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RADFORD ALERT 

Institutional Shareholder Services (ISS) Announces Potential Changes 
to its Management Say-on-Pay Policies for 2013 
 
In response to input gathered from its 2012-2013 policy survey, Institutional Shareholder Services (ISS) announced a 
number of potential changes to its policies for making recommendations on Management Say-on-Pay proposals.  
Several proposed policy changes have the potential to significantly alter future testing outcomes under the CEO pay-for-
performance assessment system introduced by ISS last year.  As a result, Radford recommends clients begin to assess 
the impact of proposed methodology changes to prepare for the upcoming proxy season. 
 
At a glance, the three key proposed policy changes for 2013 announced by ISS include: 
 

1. Enhanced Peer Group Selection Processes – ISS may begin to use a company’s self-selected peers as an 
input in developing pay-for-performance comparator groups.  ISS’ newly proposed approach will not wholly 
eliminate the current peer group methodology, which focuses on industry (GICS code), company size and 
market capitalization.  Rather, it would serve to enhance the existing policy.  If implemented, consideration of 
company-selected peers should help to increase the rate of overlap between company- and ISS-selected 
comparators.  Please See Appendix A for more information on how ISS might begin to integrate client peer 
group characteristics into its future analyses.  

 
2. Greater Consideration of Realized Pay – ISS is considering the development of new quantitative analyses 

comparing realizable pay to grant date pay.  Although specific details are scarce at this time, this approach 
could presumably follow a number of interesting paths.  Theoretical applications include: (1) addressing 
situations where actual compensation is either well-above or well-below grant-date pay; and (2) considering the 
alignment of realized pay to performance over time, possibly as an enhancement to or replacement of the 
current five-year Pay-TSR Alignment (PTA) test.  In the words of ISS, “realizable pay consideration may mitigate 
or exacerbate CEO pay-for-performance concerns.” 

 
3. Expanded Problematic Pay Practices List – Citing the findings of external research sources, ISS is currently 

considering the addition of pledging shares as a factor that may lead to negative recommendations under its 
existing problematic pay practices evaluation.  A large number of companies have adopted similar internal 
policies in the past few years, and if implemented by ISS, this rule would likely serve to accelerate the adoption 
of anti-hedging and/or anti-pledging policies. 

 
In keeping with past practice, ISS has asked interested parties to submit comments on the potential policy changes 
listed above by October 31, 2012.  Final policy announcements are expected to arrive in November 2012, with 
implementation occurring on February 1, 2013. 
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Next Steps 
 
Radford’s consulting team communicates with ISS on a regular basis regarding policy issues, including a recent letter 
promoting greater consideration of company peer groups, and plans to develop a response on our client’s behalf in this 
case as well.  Clients interested in providing feedback to ISS via Radford are encouraged to send their thoughts to 
consulting@radford.com or to a member of their respective account team. 
 
To provide comments directly to ISS, write to: policy@issgovernance.com 
 
To read the full ISS policy announcement, click here: http://www.issgovernance.com/MSOP2013 
 

  

mailto:consulting@radford.com
mailto:policy@issgovernance.com
http://www.issgovernance.com/MSOP2013
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Appendix A 
Potential ISS Peer Group Methodology Updates 

 
The following description of potential peer group methodology changes was provided directly by Institutional 

Shareholder Services (ISS) in its announcement covering potential policy changes for 2013. 
 

* * * 
 
Proposed Peer Group Methodology Summary 
 
The proposed peer group methodology maintains its focus on identifying companies that are reasonably similar to the 
subject company in terms of industry profile, size, and market capitalization. 
 
The proposed methodology incorporates information from companies' self-selected pay benchmarking peer groups in 
order to identify and prioritize GICS industry groups beyond the subject company's own GICS classification. The 
methodology draws peers from the subject company's GICS group as well as from GICS groups represented in the 
company's peer group, while maintaining the approximate proportions of these industries in the final peer group where 
possible. The proposed methodology additionally focuses initially at an 8-digit GICS resolution to identify peers that are 
more closely related in terms of industry. Finally, when selecting peers, the methodology prioritizes peers that maintain 
the company near the median of the peer group, are in the subject company's peer group, and that have chosen the 
subject company as a peer.   
 
Other proposed changes include using slightly relaxed size requirements, especially at very small and very large 
companies, and using revenue instead of assets for certain financial companies. 
 
