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Overview of Proxy Disclosure Changes
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Overview of Proxy Disclosure Changes

In 2007, the Securities and Exchange Commission (SEC) 
made substantial revisions to the proxy disclosure 
requirements in order to provide greater transparency to 
public company investors
Major changes included:
– Changes to the Summary Compensation Table
– Long-Term Incentive Tables
– Expansion of Pension / Deferred Comp Disclosure
– Detailed Termination or Change In Control Scenarios
– Director Compensation Table
– The introduction of the Compensation Discussion & Analysis 

(CD&A)
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Summary Compensation Table 

New / changed columns: 
– “Total compensation” – Sum of all columns in the table
– $ value of stock awards using same valuation method as 

reported in the financial statement
– “All other compensation” – Any item of compensation that 

does not fall into any other category on the table.  (Note: 
Items must be listed if amount exceeds $10,000)

Supplemental Table:
– Grants of Plan-Based Awards Table – Discloses grant date 

fair value of all stock awards & stock options to the NEOs. 
Additional Tables:
– Outstanding Equity Awards at Fiscal Year End
– Option Exercises and Stock Vested
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Retirement Benefits Disclosure

New Tables:
– Pension Benefits Table – The actuarial present value of 

each NEO’s accumulated pension benefit on a plan-by-plan 
basis. 

• Annual benefit payable at normal retirement age and early 
retirement age

• Narrative description which may include the lump sum 
distribution payable at the end of last fiscal year, as well as 
what pay elements are included in the calculation

– Nonqualified Deferred Compensation – Discloses 
contributions, aggregate earnings/withdrawals and year end 
balances for the fiscal year
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Termination and Change in Control Payments
Narrative disclosure required for each contract, plan or 
arrangement for each Named Executive Officer upon 
termination of employment, change in responsibilities or a 
change in control of the company.
– Description of triggers
– Estimated payouts and benefits
– Covenants (noncompetition, etc.)

Potential payments in connection with any termination or 
change in control
– Description and quantification of estimated payout and 

benefits to each NEO
– Payout estimates are to assume that the CIC triggering 

event took place on last day of company’s last fiscal year.
Many companies used tally sheets to review this 
information and presented the data via tables 
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Director Compensation Table

Similar to the summary compensation table for executive 
officers
– Only shows compensation for the prior year
– Required to provide all director fees whether paid in cash or 

equity
– Includes a total compensation column and all other 

compensation table
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Purpose and Status of The CD&A

The CD&A is intended to provide a general overview of 
the material factors underlying compensation policies and 
decisions.
– Should precede the tabular disclosures

The purpose is not to repeat the more detailed information 
that would follow in the tabular disclosures and 
accompanying footnotes.
Unlike the Compensation Committee Report it replaced, 
the CD&A is “filed” for purposes of the proxy rules and 
covered by the CEO and CFO certifications required by 
the Sarbanes-Oxley Act of 2002.
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Questions to be Addressed by the CD&A

The Company is required to explain all elements of 
compensation of named executive officers, including 
responses to the following specific questions:
– What are the compensation programs’ objectives?
– What are they designed to reward?
– What are the compensation elements?
– Why did the company choose each element?
– How is the amount of each element determined?
– How does each element fit into the overall compensation 

objectives?
The CD&A must address compensation awarded in the 
last fiscal year
– May also address actions taken after conclusion of fiscal 

year (ie., pay decisions, program changes, etc.)
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2007 Proxy Season – Looking Back
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US Companies’ Experience

US companies grappled with the conflict inherent in:
– Summarizing material components of NEO pay packages in 

plain English, while;
– Addressing all the relevant items, some of which had never 

been subject to disclosure (ie., retirement benefits, 
severance arrangements)

Drafting 2007 proxies was an enormous task
– No roadmap from prior year
– Shifting best practices as each new 2007 proxy was filed
– Vague directions from the SEC (“what is it they want to 

see?”)
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SEC Reactions to 2007 Proxy Disclosures

CD&As were disappointing
– Filings were too long and not written in “plain English”
– Companies “answered the who, what, where & when, but 

not how & why” (more analysis desired in 2008)
Many companies skirted the issue of disclosing 
performance targets in their STI and LTI plans
– SEC has said this will be an area of focus in the future

The SEC was pleased with the expanded perquisites 
information required under the lower $10,000 reporting 
threshold
More discussion of the CEO’s role in the compensation 
process is desired
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SEC Reactions to 2007 Proxy Disclosures

Initial SEC reaction to first year of “new” proxy filings (per 
Chairman Christopher Cox)
– Length of CD&As was much greater than expected

• “We had it in mind that they would be just a few pages long, but 
the median length for the CD&As was 5,472 words – over 
1,000 words more than the U.S. Constitution”

– However, the first year of CD&As required all companies to 
provide background on topics that had never been 
discussed in detail and are not simple in nature (ie., 
retirement benefits, severance arrangements)      

• Hay expects CD&As and entire proxies to slowly shrink back  
from 2007 sizes over the next few years as the SEC and 
investors respond to the information deluge of 2007             
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SEC Reactions to 2007 Proxy Disclosures

Initial SEC reaction to first year of “new” proxy filings (per 
Chairman Christopher Cox) (cont’d)
– Readability of proxy disclosures did not improve (lack of 

“plain English”)
• Intent of new rules was to “break down in plain English all the 

legalese, jargon, and the dense cover-your-assets boilerplate 
that reads more like the insurance policy it is than the helpful
guide to investors that it’s meant to be”

– The SEC’s use of the Gunning Fog Index to measure proxy 
readability is creating a lot of discussion

