34% 

Entry level/early career 21% 40% 

 

While some companies allow employees who meet certain requirements to apply for high potential status, 
a number of leading companies use the talent review process to select high potentials. Best-in-class 
organizations not only use a variety of inputs to evaluate high potential status, but also use channels 
customized by level to assess potential. Many companies use 360-degree feedback for this group of top 
talent, while leadership competencies, peer reviews (not 360), and talent inventories are also frequently 
utilized to evaluate high potential talent. Psychometric assessments (e.g., mechanisms to evaluate 
specific individuals’ cognitive, behavioral or innate attributes) are another popular choice to evaluate an 
individual’s strength or developmental areas.  

High potentials are formally identified by 100% of North America Top Companies (and 96% of Global Top 
Companies) through a balance of assessments such as 360-degree feedback and leadership style 
inventories as well as performance ratings and nominations. These comprehensive methods provide 
leading organizations with a robust view of the individual’s capabilities, cultural fit, drive, and relationships 
within the organization. General Electric conducts approximately 20 executive assessments each year to 
evaluate the up-and-coming senior-level talent. Two senior-level HR professionals then conduct a 3–5 
hour behavioral-based interview. Interviews are followed up by 20−30 internal and external reference 
checks. The process concludes with a report of the person’s career, key experiences, and assessment of 
leadership skills, which is shared with the individual. The individual then takes this information and crafts 
a development plan. The Chairman and CEO read each assessment and development plan and respond 
with a personal note to each candidate. 
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A formal assessment process provides a means of evaluating potential for performing in future roles by 
allowing organizations to evaluate competencies and aptitudes that cannot be observed in a current role. 
It provides a common metric for comparing candidates and offers opportunities to uncover “hidden” talent.  

Aon Hewitt’s Approach to Assessing High Potential Talent  
Based on research and years of expertise, Aon Hewitt has observed that the best practices associated 
with assessing potential focus on five central components. The fundamental starting point for a best-in-
class assessment practice is alignment with the organizational strategy. To accomplish success, the 
assessment must focus on the organization’s mission, values and challenges; support long-term growth 
and desired change; and perpetuate the enterprise by ensuring a leadership pipeline.  

1. Legal and Professional Guidelines—The skills and capabilities being assessed must map to 
required competencies and be consistent with the organization’s culture, address competencies 
necessary to “make the curve” at key career transition points, and be consistent with legal and 
professional guidelines.  

2. Multiple methods—The input methods must include those assessment approaches with the 
strongest validity for measuring relevant competencies and should assess the most critical 
competencies with multiple methods (using hurdles as appropriate, based on volume).  

3. Flexible—The process should be flexible, balancing the need for remote versus face-to-face 
administration, and should be appropriately customized to the organization’s competencies, 
language, and business context.  

4. Cost-effective—To ensure the process is cost-effective, administration processes for candidates 
and administrators should be efficiently designed and minimize travel expenses that do not add value 
to the assessment process.  

5. Promotes Ongoing Development—An exemplary assessment tool promotes ongoing 
development by providing information that can be used for feedback and development, is perceived 
as positive and useful by participants, and links to development resources. 

World-class companies focus on both the requirements of the role and the personal attributes of the 
individuals in that role. Moreover, those organizations that are future-focused and able to predict their 
talent needs will be the ones that ultimately grow and succeed.  

PepsiCo identifies leaders for a 10-year program using a robust talent pool methodology derived from a 
performance and potential assessment. The methodology is further augmented with a measurement of 
potential that includes blending potential and ultimate career runway together. The process allows 
PepsiCo to see, for example, that if an individual is predicted to need 15 years of development to get to a 
role—but only has 10 years left in their career—then this is not the person to put in the program. 

Global Top Companies are more likely than other companies to use a variety of assessments unique to 
various leadership levels in order to ensure they are gaining a complete picture of their high potential 
candidates. Below is a graph comparing the different types of assessment with unique criteria for leader 
levels used by Global Top Companies versus their peers. 
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Assessments Used Vary by Leader Level  

 

Calibrating High Potential Talent 
While best practice assessment is critical for identifying an organization’s high potential talent, best 
practice calibration is critical for building and maintaining the talent pipeline in a consistent and defensible 
manner. This calibration process results in determination of high potential status, succession plans, and 
development decisions. Generally speaking, it occurs during the annual review process; however, talent-
savvy companies evaluate their talent several times throughout the year.  