Peer Group Methodology 
 
The following outcomes are observed between the new and current peer group methodology: 
 

 New Methodology Current Methodology 
 
GICS precision — 8-digit 
  
  
  
  
  
GICS precision — 2-digit 
 

 
The average company has more 
than 80% of peer selections 
drawn from the company's 8-digit 
GICS group or the 8-digit GICS 
groups of self-selected peers 
 
No peer groups have members 
based on 2-digit GICS 
 

 
Only 40% of peers are drawn 
from the company's 8-digit GICS 
 
12% of peer groups have 
members based on 2-digit GICS 

 
Similarity with company's 
selected peers 

 
42% of companies have a 
potential ISS peer group that 
overlaps at least 50% of their 
own 
  
On average, an ISS peer group 
contains 44% of company's 
chosen peers 
 

 
20% of companies have a 
potential ISS peer group that 
overlaps at least 50% of their 
own 

 
Size comparison 

 
Over 90% of peer groups 
maintain the subject company 
within 20% of the peer group 
median size by revenue 
 

 
82% of peer groups maintain the 
subject company within 20% of 
the peer group median size by 
revenue 
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Contact Us 
For more information, please 
contact: 
 
Boston Office 
Ed Speidel, Partner                       
+1 (508) 628-1552 
espeidel@radford.com 
 

Ted Buyniski, Partner                       
+1 (508) 628-1553 
tbuyniski@radford.com  
 

Rob Surdel, Associate Partner                       
+1 (508) 628-1551 
rsurdel@radford.com  
 
New York Office 
Ram Kumar, Director                     
+1 (212) 441-2007 
rkumar@radford.com 
 
San Diego Office 
Ken Wechsler, Director                      
+1 (858) 755-8675 
ken.wechsler@radford.com 
 
San Francisco Office 
Linda E. Amuso, President                       
 +1 (415) 486-7255 
lamuso@radford.com 
 

David Knopping, Partner 
+1 (415) 486-7122 
dknopping@radford.com 
 

 
San Jose Office 
Brett Harsen, Associate Partner                       
 +1 (408) 321-2547 
bharsen@radford.com 

Press Contact 
Alex Cwirko-Godycki  
 +1 (415) 486-6973 
acwirko@radford.com 

Locations 
Bangalore, Beijing, Boston,  
Brussels, Chicago, Frankfurt,  
Hong Kong, London,  
New York, Philadelphia,  
San Francisco, Shanghai  
and Singapore 

About Radford 
  
Radford is the industry leader for providing advice and benchmarking 
to technology and life sciences companies to address their toughest 
HR and rewards challenges: attracting, engaging and retaining talent. 
Our advisers provide industry-specific expertise, applying an analytical 
approach that integrates market data, trends and our experience in 
working with more than 2,000 companies – from Global 1000 firms to 
start-ups – to balance the needs of executives, employees and 
shareholders. Our advice is customized to a client’s unique situation to 
ensure your rewards programs are not just competitive - but can be a 
competitive advantage. 
 
Radford’s uniquely data-driven perspective is why more technology 
and life sciences companies, and their Board of Directors and 
Compensation Committee, trust Radford for compensation data and 
advice than any other firm. Radford clients rely upon our global survey 
databases of nearly five million incumbents for real-time insight on total 
compensation levels, practices and emerging trends to inform their HR 
and reward strategies. 
 
Visit www.radford.com to learn more about Radford’s full line of 
products and services, or for more information, please write to 
info.rad@radford.com. 
  
About Aon Hewitt 
  
Aon Hewitt is the global leader in human resource solutions.  The 
company partners with organizations to solve their most complex 
benefits, talent and related financial challenges, and improve business 
performance. Aon Hewitt designs, implements, communicates and 
administers a wide range of human capital, retirement, investment 
management, health care, compensation and talent management 
strategies. With more than 29,000 professionals in 90 countries, Aon 
Hewitt makes the world a better place to work for clients and their 
employees. For more information on Aon Hewitt, please visit 
www.aonhewitt.com. 
 
About Aon 
 
Aon plc (NYSE: AON) is the leading global provider of risk 
management, insurance and reinsurance brokerage, and human 
resources solutions and outsourcing services. Through its more than 
61,000 colleagues worldwide, Aon unites to empower results for 
clients in over 120 countries via innovative and effective risk and 
people solutions and through industry-leading global resources and 
technical expertise. Aon has been named repeatedly as the world's 
best broker, best insurance intermediary, reinsurance intermediary, 
captives manager and best employee benefits consulting firm by 
multiple industry sources. Visit www.aon.com for more information on 
Aon and www.aon.com/manchesterunited to learn about Aon's global 
partnership and shirt sponsorship with Manchester United. 
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