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Ladies and Gentlemen:   
 
Thank you for offering to Pearl Meyer & Partners (“PM&P”) the opportunity to comment on 
the proposed policy changes that Institutional Shareholder Services Inc. (“ISS”) is 
considering for 2014 (the “Proposed Policy”).  As a leading independent executive 
compensation consulting firm, we share your strong interest in developing and promoting 
sound corporate governance principles as they relate to executive compensation. 
 
Our brief comments are focused on ISS' proposed amendments to the pay-for-performance 
quantitative screen.  Specifically, ISS has proposed amending the methodology for 
calculating its Relative Degree of Alignment (RDA) pay-for-performance screen.  Currently, 
this measure is calculated as the difference between the company’s TSR rank within a peer 
group over one-year (40% weight) and three-year (60% weight) periods.  ISS’ proposed 
modification for 2014 would eliminate placing any separate weight on the one-year period, 
and focus solely on the three-year period.   
 
Short-Term Alignment Should Remain Part of Quantitative Test in Certain 
Circumstances  
 
We believe there should be special circumstances in which ISS should continue to consider 
and weigh the most recent year’s performance at 40% (or some other significant 
percentage) in the RDA test: 
 

 Turnarounds:  Where there is a trend (either up or down), the most recent year 
may be the best indicator of where the company is heading. 

 Change in CEO:  Where there is a new CEO in the role, the most important year of 
alignment to measure is typically the immediate previous year.   

 Structural Changes:  Where there is a significant recent change to the structure of 
a company due to M&A or similar activity, the most recent year of pay and 
performance alignment should play an important role in the screen.   

 
 
Short-Term Alignment and the Qualitative Review 
 
Alternatively, if ISS does not revert to the former RDA test for special circumstances noted 
above, we strongly suggest that it provide that the relationship of pay and performance in 
the most recent fiscal year be specifically included in the list of factors considered in ISS’ 
qualitative assessment.  That is, if the quantitative test results in a high degree of 
misalignment under the newly amended RDA quantitative assessment, ISS will strongly 
consider scenarios where the immediate previous year’s performance and compensation 
represent significant improvement in alignment due to specific positive factors and actions 
taken by the company.      
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Other Issues 

Significance of Annual Bonus 

We note that annual say-on-pay votes are cast on current (one-year) compensation, 
including current annual incentive payments.  Moving to a three-year measurement 
significantly decreases the current-year aspect of the vote recommendation and could 
create an emphasis on longer-term bonuses at the expense of shorter-term annual bonus 
payments.  We believe the significance of the annual bonus should not be obviated or 
diminished as the new test contemplates because it is a strong, performance-driven 
motivational tool.  Thus, the one-year alignment test should continue to be part of the 
quantitative test, or at least the qualitative review.   
 
Clarification of 3-Year Methodology 
 
In ISS’ Proposed Policy document, there are references to “average” over a 3-year period, 
as well as a “simple, unweighted three-year pay and performance measure.”  Our 
understanding of the current test and the example you have provided indicates that the 
RDA test actually uses a 3-year geometric average for calculating TSR (i.e., a compounded 
annual growth rate), compared with a 3-year arithmetic average for CEO pay.  We believe it 
would be helpful for ISS to confirm this methodology in its final policy documents. 
 
In addition, ISS should consider an adjustment (e.g., annualization) for companies that do 
not make long-term incentive awards on an annual basis.  This would also help alleviate 
some of the performance mismatch due to the timing of equity awards early in the fiscal 
year.  For example, if a company grants non-overlapping performance awards with a two-
year performance period, even the three-year average would be distorted: 
 

 
Year 

Equity 
Grant Value 

Annualized 
Grant Value 

2013 $0 $4,500,000
2012 $9,000,000 $4,500,000
2011 $0 $4,500,000
2010 $9,000,000 $4,500,000
2011-13 Avg. $3,000,000 $4,500,000
2010-12 Avg. $6,000,000 $4,500,000

 
Methodology for Calculating TSR Endpoints 
 
Although ISS has historically used the closing stock price on a single day for the start and 
end points of its TSR calculations, we would like to take this opportunity to note that most 
performance plans calculate TSR using an average closing stock price (e.g., over 60 or 90 
days) at the start and end points.  ISS should consider this change to its TSR calculation 
methodology.  This would help reduce the impact of unusual or asymmetrical market 
volatility during a short time period around the start and/or end points.  Although general 
market volatility may affect all companies in a peer group, the impact differs by company, 
particularly if the peer group is not homogeneous. 
 

    

*      *      *      * 
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Thank you very much for soliciting our comments on ISS’ Proposed Policy.  Please feel 
free to contact me (david.swinford@pearlmeyer.com), or Deb Lifshey 
(deborah.lifshey@pearlmeyer.com) if you have any questions or would like to review these 
comments. 
 
 
 
 Sincerely, 
 PEARL MEYER & PARTNERS 
  
                  
 By: ___________________________ 
   
  David Swinford 
  President and CEO 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


