
December 12, 2011 

2012 North American Proxy Season Preview 



Today’s speakers 

• Robert McCormick – Chief Policy Officer 

• Alexander Miller – Director of US Research 

• David Eaton – Vice President of Proxy Research 

• Courteney Keatinge – Senior ESG Analyst 

• Reuben Edelson – Senior Director of Proxy Research 

• Jonathan Hansen-Granger – Manager, North American Research 
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Agenda 

• United States 
– Regulatory Changes 

– 2012 Glass Lewis Guideline Update 

– Say on Pay 

– Shareholder Proposals 

• Canada 
– Regulatory Developments 

– 2012 Glass Lewis Guideline Update 

– Say on Pay 

– Shareholder Proposals 

• Q & A 

 

 



Regulatory Update 

Robert McCormick , Chief Policy Officer 



2011 Developments 

• Require shareholder derivative lawsuits to be filed in 
Delaware (80 companies by 11/11) 
– Management proposals: Altera, DirecTV, Autonation, Life Technologies 

(bundled with declassify board proposal) 

– Without shareholder approval (Chevron) 

• Reverse Mergers at Chinese Companies 
– Poor accounting and other concerns 

• Board Diversity 

• Recent IPOs with Multiple Class Stock Structures 

 



New Regulations 

• SEC: Proxy Advisors 
– Expected Fall 2011  

– Also Canada, ESMA, France 

• DOL: Fiduciary Definition (including Proxy Advisors) 
– Delayed  

• PCAOB: Mandatory auditor rotation 
– Concept release comment period 
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Dodd-Frank Compensation Regulations: Still Pending  

• Clawback Policies  
– Requires compensation recovery policies that provide for the recovery of 

incentive-based compensation paid during the three-year period preceding a 
restatement due to material non-compliance with financial reporting 
requirements, if the compensation is based on incorrect data 

– Much broader than Sarbanes-Oxley 

• Pay v. Performance 
– Requires disclosure in the proxy statement of the relationship between 

compensation actually paid and the company’s performance, including change in 
share value and dividends and other distributions 

• Internal Pay Equity 
– Disclosure of the median of annual compensation for employees (excluding the 

CEO), the CEO’s compensation and the ratio between the two 

• Director & Employee Hedging 
– Requires disclosure in the proxy statement of whether any director or employee 

is permitted to purchase hedging instruments 

 

7 



State Regulations on Classified Boards  

• Iowa 
– March 23, 2011: state amended Iowa Business Corporations Act to 

require public companies with more than 2,000 shareholders to 
maintain staggered board terms until Dec. 31, 2014.  

– Law provides a 40-day period during which a company's board could 
unilaterally vote to opt out of the classification mandate 

• Oklahoma 
– December 2010: Staggered boards are required for companies traded 

on an exchange or with securities registered under Section 12(g) (500 
shareholders of record and $10 million in assets). 

– Applies to companies with 1,000 shareholders to exclude small public 
companies 

• Follow Indiana  

 



U.S. Guideline Updates for 2012 

Alexander Miller,  Director of U.S. Research 



2012 Guideline Updates: 
Board Related Issues 

• Executive Compensation 
– Directors at companies that received a significant (anything greater 

than 25% of the votes cast) shareholder vote against their say-on-pay 
proposal in 2011 should demonstrate some level of shareholder 
engagement and responsiveness to the shareholder concerns driving 
the discontent  

– Absent evidence that a board is actively engaging shareholders on this 
issue and responding accordingly, we will recommend holding 
compensation committee members accountable for a failure to 
respond 

 



2012 Guideline Updates: 
Board Related Issues 

• Poison Pills and Classified Boards 
– When a classified board adopts a poison pill without shareholder 

approval within the prior twelve months and shareholders are unable 
to vote against all members of the board due to the board’s staggered 
structure, we will recommend voting against the remaining directors 
in the next year they are up for a shareholder vote 
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2012 Guideline Updates: 
Board Related Issues 

