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ISS is Here to Explain Bay Area 
Pay Practices to You 
 

 

(They Would Also Like to Punish You for Using Them) 
ISS Corporate Solutions has published a new report, “Pay in the Bay: 
Compensation Practices at San Francisco Bay Area Technology 
Companies.” The report, which requires a login to their Governance 
Analytics platform to access, is heavy on graphics, light on insight, 
and likely to frustrate readers who have met actual technology 
companies in the wild. 

I have blogged in the past about my frustrations with respect to 
spending compensation committee time on ISS-related matters. This 
blog is drafted in part as an effort to preserve committee meeting time 

at my technology clients for other topics. 

ISS isolated the 100 largest (by market capitalization) publicly listed technology companies 
with corporate headquarters within 60 miles of San Francisco that have held an annual 
shareholders meeting since 2017 to develop their Bay Area Technology 100, or BAT 100. 
They share findings from their research, including conclusions that could as easily be 
gleaned by reading the business section of any major metropolitan daily published on any 
non-March Madness1 day in the past 30 years: 

• Relative to other sectors, technology companies will have a high price-to-sales ratio. 
• Bay Area technology companies had very strong shareholder returns for the one- 

and three-year periods ending prior to last proxy season.2 (It will be a VERY 
different story this proxy season.) 

                                                
1 Federal law requires that business sections publish only content relating to supposed lost 
productivity from watching games and completing brackets during the March Madness window; it has 
not yet been determined how much productivity is lost reading this lost-productivity-related content. 
 
2 To be fair, this is not something covered in the business sections of major metropolitan dailies 
published prior to 2017. 
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• Bay Area technology companies pay their CEOs well, as compared to other sectors. 
• CEO pay is not as sensitive to company size when there is intense competition for 

executive talent, since smaller companies are competing with larger peers. 
• Technology companies tend to place greater emphasis on equity-based forms of 

compensation than do other sectors. 
• Smaller companies are less likely to tie the vesting of their equity awards to 

achievement of performance conditions. 

Items that are not addressed—and whose absence may irritate those involved in setting 
executive compensation at technology companies—include: 

• When establishing peer groups for purposes of assessing whether there is 
appropriate alignment between pay and performance, ISS does not consider 
geography (preference is not given to geographically proximate companies when 
ISS selects peers). This despite their “Pay in the Bay” report going so far as to 
describe a “Compensation Microclimate” in the Bay Area.3 

• Although ISS lumps them together in the category of “time equity,” there is a very 
large distinction between time-vested stock options and time-vested RSUs. Stock 
options are inherently performance-based, providing no value to the recipient in 
absence of shareholder value creation. Time-vested RSUs are an excellent 
retention vehicle, but do not offer the same leverage as stock options when value is 
being created for shareholders or the same downside risk when shareholders lose 
money. 

• ISS not only fails to recognize that time-vested stock options place more pay at risk 
and foster better alignment with shareholder value created than time-vested RSUs, 
but punishes companies that grant stock options. It uses its own valuation protocols 
for stock options instead of relying on the assumptions and values that companies 
have disclosed in the Compensation Discussion & Analysis sections of their proxy 
filings. Specifically, ISS uses a full contractual term assumption in its valuation 
protocol, which drives up the reported value of these awards, inflating the value 
relative to equal expense bundles of time-vested RSUs. 

• There are very good reasons that smaller companies are less likely to tie the vesting 
of their equity awards to achievement of performance conditions. These companies 
are often operating in environments where opportunities and priorities significantly 
change on a quarter-to-quarter basis as new markets emerge. Multi-year goals can 
quickly lose relevance in this environment. Fortunately, regular grants of options 
tend to do a very nice job of aligning realized pay with performance over the long-
term even in the absence of performance conditions. Unfortunately, ISS does not 
consider them to be a performance-based vehicle, inflates their value when 
assessing pay levels, and emphasizes grant date value rather than the more 

                                                
3 Fortunately, Bay Area companies themselves do tend to focus on local market comparators and 
ISS does place an emphasis on a company’s self-selected peers so long as they are industry- and 
size-relevant. 
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relevant realized pay when assessing whether these rewards have been aligned 
with performance. 
 

