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Institutional Shareholder Services (1SS) and Glass Lewis (GL) have recently released
updatesto their voting policiesfor the 2024 proxy season. The following provides a high
level summary of the most significant compensation-related policy updatesfor the United
States. Ascompared to prior years, the US updates wererelatively light and included more
clarificationsrather than major policy shifts.

Institutional Shareholder Services

The new policiesfor 1SS[1] apply to shareholder meetings on or after February 1, 2024.

I SS had only one new US policy, which wasrelated to shareholder proposals concer ning
both executive sever ance agr eements and golden parachutes. The update codifies the case-
by-case approach | SS uses when analyzing such shareholder proposals, including

consider ation of the following factors:

= The company’s severance or change-in-control agreementsin place, and the presence
of problematic features (such as excessive sever ance entitlements, singletriggers,
excise tax gross-ups, etc.);

= Any existing limits on cash severance payouts or policies which require shareholder
ratification of severance payments exceeding a certain level;

= Any recent severance-related controversies; and


https://www.issgovernance.com/file/policy/latest/updates/Americas-Policy-Updates.pdf
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= Whether the proposal isoverly prescriptive, such asrequiring shareholder approval
of severance that does not exceed market norms.

In addition to thisupdate, | SSissued changesin some of its supplementary compensation-
related guidance, asfollows:

US Compensation Policies: Freguently Asked Questions

Changing Vote Recommendation: | SS will consider company actionstaken in response to
pay-related concernsin the I SSresearch paper only if they are disclosed in a public filing.
However, ISSisunlikely to change the vote recommendation if the additional filingis
made fewer than five business days befor e the meeting date. Additionally, vote
recommendations would only be changed wher e a company has specifically remedied the
concerns (i.e., disclosed specific plan design changes, rather than simply broad
commitment to increase focus on performance-based pay) in thereport or modifies
existing awar dsto strengthen the performance linkage.

Impact of Adjustments (including non-GAAP metrics): If adjustments materially increase
incentive payouts, companies should provide clear disclosurein the proxy explaining the
nature of the adjustment, itsimpact (dollar or percentage) on payouts, and the board's
rationale. Disclosurein the proxy of line-item reconciliation to GAAP results, when
possible, isconsidered a best practice. | SS views the absence of these disclosures
negatively, particularly for companiesthat exhibit a quantitative pay-for-performance
misalignment.

Sngle-Trigger Change in Control (CIC) vs. CIC Incentives: | SS has clarified that while CIC
sever ance without a qualifying termination remains a problematic pay practice, bona fide
incentive awar ds payable upon a CI C transaction would not be viewed as problematic so
long asthey are not excessive and are accompanied by sufficient disclosure about rationale
for theincentive.

US Equity Compensation Plans: Frequently Asked Questions

I SS provided certain clarifying adjustmentsto their Equity Plan Scorecard Model which
addresses factor s accor ding to five different company models (S& P 500, Russell 3000, Non-
Russell 3000, and two categories of Special Cases) and three different pillars (Plan Cost,
Plan Features and Grant Practices). Among these adjustments, weighting of the Plan Cost
factor decreased for both the S& P 500 and Russell 3000 models. Weighting of the Grant
Practices pillar for the S& P 500, Russell 3000, and Non-Russell 3000 models decr eased,
while the weighting of the Plan Features pillar for the same modelsincreased. Thereareno
factor score adjustmentsfor the Special Cases— Non-Russell 3000 model. There wereno
factor definition changes nor threshold passing scor e changes for any model. | SS also
provided 2024 updatesto their Value-Adjusted Burn Rate Benchmarks. Further


https://www.issgovernance.com/file/policy/active/americas/US-Compensation-Policies-FAQ.pdf?v=3
https://www.issgovernance.com/file/policy/active/americas/US-Equity-Compensation-Plans-FAQ.pdf?v=4
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thresholds and details are contained within the FAQ.

Glass Lewis

The new policiesfor GL will apply for shareholder meetingson or after January 1, 2024.
Thefollowing highlights compensation-related updates and select boar d-related
clarifications.

Clawback Trigger Expanded

In addition to meeting Dodd-Frank Act (DFA) requirements, clawback policies should
provide companies with the ability to recoup both time-based and perfor mance-based
incentive payments when there is evidence of problematic decisionsor actions (e.g.,
material misconduct, a material reputational failure, a material risk management failure,
or a material operational failure), and regardless of whether employment was ter minated
with or without cause. Thiswould consider ably expand the requirements of a DFA policy
which requires clawback of incentive-based compensation triggered by a financial
restatement. Where a company ultimately determines not to follow through with recovery,
if the company does not provide a thorough, detailed discussion of its decision to not
pursue recoupment, thislack of disclosure may play arolein GL’s say-on-pay (SOP) vote
recommendation.

Executive Ownership Guidelines

Executive owner ship requirements should be clearly disclosed in the compensation
discussion and analysis (CD& A), including a thorough discussion of how various equity
awards are counted or excluded from the owner ship level calculation. GL hasalso
indicated that counting unear ned performance-based full value awar ds or unexer cised
stock optionswithout a cogent rationale may be viewed as problematic.

Proposals for Equity Awards for Shareholders

With respect to proposalsfor shareholdersto approveindividual equity award grants,
wher e therecipient of the proposed grant also is a large shareholder of the company whose
vote can materially affect the passage of the proposal, GL believes provisionsthat require
anon-vote, or vote of abstention, from the recipient may help address potential conflicts of
interest and will be viewed as a favor able feature.

Pay-V ersus-Performance (PVP) Disclosure Impact

GL may use PVP disclosures mandated by the SEC as part of its supplemental
guantitative assessments supporting its primary pay-for-performance grade. Specifically,
the“ compensation actually paid” data, along with other quantitative and qualitative
factors, may support GL’srecommendation in favor of an SOP proposal, even when there


https://www.glasslewis.com/wp-content/uploads/2023/11/2024-US-Benchmark-Policy-Guidelines-Glass-Lewis.pdf?hsCtaTracking=104cfc01-f8ff-4508-930b-b6f46137d7ab%7C3a769173-3e04-4693-9107-c57e17cca9f6
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isa disconnect between pay and performance using GL’s pay-for-per formance model (e.g.,
wher e the company would ordinarily receivea“D” or “F”").

Non-GAAP Reconciliation Disclosure

For companiesthat use non-GAAP metricsin incentive programs, clear reconciliationsto
GAAP results should be provided. Wher e significant adjustments were applied to

per formance resultsto determine incentive payouts, the absence of a thorough, detailed
discussion within the proxy statement of the adjustments and their impact on payouts will
impact assessment of the quality of disclosure and could impact the SOP recommendation.

Conclusions

While I SS and Glass L ewis recommendations may be closely followed by many
institutional shareholders and these advisor s are sometimes viewed as standar d-settersfor
gover nance, they should not be the sole driver of compensation strategy and design. It is
important that companiestake a holistic approach in designing their plansrather than
trying to strictly meet all advisor parameters. At the for efront, companies should focus on
tying compensation to business and leader ship strategy and stakeholder interests, while
secondarily considering theimpact of ISSand GL on voting recommendations.

[1] Note as of the date of this Client Alert, I SS has not yet released its officiation 2024
Proxy Voting Guideline document, and there were no changes to Peer Group Selection
Methodology or Pay-For-Performance M echanics.
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