• Exclusive Forum Provisions  
– Any charter or bylaw provision limiting a shareholder’s choice of legal 

venue is not in the best interest of shareholders -- such “forum 
selection clauses” may effectively discourage the use of shareholder 
derivative claims by increasing their associated costs and making them 
more difficult to pursue 

– Shareholders should be wary of approving any limitation on their legal 
recourse including limiting themselves to a single jurisdiction (e.g. 
Delaware) without compelling evidence that it will benefit 
shareholders 
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2012 Guideline Updates: 
Board Related Issues 

• Exclusive Forum Provisions – Vote Recommendations 
– We generally recommend that shareholders vote against any bylaw or 

charter amendment seeking to adopt an exclusive forum provision  

– In the event a board seeks shareholder approval of a forum selection 
clause pursuant to a bundled bylaw or charter amendment rather than 
as a separate proposal, we will weigh the benefits of the other 
bundled provisions when determining our ultimate vote 
recommendation 
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2012 Guideline Updates: 
Board Related Issues 

• Exclusive Forum Provisions — Board Accountability 
– When a board adopts a forum selection clause without shareholder 

approval, or, if the board is currently seeking shareholder approval of a 
forum selection clause pursuant to a bundled bylaw or charter 
amendment rather than as a separate proposal, we will recommend 
voting against the chairman of the governance committee 

– In cases where a board adopts an exclusive forum provision before a 
company’s IPO, we will recommend voting against the chairman of the 
governance committee, or in the absence of such a committee, the 
chairman of the board, who served during the period of time when 
the provision was adopted 
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U.S. Say on Pay 

David Eaton, Vice President of Proxy Research  



A Recap of the First Year of Say on Pay 

• Average  approval  rate  for  SOP  resolutions  was  
approximately 90.1% 

 

• 41 companies, or 1.5% of the total, received less than 50% 
approval for their SOP resolutions  
– Cincinnati Bell Inc. had the lowest rate of approval (29.8%) 

– Glass Lewis recommended voting against 17.5% of proposals 

 

• Most commonly cited concerns by Glass Lewis 
– Pay for performance disconnect 

– Lack of performance-based LTI 

– Poor disclosure 

 
16 



First Year of Say on Pay 

• Average approval rate for SOP resolutions Glass Lewis 
recommended voting against was approximately 77.3% 
– SOP resolutions Glass Lewis recommended voting for averaged 92.9% 

approval  

• Average rate  of approval for companies receiving an “F” 
grade from Glass Lewis’ pay-for-performance model was 
73.4% 
– 95.5% approval rate for companies with “A” grades 

– 70.7% of companies with failed SOP resolutions received a grade of 
“F” or “D” 

– Companies with “F” grades had a median SOP approval rate of only 
77.5% and 18 companies in this group lost their SOP vote 
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CD&A Disclosure 

• Problematic Themes: 
– While companies appropriately disclosed performance measures, they 

generally avoided disclosing the weightings of such measures, as well as 
failed to provide the rationale for selecting such measures 

– Lack of meaningful discussion of the rationale for targeting a specific 
percentile of the company’s peer comparison group 

– Limited rationale for executive bonus performance metrics and targets 

– Limited information regarding performance-based equity compensation 

– Inadequate discussion of the level of discretion afforded the 
compensation committee to change aspects of executive compensation or 
alter bonus amounts 

– Examples of poor CD&A sections: Nabors Industries Ltd. and  Amazon  

 

 



• Improved Proxy Disclosure 
– Prudential 

• Engage with Investors 

• Immediate Change to Compensation Programs 
– Disney: filed amended proxy eliminating tax gross ups on existing contracts 

– GE: added performance conditions to CEO stock grants 

• Supplemental Filings (120+ companies) 
– Additional Information 

• Lockheed: amended grants analysis to reflect certain changes made to the CEO's 
2011 option grant, as disclosed in an 8-K 

• Teledyne: filed amended proxy providing more info about compensation plan 

– Refute Advisors: HP, Jacobs Engineering 

Companies’ Response to Say on Pay 
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• Engagement with Portfolio Companies 

• Vote against Directors (Problems Not Addressed) 

