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Introduction

About Our Survey

Effectively communicating all aspects of an executive compensation program is a growing priority for Boards and
management teams, driven by increased public interest, the informational needs of shareholders, and
regulations. Our survey was designed to learn more about the communication approaches companies use to
develop the Compensation Discussion & Analysis (CD&A) section of their annual proxy statement and gauge the
levels of perceived effectiveness of these documents.

Data was analyzed across a variety of demographics. Given that the area of proxy disclosure has a heavier
impact on publicly-held organizations vs. those with other forms of ownership (e.g., closely-held, family-held,
privately-held, mutual, cooperative, or membership organizations), our study focuses on the responses from 93
publicly-held participants.

What Do We Mean by “Effective?”

Effective CD&As go well beyond the legally-required disclosure and:

» Reinforce the philosophy, objectives and decision-making processes that guide the design and operation of
the executive compensation program;

» Tell a story that connects the business landscape, business strategy, leadership team objectives, and financial
and strategic achievements that inform the Compensation Committee’s decisions;

» Address the concerns of multiple stakeholders and audiences including institutional and retail investors, proxy
advisors, media, employees, and the general public; and

* Provide this information in a relevant, useful, and easily-understood format.

Pear]l Meyer & Partners ©2015 Pearl Meyer & Partners 2



The New Normal of Annual Compensation Disclosure
Executive Summary

Introduction

Why it Matters

While disclosure mandates aren’t new, expectations about the quality and clarity of this information
have changed dramatically over the years, with stakeholders paying far more attention to the
content and overall readability of CD&As. In fact, recent research from the Stanford Graduate
School of Business reported that institutional investors are deeply dissatisfied with compensation
disclosures. We believe that by leveraging fundamental communication “best-practices,” these
disclosures can be measurably improved, ultimately leading to better understanding and
engagement among all stakeholders.

How to Get More Information
The complete survey results are available for purchase at
www.pearlmeyer.com/thenewnormalreport.

Please contact Sharon Podstupka to discuss any aspect of these findings at
sharon.podstupka@pearimeyer.com or (212) 407-9551.
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Report Findings

Results of our research fall into three key areas:

2

The Influence of Dodd-Frank

Trends in Content Development
Reader-friendliness is key

Teams and Timing
It pays to plan and prepare

Disclosure mandates have critical impact

Pear]l Meyer & Partners

. The New Normal of Annual Compensation Disclosure

Executive Summary

©2015 Pearl Meyer & Partners 4



The New Normal of Annual Compensation Disclosure
Executive Summary

Trends in Content Development

Ensuring Disclosure is Written in a Reader-Friendly
Manner is as Important as Ensuring Technically Accurate
Content

Almost 90% say reader
friendliness is as important
as technical accuracy...

14%

# Agree/Strongly Agree

u Disagree/Neutral

86%

The Board/Compensation Committee Requested the
Following Actions

...and the #1 requeSt 90% 85.5%
by COmpenSation 80%

70%

Committees is to make the 4,
CD&A narrative easier to 50%
read and understand. o

30%
20%
10%

0%

Incorporate an Make the Content Incorporate More Other
Executive Summary Easier to Charts, Tables &
Read/Understand Graphs
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Trends in Content Development

Elements Incorporated Into Executive Compensation

Companies re porti ng Disclosure(s) as the Result of Content Development
Trends
excellent/very good 0%
. . 81.8%
80%
communication o0 | " —
effectiveness levels are 60% - 60.0%
. 50% -
better at leveraging
30% i 23 500 23 600
content trends.
10% -
0% - : : — l0-0°/O ,
Executive Charts/Graphs Charts/Graphs Charts/Graphs
Summaries lllustrating Year- Showing Variable  That Show CEO
over-Year CEO vs. Fixed Pay Realizable and/or
Pay Realized Pay

# Excellent/Very Good 4 Fair/Needs Improvement
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Teams & Timing

Companies reporting
excellent/very good
communication effectiveness

use communication

experts to help develop
content...