How Do Top Companies Calibrate Top Talent? 
The most common technique is the practice of plotting candidates on a grid (e.g., 9-box or 12-box) along 
two dimensions: performance and potential. Typically, levels and descriptions of performance (i.e., low, 
medium and high) appear along a vertical axis while dimensions and descriptions of potential appear 
along the horizontal axis. Managers use these descriptions to plot an individual in a particular quadrant to 
determine a variety of outcomes such as succession placement, readiness for promotion, and attrition 
risk. A strong grid system has specific action steps and requirements defined for each coordinate. During 
the talent review, an individual’s placement is compared to the placement of others at the same level. 
Organizations that excel at calibration take these conversations seriously and they often result in robust 
and vehement debates among peers to ensure agreement throughout the team. They recognize what is 
at stake for the recipients, the differentiated investments in the development of critical talent, and the 
organization’s reputation and long-term success.  
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According to our research, the high potential calibration process should take place in two structured 
conversations.  

1. The first meeting should take place between HR, the manager, and his or her leader. Prior to this 
meeting, the manager should have assessed each of his or her team members’ performance and 
potential based on the established criteria.  

2. The second conversation should be with a group of the manager’s peers (preferably those at similar 
levels and functions within the organization) to discuss their opinions of the manager’s team based on 
specific personal experiences. Other managers should also be held accountable to put their people 
“on the table” for discussion, as this process yields a comprehensive map of the quality and depth of 
talent within an organization.10  

The process then repeats upward, culminating in a thorough review with the CEO, providing insights on 
talent within and across business units, geographies, and functions. Most organizations conduct this 
process for top management. Top Companies, however, embrace a robust process covering all levels of 
their organizations.  

 

These calibration conversations should not only focus on who is being added to the high potential list, but 
also on who needs to be taken off the list. Only 44% of non-Top Companies remove high potentials from 
the pool as appropriate, compared to 80% of Global Top Companies.  

Above all else, talent calibration must be grounded in reality. Potential and readiness are most accurately 
measured when the ratings are evaluated by formal, objective assessments, as well as by other 
managers and leaders who know the individual. By sharing their knowledge of a high potential’s 
capabilities, they can ensure calibration is conducted as accurately as possible and that individual biases 
do not overly influence the rating. Executing with this level of rigor also helps guide development 
                                                      

10Gandossy, R. and Effron, M. (2003) Leading the Way: Three Truths from the Top Companies for Leaders. John 
Wiley and Sons, Inc., Hoboken, New Jersey. 
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conversations and identifies talent gaps that may not have surfaced were it not for multiple inputs. This 
helps build credibility in the process, allowing for greater transparency and confidence when informing 
employees of their high potential status. The Top Companies for Leaders are exemplars in the calibration 
process—their sessions are held several times throughout the year, they include active involvement from 
senior management, and they have action items and clear accountability built into the talent review 
process. The best processes focus on building a pipeline 7−10 years out.  

In our work with leading companies, we have learned how Top Companies calibrate their high potential 
talent. Specifically, they look at both potential and readiness, utilizing a variety of methods to get to the 
final determination. At IBM, it’s a full bottoms-up review, where individual reviews roll up to teams of ready 
successors referred to as “benches” within the business units, and then to senior-level executive review. 
The review covers calibration, including a lively discussion about talent moves, alternate scenarios, and 
pipeline strength. Immediate successor charts and longer-term charts are developed. The calibration 
process is based on data and reported upon extensively. IBM reviews all types of benches so it can focus 
on those that are in need of the most help, and can determine where it needs to hire, accelerate 
development, and borrow talent. 

 

 

 
More Samples of Organizations’ Calibration Processes 
 
 Target Corporation’s talent review process starts with each team member completing an annual 

self-review of their performance against their goals and other expectations. This is followed by 
their leaders assessing their performance and accomplishments—both what they accomplished 
and how they accomplished it—as well as assessing the employee’s personal strengths and 
opportunities. Additionally, leaders across the company routinely discuss talent at all levels, 
intentionally plan for team member development, and consider diverse talent (among other 
things). This helps them evaluate whether they have the right leaders in the right place and 
calibrate talent consistently. This also demonstrates a deep commitment to leadership 
development at all levels within the company. 

