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"Developing Best Practices for the Year Ahead"
"Best Practices" are the practices of leading companies, influenced by thought leaders; they go beyond the letter and even the spirit of existing law and regulations

(
"Best Practices" trump prevailing practices

(
"Best Practices" often become prevailing practices and find their way into regulation, e.g., "tally sheets"

"Best Practices" in proxy statement executive compensation disclosure evolve in response to perceived problems with existing regulations, such as:

1.
Too much information; not enough communication

2.
Summary Compensation Table numbers do not reflect compensation committee decisions but rather SEC's desire for comparability and alignment with FASB reporting

3.
SCT total compensation misrepresents "pay for performance"

4.
Supplemental tables have too much detail in some instances and have inexplicably dropped other useful data in other instances

(
E.g., EOY unexercised stock option intrinsic values

Examples of "Best Practices" in proxy reporting for the 2008 proxy year would include:

1.
A table of contents for the CD&A, with better/clearer subheads

2.
Shorter, plainer CD&A, focusing on concepts and philosophy, with the current year details in footnotes to the tables, rather than duplicative in CD&A

3.
A supplemental total compensation table for CEO (and others?) in the CD&A that shows what the executive really earned for performance for the prior year

(
To provide a different and more meaningful perspective to the "total" compensation number in the SCT

(
Basically substitute grant-date fair values for new equity awards for FAS 123R accrual costs reported in SCT

(
See Exhibit template

4.
Supplemental information in CD&A, possibly to include, for example

a.
Stock ownership guidelines and a table of NEO ownership

b.
Stock trading policies and holding requirements

c.
Table of NEO target pay (salary, bonus, LTI grants, and total) for the new year

5.
A performance metric table showing corporate financial and other quantitative goals for the recently completed annual incentive and long-term incentive cycle, along with actual performance for the year, resulting performance score and payout percent

(
Performance goals for the new year are proprietary and should not be disclosed unless they are market-based, e.g., %tile TSR performance vs. peers

6.
An expanded Compensation Committee Report that includes:

(
Compensation Committee decisions on CEO pay for prior year

(
CEO pay-for-performance analysis for year

(
Supplemental information on the Committee's use of an independent consultant, if any, including (1) whether they also work for management, (2) other services provided by the firm to the company, and (3) total fees paid, broken out between advisory work for the committee, other executive compensation consulting work for the management, and other services provided to the company (tracks Canadian reporting)

7.
Supplement the horribly complex and confusing Outstanding Equity Awards at Fiscal Year End Table with a simplified summary table showing for each NEO:

(
Stock Options/SARs

--
Total shares outstanding at SOY and EOY

--
Weighted average option exercise price per share at year end (plus, footnote EOY FMV)

--
Vested, unvested and total intrinsic values from unexercised options/SARs at year end

(
Stock Awards

--
Total unvested RSUs (time vested) outstanding a year end and EOY total value

--
Total unvested PSUs (performance vested) outstanding at year end (at target) and EOY total value

8.
Add footnote to the SCT's Stock Awards column for each NEO showing the FAS 123R expense accruals for the year broken out between (if applicable)

(
Time vesting RSUs,

(
Performance vesting RSUs (company performance), and

(
Performance vesting RSUs (market performance)

9.
For Grants of Plan-Based Awards Table add a total for grant date fair value of all new awards for each NEO

(
Exclude grants made after the FY closes (prevents double counting) unless new grant is on account of prior year's performance

10.
For the Nonqualified Deferred Compensation Table, include deferred stock units in company stock (if applicable), and show aggregate gain/loss for year separately from other deferred investments

11.
Use tables rather than text to disclose Potential Payments upon Termination or Change in Control
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	ADJUSTMENTS TO

SUMMARY COMPENSATION TABLE FOR

PERFORMANCE-BASED TOTAL COMPENSATION ANALYSIS




	
	Summary Compensation

Table Total Compensation
	Performance-Based  Total Compensation Analysis

	
	
	

	1.
Salary
	As earned for year
	As reported in SCT

	
	
	

	2.
Bonus
	Discretionary bonus earned for year
	As reported in SCT

	
	
	

	3.
Stock Awards
	
	

	     a.
Time-based
	Accrual expense for year (FAS 123R)
	Grant date Fair Value*

	
	
	

	     b.
Performance-Based RSUs (Financial Perf.)
	Accrual expense for year (FAS 123R)
	As reported in SCT

	
	
	

	    c.
Performance-Based RSUs (Market Perf.)
	Accrual expense for year (FAS 123R)
	Grant-date Fair Value*

	
	
	

	4.
Option Awards
	Accrual expense for year (FAS 123R)
	Grant-date Fair Value*

	
	
	

	5.
Non-Equity Incentive Plan
	Non-discretionary bonus or cash LTIP earned for year
	As reported in SCT

	
	
	

	Total Ann. Direct Comp.
	Not reported
	Sum 1-5

	
	
	

	6.
Chg. in Pension Value and NQ Def. Comp. Earnings
	As reported
	

	
	
	

	7.
All Other Compensation
	As reported
	

	
	
	

	Total Compensation
	Sum 1-7
	


* 	New grants as reported for the performance year in Grants of Plan-Based Awards Table
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