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Proxy season isin full swing, and Institutional Shareholder Services (1SS) is shar pening its
focus on executive compensation disclosures, particularly around perfor mance-based
equity incentives. Thisraisesthe stakesfor CD& A drafting, with increased emphasison
transparency and design rigor.

I SS has placed heightened scrutiny on performance-vesting equity awards, particularly for
companiesthat receive a high concern on its quantitative pay-for-per formance test.
Effective for meetingson or after February 1, 2025, | SSwill be focusing on whether such
companies failed to disclose forwar d-looking goals. While many companies reasonably cite
“competitive harm” or therisk of signaling financial expectations as reasonsto withhold
forwar d-looking performance goals, | SS has emphasized that a lack of transparency can
exacer bate shareholder dissatisfaction and lead to negative say-on-pay outcomes.

How Much is Too Much: Balancing Justification with
Transparency

Historically, it has not been common practice for companies to disclose the forwar d-
looking goalsin their performance equity programs. However, given ISS heightened focus
on transparency, compensation committees—especially those at companies flagged with a
high (or even medium) concern on | SS's quantitative pay-for-perfor mance test— now face
increased pressure to evaluate whether to disclose forwar d-looking goals.

Committees must car efully weigh the potential consequences of withholding such goals
(e.g., increased scrutiny from I SS, negative say-on-pay outcomes, or erosion of shareholder
trust) and how justifications like “ competitive harm” may be perceived by key
stakeholders. While the pros of keeping forwar d-looking goals closeto the vest will likely
outweigh the consfor most committees, it is essential to approach this decision
thoughtfully, addressing key questionsto ensure a defensible and balanced outcome:

= Can we justify the potential risks of disclosing our goals? Providing specific evidence of
how sharing forwar d-looking goals could createrisks (e.g., revealing proprietary
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strategies, signaling competitive positioning, setting speculative market expectations)
helpsreinforcetherationale for withholding details.

= |sthe omitted information material to investors? Committees should evaluate whether
withheld details could significantly influence investor decision-making. M aterial
omissions may draw scrutiny or raise concerns among stakeholders.

= Can we offer meaningful context without revealing sensitive details? Exploring waysto
provide insights—such as explaining therationale for selecting metrics and setting
goals —while protecting competitive information can help balance transparency and
confidentiality.

Taking Action Now

Regardless of whether forward-looking goals are disclosed, it will be critical to ensure that
your CD& A narrative effectively addr esses the committee’ s approach to ensuring long-
term performance-based incentive plan metrics and goals ar e rigorous and aligned with
investor expectations. Committees should ask themselves the following asthey review
working drafts:

= Are the performance metrics clearly articulated? The draft should include an
explanation of how metrics align with the company’s strategy and address investor
expectations, while balancing transparency and competitive concerns.

= Have we demonstrated the rigor of the committee's process? The draft should highlight
information about the committee' s deliberations—including how forwar d-looking
metrics were evaluated or stress-tested—to reinfor ce the robustness of the decision-
making process.

= |sthe narrative clear and easy to follow? The draft should avoid unnecessary
complexity, presenting information in a way that is straightforward and accessible to
readers.

= Does the disclosure address potential shareholder concerns? The draft should
appropriately emphasizetherationale for goal-setting, metric changes, or limited
disclosuresto help preempt questions or criticism and align with transparency
expectations.

By thoughtfully addressing the decision to disclose or withhold forward-looking goals,
committees can ensurethe CD& A narrative strikesthe right balance between
transpar ency and competitive protection. A well-consider ed approach will ensure
compliance with regulatory requirements, support clear communication with proxy
advisors and shareholders, and strengthen the company’s executive compensation
narrative.
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