 The NZ Refining Leadership Team calibrates all reviews to ensure that leadership behaviors are 
being displayed consistently. If a manager has not been developing his or her staff, his or her final 
performance rating is negatively impacted. 

 Through use of new global dashboards, Whirlpool Corporation operates a fully integrated talent 
management system, disciplined talent review and calibration meetings, and a robust succession 
planning process. This results in its leaders and managers having insight into the top leaders and 
performers across the globe. 

 American Express uses a nine-box grid to assess talent via performance and potential, with a 
definition of potential that reflects elements of learning agility and growth mindset. Talent reviews 
are conducted within and then across businesses to raise talent awareness and facilitate strategic 
job moves. High potential employees are targeted for growth opportunities, leadership 
development, and placement on succession plans. 
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Best Practices in High Potential Calibration 
Several key elements yield a best-in-class process for calibrating top talent:  

 

Multi-Faceted Ratings. Calibration should look at the multiple factors that define “high potential,” and 
individuals should be rated on each of the following dimensions: potential (performance, character, 
capability, and motivation) and readiness level (Ready Now, Ready Soon, Ready Future). 

Multiple Sources of Input. The company should require multiple assessments and inputs to calibrate 
talent with various managers.  

The Calibration Session. The calibration discussion should focus on the extremes of the talent spectrum 
to allow more time to discuss specific employees in detail. To ensure individual biases do not occur in the 
talent review process, managers are taught to set the stage for an open dialogue, but to not dominate the 
discussion. During the process, conversations must be rooted in objective metrics and observations of 
behavior. To avoid the “I won’t challenge you if you don’t challenge me” issue, facilitators should 
encourage constructive conflict between participants. Reviewing past performance at the outset of the 
meeting gives participants a gauge from which to measure an individual’s progress. Compensation 
should not be up for discussion during the calibration and assessment phase; rather, compensation 
decisions are best tabled until a later time.  

Multiple Reviews. Talent-savvy organizations conduct talent reviews and calibration sessions at least 
twice a year.  

Action Plans. Lastly, the calibration and review process should yield an active, individual development 
plan, with follow-up items established throughout the year. These plans should be simple in design but 
powerful and purposeful in execution. 
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Transparency and High Potentials 
Many organizations shy away from communicating the results of these conversations to identified high 
potentials. According to Harvard Business Review, transparency is on the rise. In 2010, 85% of 
companies reported informing their high potentials of their status, as compared to only 70% a decade 
earlier.11 The 2011 Top Companies for Leaders research shows that 80% of North America Top 
Companies make high potentials aware of their status, compared to only 53% of all other North America 
participants. In addition, North America Top Companies are more likely to communicate to individuals 
when they are no longer considered high potential (71% versus 33%).  

Once informed of their position, high potentials are given key opportunities to further develop their skills. 
Aditya Birla Group creates career charts to track performance paths. Aditya Birla is not only transparent 
about its plans, but also gives an enormous amount of flexibility to ensure there are opportunities 
available for high potentials.  

L’Oréal’s objective for its high potentials is to expose the critical talents to the organization and be 
transparent. Beyond operational performance, L’Oréal strives to provide critical talent with ample 
opportunities to show their competencies through various events and networking opportunities. This 
allows them to reach the next step, create a global network, and share L’Oréal’s culture and vision. 
 

A significant part of an organization’s effort to be transparent is the extent to which it formally identifies its 
high potentials. The Center for Creative Leadership explored the impact this had on high potential talent 
by interviewing 199 high potential business leaders.12 The goal of the study was to get a look from “inside 
the pipe,” and the results provided powerful insights. The study found that formally recognized high 
potentials were more likely to actually consider themselves high potential than those who were not 
recognized. This, in turn, impacted retention as only 14% of formally recognized high potentials reported 
looking for other employment, compared to 33% of those who were never formally recognized. The study 
suggests that not being acknowledged makes it difficult for high potentials to envision their path of 
advancement in the company, often leading to frustration, a lack of role clarity, and turnover as these 
under-recognized individuals become prey to competing offers.  