...they also plan In

advance and start drafting
before the close of the end of
the fiscal year.
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Companies with Excellent/Very Good Communication Tap
into Communication Experts to Help Develop Content

78.6%

# [nternal Corporate or HR Communications Practitioners
u External Graphic Designers
& External Writers

Planning for the Development of our Executive
Compensation Disclosure(s) Generally Begins

A

—

Immediately 6 months before 3 months before Immediately after
following the the close of the the close of the the close of the
Annual fiscal year fiscal year fiscal year
Shareholder
Meeting
Excellent, Very Good  =#=Fair, Needs Impr
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The Influence of Dodd-Frank

Companies Whose Level of Support From Shareholders

CompanieS reporting on Say on Pay Ballot Item was Greater than 90%
excellent/very good I
Communlcatlon Fair/Needs Improvement 50.0%

effectiveness received
higher Say on Pay
V O t eS - Excellent/Very Good

69.4%

0% 10% 20% 30% 40% 50% 60% 70% 80%

0 We Have Already Started Planning the Content of our
- and 60 A) h ave CEO Pay Ratio Disclosure

started planning for

100% —

future disclosure as »

61.1%

the result of the pending 60%
CEO Pay Ratio rule. 40%

20%

38.9%

0%
Excellent/Very Good Fair/Needs Improvement

BYes @No
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Key Takeaways

The CD&A has grown from a required chapter in a legal document to a critical
communication tool that outlines a company’s executive compensation philosophy and
program design and explains how it supports the corporate business strategy.

However, there is still tremendous room for improvement in most of the CD&AS
developed today.

Stanford’s recent research shows there is deep dissatisfaction among investors with
quality and clarity of information. We see that Compensation Committees
overwhelmingly say reader-friendliness is critically important and make it their number
one request during CD&A development. And yet only 11.4% currently rate their CD&A

effectiveness as excellent.

What should be done?

Incorporate
Use plain, graphic

Allow for

Leverage significant
concise depictions

language of key

information

specialized
resources

planning and
generous
timelines
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About Pearl Meyer & Partners

For more than 25 years, Pearl Meyer & Partners (www.pearlmeyer.com) has served as a trusted independent advisor to Boards
and their senior management in the areas of compensation governance, strategy and program design. The firm provides
comprehensive solutions to complex compensation challenges for multinational companies ranging from the Fortune 500 to not-for-
profits as well as emerging high-growth companies. These organizations rely on Pearl Meyer & Partners to develop global
programs that align rewards with long-term business goals to create value for all stakeholders: shareholders, executives, and
employees. Pearl Meyer & Partners maintains U.S. offices in New York, Atlanta, Boston, Charlotte, Chicago, Houston, Los Angeles,
San Francisco and San Jose, as well as an office in London.

Contact Us

For other information and guidance on compensation issues, or to learn more about Pearl Meyer & Partners’ services, please feel
free to contact any of our offices listed on the next page.

Please note: This survey and its contents are confidential and proprietary and should not be provided to other parties outside the
firm for which the data was reported (non-participating firms) without the express written consent of Pearl Meyer & Partners.

Pearl Meyer & Partners ©2015 Pearl Meyer & Partners 10



Pear]l Meyer & Partners

www.pearlmeyer.com

NEW YORK

570 Lexington Avenue
New York, NY 10022
(212) 644-2300
newyork@pearlmeyer.com

ATLANTA

One Alliance Center

3500 Lenox Road, Suite 1708
Atlanta, GA 30326

(770) 261-4080
atlanta@pearlmeyer.com

BOSTON

132 Turnpike Road, Suite 300
Southborough, MA 01772
(508) 460-9600
boston@pearlmeyer.com

CHARLOTTE

3326 Siskey Parkway, Suite 330
Matthews, NC 28105

(704) 844-6626

charlotte @pearlmeyer.com

CHICAGO

123 N. Wacker Drive, Suite 860
Chicago, IL 60606

(312) 242-3050
chicago@pearlmeyer.com

HOUSTON

Three Riverway, Suite 1575
Houston, TX 77056

(713) 568-2200
houston@pearimeyer.com

LONDON

Clifford House

15 Clifford Street

London W1S 4JY

+44 (0)20 3384 6711
london@pearlmeyer.com

LOS ANGELES

550 S. Hope Street, Suite 1600
Los Angeles, CA 90071

(213) 438-6500
losangeles@pearlmeyer.com

SAN FRANCISCO

595 Market Street, Suite 1340
San Francisco, CA 94105
(415) 651-4560
sanfrancisco@pearlmeyer.com

SAN JOSE

2880 Zanker Road, Suite 203
San Jose, CA 95134

(408) 954-7399
sanjose@pearlmeyer.com
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