• Shareholder Lawsuits at Companies that Lost their Vote, eg 

Umpqua Holdings, Cincinnati Bell  

– Lawsuits filed have tended to be against companies that lost on say on 
pay and then stood by their original compensation committee’s 
recommendation 

Shareholder Response to Say on Pay 

20 



First Year of Say When on Pay 

• Shareholders favored annual SOP votes at 77% of companies, 
based on a plurality of votes 
 

• Biannual frequency was supported by a plurality vote at only 
33 companies (and at none of the S&P 500 companies) 
 

• Glass Lewis recommended in favor of triennial votes at 11 
companies 
– i.e., Berkshire Hathaway, Amazon and small investment trusts  



 
Say on Pay, Year 2  
 

• Sharper focus on companies that lost/high votes against 
– Threshold for additional scrutiny, e.g. 25% against vote 

• Less deference given to companies? 

• Improve Compensation Practices and Disclosure 
– Improve practices: eliminate concerning practices 

• Tax gross ups 

• Single trigger change in control payments 

– Enhance disclosure: provide more information and rationale 

• Disclose performance metrics 

• Explain how incentives drive performance 



U.S. Shareholder Proposals 

Courteney Keating, Senior ESG Analyst 



2011 Shareholder Proposal Recap 

• Overall decline in proposals in 2011 

• Governance Proposals maintained high levels of support 

• Environmental and social proposals had higher levels of 
support and received majority support at four companies 
– KBR 

– Sprint 

– Tesoro 

– Ameren 



New and Popular Proposals in 2011 

• Cumulative voting in contested director elections 

• Say on director pay 

• Hydraulic fracturing  

• Linking pay to sustainability metrics 

• Advisory votes on electioneering expenditures 



Hot Topics in 2012- Political Spending 

• Most frequent shareholder proposal in 2011 

• High levels of shareholder support 

• Glass Lewis policy change: 
– We will vote in favor of proposals requesting reports on or increased 

disclosure of political spending if there is no explicit board oversight in 
corporate political spending 

 



Hot Topics in 2012: Proxy Access 

• Glass Lewis will consider recommending supporting well-crafted and reasonable 
proposals requesting proxy access, as we believe that in some cases, adoption of this 
provision allows for improved shareholder rights and ensures that shareholders who 
maintain a long-term interest in the target company have an ability to nominate 
candidates for the board. Glass Lewis reviews proposals requesting proxy access on a 
case-by-case basis, and will consider the following in our analysis: 
– Company size; 
– The shareholder proponent and their reasoning for putting forth the proposal at the target company; 
– The percentage ownership requested and holding period requirement; 
– Shareholder base in both percentage of ownership and type of shareholder (e.g., hedge fund, activist 

investor, mutual fund, pension fund, etc.); 
– Responsiveness of board and management to shareholders evidenced by progressive shareholder 

rights policies (e.g., majority voting, declassifying boards, etc.) and reaction to shareholder 
proposals; 

– Company performance and steps taken to improve bad performance (e.g., new executives/directors, 
spin-offs, etc.); 

– Existence of anti-takeover protections or other entrenchment devices; and 
– Opportunities for shareholder action (e.g., ability to act by written consent or right to call a special 

meeting). 



Canadian Regulatory Update 

Jonathan Hansen-Granger,  Manager, North American Research 



2012 Regulatory Updates: 
Canada – Canadian Securities Administrator’s Amendments 

• Form 51-102F6: Statement of Executive Compensation 
– Applicable for fiscal years ended Oct. 31, 2011 and later 

• Issuers must describe policies and practices adopted to determine 
compensation for directors and executive officers 

• Issuers will be required to disclose fees billed to each 
compensation consultant or advisor for services related to 
compensation for the past two years 

• Issuers that rely on an exemption from disclosing performance 
goals when such goals would “seriously prejudice the issuer’s 
interests” will be required to disclose and explain the use of this 
exemption. 