There is some evidence that ISS’ failure to recognize the validity of common technology 
sector pay practices has contributed to say-on-pay difficulties for these companies. I 
reviewed 2018 say-on-pay results for the BAT 100 as compared to the Russell 3000 and 
found—as illustrated below—that the BAT 100 companies: 

• Were more likely to receive “Against” recommendations from ISS on say-on-pay 
ballot items; 

• Were more likely to fail say-on-pay; and 
• Experienced greater drops in shareholder support 4 when ISS recommended 

“Against” say-on-pay. 

Recall that these results followed a period where the BAT 100 companies outperformed the 
Russell 3000 in terms of one- and three-year shareholder returns. 

I offer a few observations in closing: 

• It is difficult to understand who the audience for this “Pay in the Bay” report is. There 
is nothing new here for those who are planning, approving, or voting on technology 
sector executive compensation programs; that group will view the report as very 
much “old news.” And while it is noted that the ISS Corporate Solutions “Peer 
Architect” platform was used to construct the BAT 100, the report does not seem to 
be aggressively marketing any particular ISS tools or service offerings. So why does 
the report exist? I suspect it is in part a test case for future sector- or region-specific 
executive pay studies. There is no shortage of firms who are eager to position 
themselves as a voice of authority with respect to “how to design compensation for 
[insert your company demographic here].” ISS may wish to demonstrate the thinking 
behind its voting protocols is sound (in which case I think they missed the mark) or 
position its consulting wing as a thought leader for developing compensation 
programs (in which case you don’t have to squint very hard to see a potential 
conflict). 

                                                
4 As determined by number of votes cast “For” as a percentage of combined number of votes “For” 
and “Against.” 
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• It would be wonderful if the report is simply evidence that ISS may be considering 
opportunities to make more of an investment in tailoring its protocols and vote 
recommendations for specific sectors in the future. Clearly there is tension between 
a report that acknowledges a unique executive labor market that has evolved 
compensation tools to address challenges specific to that market…and voting 
policies implemented by the report’s publishers that punish companies for using 
these tools. 

• Say-on-pay has ushered in an age of pay transparency which has produced an 
enormous amount of data that is begging for curation and analysis. There is no 
shortage of firms exploring this space and much of the work that required a good 
deal of outside expertise and research even a decade ago can now be 
accomplished quickly and cheaply with nothing more than a search engine and 
relatively cheap data service subscriptions. The question of “What are others 
doing?” with respect to executive pay is easier than ever to answer. This ISS report 
is a prime example. 

• Fortunately for folks like me, the questions of “WHY are they doing it?” and “What 
should WE do?” are still very worthwhile and usually require some nuanced thought 
that goes beyond profiling pay practices at peers. 
 

ISS closes its report with the statement, “Ongoing engagement with shareholders, keeping 
abreast of compensation trends and investors’ common concerns, and robust 
compensation disclosure could help bridge the gap between shareholders’ expectations 
and Bay Area companies' compensation needs and challenges.” 

ISS does not own up to its contributions to this gap. 

I echo ISS’ encouragement to engage with shareholders. Because it would be a shame if 
some other voice filled the vacuum with faulty analysis. 
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About the Author 

Jim Heim began his career working in the human resources departments of OneBeacon 
Insurance, The Gillette Company, and EMC Corporation, performing roles of increasing 
responsibility and focusing on the design and management of executive compensation 
programs. Since joining Pearl Meyer in 2004, he has worked extensively with clients in the 
technology, life sciences, manufacturing, and aerospace & defense industries. Much of his 
work focuses on the customization of incentive programs to shifting strategic priorities and 
business stage, and his current clients range from Fortune 500 firms to pre-IPO start-ups. 

About Pearl Meyer 
Pearl Meyer is the leading advisor to boards and senior management on the alignment of 
executive compensation with business and leadership strategy, making pay programs a 
powerful catalyst for value creation and competitive advantage. Pearl Meyer’s global clients 
stand at the forefront of their industries and range from emerging high-growth, not-for-profit, 
and private companies to the Fortune 500 and FTSE 350. The firm has offices in New York, 
Atlanta, Boston, Charlotte, Chicago, Houston, London, and Los Angeles. 
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