Cultivating High Potential Talent 
The leadership pipeline starts to pollinate immediately with whom you let in the door. Once the right talent 
is on board, the onus is on senior leaders to begin cultivating the talent bench. Securing a deep and 
talented bench requires a relentless focus on grooming high potentials, one that is driven directly from the 
top. Organizations that are most successful at securing strong bench strength are those that 
demonstratively value talent. Their commitment starts at the top of the house and permeates throughout 
all levels of the organization. Leaders are on the front lines, involved in the identification, assessment, 
and development of their high potential talent. They know who the rising stars are, what their needs are, 
and how they are performing at any given time. Meaningful accountability is requisite for both senior 

                                                      
11 Ready, D. A., Conger, J. A., and Hill, L. A. (2010). Are you a high potential? Harvard Business Review, 88(6), 78-84. 

Retrieved from Business Source Complete database.  
12 Campbell, M. and Smith, Roland. (2010). High-potential talent: A view from inside the leadership pipeline. Retrieved 

from http://www.ccl.org/leadership/pdf/research/highPotentialTalent.pdf.  
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leaders and direct managers. Without it, organizational efforts to attract, inspire, and retain top performers 
will fall short.  

Beyond active and present senior leadership involvement, it is important to have a common framework of 
talent management across the organization. Divergent notions within the same organization can result in 
a “talent inventory,” instead of focusing on the active development and management of key talent for key 
roles. Moreover, if people aren’t developed appropriately there’s a risk of moving people into positions 
they don’t actually have the ability to succeed in. Talent-savvy organizations know their performance 
assessment processes, such as nine-box grids, are only the starting point—and certainly not the ending 
point—in calibrating high potential talent. Organizations must also take into account the development and 
deployment of their top talent, and they must hold leaders accountable for this critical facet of planning for 
the company’s future success.  

Executing with Excellence—What It Takes to Sustain Success 
Clearly, the first step involves defining exactly what “high potential” means for the organization. This can 
best be accomplished by examining the dimensions of potential and readiness—which recognize and 
assess the skills and attributes that are most essential to identifying high potential talent. Once “high 
potential” has been clearly defined, the calibration process will run more smoothly, as managers will be 
working from the same baseline. At that point, the organization can take the following steps to ensure that 
it is armed with adequate information for effectively pollinating its high potential talent pools:  

 Identify high potential talent in an objective, future-focused manner; 

 Calibrate this talent on a regular basis, using multiple inputs; 

 Create action plans and career maps for these top performers; 

 Recalibrate talent and move individuals on/off the high potential list accordingly; and 

 Hold leadership meaningfully accountable for each of these steps. 

What is perhaps most important for companies to realize is that developing top talent is more than just the 
next step in a well-managed high potential program; it represents a tremendous opportunity for 
competitive advantage. While defining, identifying, and calibrating talent are all important and necessary 
steps in the high potential process, the development of an organization’s high potentials is the key to 
success. It is when these individuals enhance and apply their knowledge, skills, and abilities that 
companies truly get their return on investment. In the next series, we will uncover key elements that 
differentiate development for high potentials and what organizations can do to accelerate their critical 
talent development to ensure their high potentials are well suited to take the future reins of the 
organization. 
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About the Research 
Initiated in 2001 by Hewitt Associates (now Aon Hewitt), Top Companies for Leaders is the world’s most 
comprehensive longitudinal study of leadership and leadership practices. The study, recognized for its 
global scope and research rigor, attracts hundreds of companies around the globe that seek outside-in 
insights on leader building and how the best develop and sustain their leadership pipelines. Aon Hewitt 
was pleased to work once again with FORTUNE, the leading global business publication, and The RBL 
Group, the esteemed HR strategy and leadership consultancy founded by thought leaders Dave Ulrich 
and Norm Smallwood. Through its 10-year history, more than 2,000 organizations have participated in the 
study, many participating year after year.  

For more information on the Top Companies for Leaders research, methodology, and insights, visit: 
www.aon.com/topcompanies.  
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About Aon Hewitt 
Aon Hewitt is the global leader in human resource solutions. The company partners with organizations to 
solve their most complex benefits, talent and related financial challenges, and improve business 
performance. Aon Hewitt designs, implements, communicates and administers a wide range of human 
capital, retirement, investment management, health care, compensation and talent management 
strategies. With more than 29,000 professionals in 90 countries, Aon Hewitt makes the world a better 
place to work for clients and their employees. For more information on Aon Hewitt, please visit 
www.aonhewitt.com. 
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