• Potential Changes from the Ontario Securities Commission 
(“OSC”) and the Toronto Stock Exchange (“TSX”) 
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2012 Regulatory Updates: 
Canada – OSC Review of Shareholder Democracy 

• OSC Staff Notice regarding shareholder democracy released in 
January 2011 (closed for comment on March 31, 2011) 
– Reviewing a potential reform of current policies for Slate voting and 

Majority Voting for uncontested director elections 

– Slate Voting reduces individual director accountability as shareholders 
are only able to vote in respect of the entire slate of directors 

– Current standard in Canada is Plurality Voting, which permits directors 
to be elected without receiving a majority of votes in their favour 

• Advisory Votes on Executive Compensation 
– Already required in the US, UK, Australia and parts of Europe 

– At least 81 companies have already adopted Say-on-Pay 

• Proxy Voting System 
– General review of the effectiveness of proxy voting 
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2012 Regulatory Updates: 
Canada – CCGG Response to OSC Review 

• Confirmed the critical importance of both Majority Voting 
and Individual Elections 
– However, the CCGG urged further change including: Annual Elections 

and Detailed Voting Results (case and point Magna International) 

• Also recommended separation of chair and CEO and 
shareholder approval of dilutive acquisitions (if shareholders 
are diluted by 25% or more) 

• Supportive of Annual Say-on-Pay votes for Canadian issuers 

• Proposed a principles-based approach to improve the current 
proxy voting system 
– Such principles should include: timeliness, accessibility, accuracy, 

certainty and cost-effectiveness 
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2012 Regulatory Updates: 
Canada – Proposed TSX Amendments, CCGG Comments 

• Similar to the Proposed OSC Changes 
– Require adoption of Individual and Annual elections 

• Approximately 17% of the S&P/TSX Composite (Canada’s 
benchmark index - Roughly 255 companies) issuers have slate 
elections while only 2% have staggered boards 

– Comply or explain provision for Majority Voting  

• Approximately 57% of S&P/TSX Composite issuers have adopted 
majority voting 

• CCGG Comments 
– Recognizing that the TSX can implement changes faster than the OSC, 

the CCGG encouraged the TSX to move forward 

– Confirmed the critical importance of Majority Voting and 
Individual/Annual Elections and urged Detailed Voting Results 
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2012 Regulatory Updates: 
Canada – National Securities Regulator 

• Transition plan released in July 2010, awaiting decision from 
the Supreme Court 
– Canadian Securities Regulatory Authority (“CSRA”) would act as the 

single national securities regulator in Canada 

– Would replace the current “passport” system of 13 provincial and 
territorial securities commissions 

– Opposition from Alberta, British Columbia, Quebec, Manitoba and 
Saskatchewan 

– Proponents believe the CSRA would provide better management and 
oversight of broader systemic risks and crises 

– Opponents want to protect provincial interests 

• Supreme Court decision expected before 2012, no news on 
the expected ruling 
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Canadian Policy Updates for 2012 

Reuben Edelson, Senior Director of Proxy Research 



 
2012 Guideline Updates: 
Canada - Director Election Policy Refinements  
 
• Significant Shareholder Representation 

– Glass Lewis will allow shareholders owning between 20% and 50% of a company’s issued 
share capital proportionate representation on the board and committees 

– Committee representation limited to a maximum of one director per committee 

– Does not apply to audit committees, which must remain entirely independent 

• TSX Venture Exchange Over-Commitment 
– Glass Lewis will permit directors at venture companies to sit on up to nine boards 

– Six for TSX companies 

– Factors we will consider include attendance, company size, and a director’s overall 
expertise, performance and commitment levels 

– Directors at venture companies tend to serve on multiple public company boards, but 
given that many of these firms could benefit from the presence of highly experienced 
directors, we believe that a higher threshold is appropriate 
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2012 Guideline Updates: 
Canada – Proxy Voting Disclosure 

• Failure to Disclose Proxy Voting Results Remains a Concern 
– 38% of S&P/TSX composite did not disclose detailed results for all resolutions at 

their last AGM 

– Current law only requires companies to disclose which resolutions were approved 

– Some companies disclose results for some proposals (such as stock option plans) 
but not for others, such as director elections 

– Further exacerbated by plurality voting – 58% of S&P/TSX has adopted majority 
voting, but the percentage drops significantly outside of this index 

– Access to proxy voting results is fundamental shareholder right and a significant 
obstacle to transparency and shareholder democracy 

– Recent example: Magna International – vote results were only disclosed 
following shareholder lawsuits, and revealed that three directors 
received only 38% support 

– The CCGG has asked the OSC to mandate full voting disclosure as part of its 
democracy reforms 
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2012 Guideline Updates: 
Canada – Proxy Voting Disclosure (contd.) 

