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ISS Releases Updated Industry Burn Rate Cap Tables for 2012

In late December, Institutional Shareholder Services (ISS) released its updated proxy voting guidelines for 2012.
Among the numerous items covered by this release, ISS provided fresh guidance on burn rate caps for both
Russell 3000 and non-Russell 3000 companies in all industries. Burn rates, a measure of the speed with which
companies use (or burn) shares available for grant in their equity compensation plans, is an important factor for
investors concerned about shareholder dilution. Developed in time for the upcoming proxy voting season, ISS’
new burn rate guidelines go into effect for companies with shareholder meetings on or after February 1, 2012.

ISS uses burn rate caps as an enforcement vehicle to vote against stock plan proposals when a company’s three-
year average burn rate exceeds the allowable cap for its respective industry. Industry caps are calculated and
revised by ISS on an annual basis based on an industry’s mean (average) burn rate plus one standard deviation
(o). In the event the mean burn rate plus one standard deviation for any given industry generates a cap of less
than two percent, ISS will automatically adjust the cap to two percent.

When determining company-specific burn rates, ISS considers “gross burn rate,” which is calculated as total
options and restricted shares (or RSUs) granted divided by a company’s weighted-average total common shares
outstanding. Unlike “net burn rate” calculations, cancelled or forfeited equity awards are excluded from
consideration. ISS also considers performance shares, but not when they are granted. Performance shares
enter into the analysis once earned. To convert full-value shares granted into option-equivalents before running
final burn rate calculations, ISS also applies a multiplier based on stock price volatility as follows:

Company 200-Day Stock Price Volatility Multiplier

54.6% and higher 1 full-value award will count as 1.5 option shares
36.1% or higher and less than 54.6% 1 full-value award will count as 2.0 option shares
24.9% or higher and less than 36.1% 1 full-value award will count as 2.5 option shares
16.5% or higher and less than 24.9% 1 full-value award will count as 3.0 option shares
7.9% or higher and less than 16.5% 1 full-value award will count as 3.5 option shares
Less than 7.9% 1 full-value award will count as 4.0 option shares
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In the table below, Radford has reproduced the full ISS burn rate cap table for both Russell 3000 and non-Russell
companies. For reference, Radford clients typically appear in the 1010, 3510, 3520, 4510, 4520, 4530 and 5010
GICS code categories.

ISS Industries Russell 3000 Companies Non-Russell 3000 Companies

Standard 2012 Burn Standard 2012 Burn
*%k

1010 Energy 1.99% 2.03% 4.02% 2.82% 4.64% 7.46%
1510 Materials 1.64% 1.44% 3.08% 2.48% 3.56% 6.04%
2010 Capital Goods 1.72% 1.21% 2.93% 3.53% 5.29% *8.69%
2020 ggg"p?:src'a' Services & 2.52% 2.09% 4.61% 2.88% 2.93% 5.81%
2030 Transportation 1.68% 1.15% 2.83% 1.51% 1.37% 2.88%
2510 égﬁ?::;'ﬁg & 1.85% 1.55% 3.40% 4.48% 6.32% *6.99%
2520 232:?;‘” Durables & 2.84% 1.96% 4.81% 2.81% 3.46% 6.27%
2530 Consumer Services 2.70% 3.11% 5.81% 2.81% 4.18% 6.99%
2540 Media 2.91% 2.65% 5.56% 2.75% 2.91% 5.65%
2550 Retailing 2.43% 1.59% 4.02% 3.38% 4.70% *6.62%
3010, 3020, 3030  Consumer Staples 1.64% 1.39% 3.03% 3.18% 6.61% *7.17%
3510 ;e&'}txig:;e gL 2.95% 1.74% 4.69% 5.23% 7.28% *11.92%
. . 0 . 0 . 0 . 0 . 0 . 0
3520 ggﬁ;?ﬁﬁ;‘éga's & 3.59% 3.90% 7.49% 6.01% 8.02% *12 58%
4010 Banks 1.31% 1.50% 2.81% 1.20% 2.29% 3.49%
4020 Diversified Financials 5.02% 5.97% *9.15% 4.78% 6.52% 11.31%
4030 Insurance 1.58% 1.22% 2.80% 0.69% 0.98% *2.31%
4040 Real Estate 1.15% 1.19% 2.34% 1.35% 2.11% 3.46%
4510 Software & Services 4.41% 3.35% 7.76% 5.43% 7.12% *11.58%
4520 EZﬁ?;gfgty Hardware & 3.41% 2.32% 5.73% 3.74% 3.95% 7.69%
4530 Egm'pcrz’;ﬂ‘tjcmr 3.94% 1.90% 5.83% 5.42% 4.74% *9.78%
5010 ;‘Zﬁfggm“”'cam” 3.02% 4.62% *6.50% 7.23% 13.28% *9.08%
5510 Utilities 0.76% 0.48% *2.00% 3.88% 6.47% *5.64%

* The cap is generally the Mean + Standard Deviation, subject to minimum cap of 2% (de minimus allowance) and maximum +/- 2
percentage points relative to prior year burn rate cap for same industry/index group.

** The GICS code classification system is produced by S&P and is used by ISS to define industry classifications.
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Additional Equity Plan Considerations

Clients should note burn rate caps are only one factor considered by ISS when evaluating equity-based and other
incentive plans up for shareholder approval. 1SS will vote against equity plans if any one of the following issues is
found to exist:

> The total cost of the company’s equity plans is “unreasonable,” as measured by ISS’ shareholder value
transfer metric (SVT);

> The equity plan expressly permits the re-pricing of stock options or stock appreciation rights (including the
exchange of underwater options) without prior shareholder approval;

> A pay-for-performance misalignment is found for the company’s CEO, especially where a significant
portion of the CEO’s “misaligned” pay is determined to result from non-performance-based equity awards;

> The company’s three year burn rate exceeds the burn rate cap of its industry group;

> The equity plan has a liberal change-of-control definition, where for example, equity awards are
accelerated due to the announcement or commencement of a tender offer, a “potential” takeover, or an
approved merger rather as opposed to a fully completed change-of-control; or

> The equity plan is a vehicle for problematic pay practices.

Next Steps

For additional information on the latest ISS policy releases, clients can visit the ISS Policy Gateway here:
http://www.issgovernance.com/policy/2012/policy information. For assistance with burn rate, shareholder value

transfer and equity usage modeling, contact Radford’s Valuation Services or Consulting teams.
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About Radford

Radford is the industry leader, providing advice and benchmarking to
technology and life sciences companies to address their toughest HR
and rewards challenges: attracting, engaging and retaining talent. Our
advisors provide industry-specific expertise, applying an analytical
approach that integrates market data, trends and our experience in
working with nearly 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 more than four million incumbents for real-time insight on
total compensation levels, practices and emerging trends to inform
their HR and reward strategies.

Headquartered in San Jose, CA, we have professionals in Bangalore,
Beijing, Boston, Brussels, Chicago, Frankfurt, Hong Kong, London,
New York, Philadelphia, San Francisco, Shanghai and Singapore.
Radford is an Aon Hewitt company. Visit www.radford.com, or for
more information, contact info.rad@radford.com.

About Aon Hewitt

Aon Hewitt is the global leader in human capital consulting and
outsourcing 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.
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