• Expect companies to use this readability test and others like it
next year to assess their achievement of “plain English”
disclosure (new step in the CD&A process for 2008)
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2007 Proxy Disclosures

Varied practices across this year’s proxy filings on:
– Disclosure and level of detail around financial performance 

goals
• Hay believes that U.S. companies will continue to feel pressure 

from the SEC and shareholder advocates to disclose goals
– Discussion of peer groups and selection criteria

• We expect to see more companies outline specific peer group 
criteria to enable investors to understand each company’s 
inclusion, especially where incentive payouts are determined by 
relative performance against a peer group
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SEC Comment Letters
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Overview of SEC Comment Letters 

On August 21, 2007 the SEC sent comment letters to 
several companies
– Reportedly over 300 
– Letters averaged 10-15 comments

Companies receiving comment letters needed to respond 
by Sept. 21
– Could request an extension if necessary
– Responses will be available on the SEC website later this 

year
The disclosure topic receiving the most comments was 
performance targets
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SEC Comment Letters

Performance Targets
– Companies were requested to disclose their performance 

targets and if they did not, to provide an explanation for the 
nondisclosure

• Companies’ interpretation of competitive harm appears to be 
different than that of the SEC’s

– Discuss weight given to each performance factor
Individual Performance 
– More detail on how individual performance is taken into 

account for the NEOs
– The effect on each individual compensation element
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SEC Comment Letters

Benchmarking
– More disclosure of the targeted percentile of survey data 

and an explanation of why the percentile was selected
– Disclosure of actual amounts compared to target amounts
– Disclosure of the names of the peer group companies

Role of Compensation Consultant 
– More detail on the role of the compensation consultant, 

• Does that person perform other services?
• Benchmarking only, incentive design, reporting relationship

– Disclosure of the scope of the consultant’s work and 
instructions given by the Compensation Committee
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SEC Comment Letters

Role of CEO 
– Details regarding the role of the CEO in the compensation 

process
– SEC is concerned that the CEO role might have undue 

influence over their own compensation
Differences in NEO Compensation
– Explanation of the reasons for the differences in 

compensation awarded to the NEOs
– Particular focus on why CEO comp is significantly higher 

than other NEOs
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SEC Comment Letters

Severance and Change in Control
– More information on the rationale for establishing 

termination, severance and CIC packages
– Investors, media and other stakeholders have expressed 

concern over these arrangements
• O’Neal – Merrill Lynch
• Prince – Citigroup
• Nardelli – Home Depot

– SEC wants amount and rationale to be clear 
Annual Incentive Compensation 
– If the company mentioned discretion in determining awards 

companies were asked to describe if they exercised 
discretion
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SEC Comment Letters

Analysis of Elements of Compensation
– Companies were asked to explain in greater detail why the 

company chose to pay each element
– Expand on analysis of the element and level of 

compensation
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SEC John White’s Speech & Focus for 2008
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SEC Observations
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John White’s Speech

John White, SEC Corporate Finance Director

Questions to ask yourself: 

What is material to my shareholders, to my investors, as they 
examine the compensation of our executives and make their voting
decisions for our board of directors and investment decisions with 
respect to our company?

What are the material elements of individual executive and 
corporate performance that are considered in setting executive 
compensation?

What is the relationship between the objectives of our 
compensation program and the different elements of 
compensation?

What are the material factors that relate to our compensation 
decision-making process?
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John White’s Speech

John White, SEC Corporate Finance Director

Then, sit down and focus on two very important aspects of 
your disclosure:

Analysis
– How and why you reached compensation decisions
– Discuss and analyze, not a laundry list of facts

Presentation
– Clear, concise, understandable
– Tables and charts for complex information
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2008 Proxy Drafting

“Don’t let coming year’s disclosure be just a mark-up of the first 
year” (John White)

Focus on Analysis – The how and why
Presentation Matters – How a company provides information, in 
many ways, is as important as the content

– Facilitates more informed investing and voting
– SEC Chairman Cox particularly focused on clearer, more concise 

presentation of executive and director compensation
Plain English principles still apply to the CD&A

– Remove redundancies – If table discloses information, don’t repeat 
it in the narrative

– Don’t simply copy technical language from an employee agreement 
or compensation plan

What investors need or want to know
– Guide disclosure from a company perspective

Disclosures only when “material”
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2008 Proxy Drafting

Document compensation decisions throughout the year
– Rationale for decisions, especially those decisions that 

deviate from the compensation philosophy
Start early so that there is sufficient time to vet all 
compensation issues
Create a project team that includes all key inputs (e.g. 
HR, Legal, Finance, Compensation Committee, Investor 
Relations)
Educate each other or engage outside resources – Every 
member of the team needs to understand the 
requirements
Meet regularly
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2008 Proxy Drafting

John White: Ask every key participant to submit a one-
page bullet point summary of “analysis
Draft the proxy – We find that only after the parties 
actually commence this process do they realize how 
much is involved
– Prepare draft disclosure tables for reference
– Take a step back and be sure the CD&A serves the stated 

purpose
– Remember that CD&A is a communication to the company’s 

owners
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2008 Proxy Drafting

Take into account SEC comments when drafting this 
year’s proxy, but focus on your company’s particular facts 
and circumstances
Step back and review the disclosures and organization
– Have someone not part of the team read the proxy
– Does the CD&A describe the story? (Plain English with 

analysis)
– Can investors determine compensation levels and thought 

process for those levels?
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Questions?



© 2007 Hay Group. All rights reserved.32
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Brian Tobin
Midwest Region Practice Leader, Executive Compensation
Phone: 312.228.1847
Email:  brian.tobin@haygroup.com
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Consultant, Executive Compensation
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