• Glass Lewis Policy 
• For companies in the S&P/TSX composite Glass Lewis will recommend that 

shareholders withhold their votes from the chairman of the nominations and 
corporate governance committee (or chairman of the board) for failing to disclose  
detailed vote results from the previous AGM 

• We will display the previous AGM’s vote results for all TSX-listed companies, unless 
they are unavailable or all resolutions passed with at least 90% support from 
shareholders 

– Previously, vote results were only displayed for (i) S&P/TSX companies (when 
disclosed); and (ii) for other companies where a proposal received 
noteworthy opposition 

• For companies outside of the S&P/TSX, Glass Lewis will note if a company failed to 
disclose detailed vote results, or has only disclosed the results for certain agenda 
items 

• We will keep this policy under review and may consider recommending that 
shareholders withhold votes from directors at a larger group companies of 
companies in the future. 
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2012 Guideline Updates: 
Canada – Equity Based Compensation Plans 

• Stock Option Plan Analysis 
– Four Additional Peer Groups 

• One additional peer group for energy companies, segmented based on size 

• Two additional peer groups for materials companies, segmented based on size 

• One additional peer group for size-based segmentation for companies outside of 
the energy and materials sector 

– “Rolling Maximum” Stock Option Plans  
• Other than in truly exceptional circumstances, we will now be recommending that 

shareholders oppose all “rolling maximum” stock option plans that allow for awards 
in excess of 10% of share capital 

• Previous policy gave greater weight to a company’s option granting history and the 
results of the analysis of additional metrics 
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Canadian Say on Pay 

Reuben Edelson, Senior Director of Proxy Research 



Compensation Trends: Canada 

• Say-on-Pay 
– Still voluntarily, but becoming more widespread 

• Glass Lewis reviewed 58 Canadian say-on-pay proposals in 2011 

• SHARE has identified 82 companies that have will submit a proposal in 2012 

• Number expected to trend upward w/ OSC considering legislation and Dodd-Frank 

– Extremely high overall support thus far (94%) and no company has 
received majority opposition 

– However, in 2011 an increasing number of companies saw noteworthy 
opposition (eg, 10%-25%)  

• Pan American Silver Corp. – 24% Against 

• Telus Corporation – 20% Against  

• Manulife Financial Corporation – 17% Against 

– Glass Lewis recommended against eight Say-on-Pay votes in 2011 
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2012 Compensation Trends: Canada 

• No significant changes in approach to analyzing say-on-pay  
– Are the company’s compensation policies properly designed to 

incentivize executives? 
• Are there sufficient safeguards to prevent against excessive risk taking behaviour? 

• Is there a clear link between incentive-based compensation and 
performance? Is it understandable? 
– More scrutiny of performance metrics for equity-based awards 

– We are seeing a movement away from stock options to performance-based full-value 
awards 

– Realized value of vested awards: Were they earned? 

• Overall disclosure: Quality over quantity 

• Do higher pay levels reflect a true improvement in underlying 
performance, both on absolute basis and relative to peers? 

• Have shareholder concerns from previous years been addressed? 
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Canadian Shareholder Proposals 

Courteney Keatinge, Senior ESG Analyst 



Shareholder Proposals  

• “Big 5” Banks 
– Royal Bank of Canada, Toronto Dominion, Bank of Nova Scotia, Bank of 

Montreal, Bank of Canada 

• MÉDAC 
– Gender diversity, internal pay, ratios, abolition of operations in tax 

havens, disclosure of compensation benchmarking practices 

• Adding an “abstention” option to ballots 

• Governance proposals 
– Majority voting, Separation of chair and CEO 

• Human rights and sustainability proposals recently put forth 
at several companies 



Questions? 


