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Introduction 
 
Institutional Shareholder Services (ISS) recently released a 
set of Frequently Asked Questions covering its new Equity 
Plan Scorecard (EPSC). These FAQs are intended to provide 
clarity on how ISS will implement its new approach for annual 
shareholder meetings starting on February 1, 2015. The FAQ 
on EPSC follows ISS’ announcement in November of final 
Policy Voting Guidelines for the upcoming year. 
 
Given the relatively high frequency with which life sciences 
and technology companies need to replenish equity plans, 
and the significance of equity in the overall pay mix (at all 
employee levels) in these sectors, the adoption of EPSC by 
ISS warrants careful scrutiny and consideration as companies 
plan their equity strategies for 2015 and beyond.   
 
 

Key EPSC Practices to Watch 
 
Under ISS’ new approach, equity pay plan proposals will be evaluated using a “scorecard,” which will 
consider a host of factors that are individually weighted and then plugged into an overall assessment 
model. Along with the cost of administering corporate equity plans, ISS will consider numerous additional 
factors/practices in its scoring system, including: 
 

 Automatic single-trigger vesting upon a change-in-control 
 

 Broad discretionary vesting authority that may result in "pay for failure" or other scenarios 
contrary to a pay-for-performance philosophy 
 

 Liberal share recycling  
 

 The absence of a minimum required vesting period (at least one year) for grants made under the 
equity plan 
 

 The company's 3-year average burn rate relative to its industry and index peers 
 

 Vesting schedule(s) under the CEO's most recent equity grants during the prior three years 

https://www.radford.com/home/consulting/
http://www.issgovernance.com/file/policy/2015faqusequityplanscorecard.pdf
http://www.sharepoolmanagement.com/articles2014/November/2015%20ISS%20Guidelines.pdf
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 The plan's estimated duration, based on the sum of shares remaining available and the new 
shares requested, divided by the 3-year annual average of burn rate shares 
 

 The proportion of the CEO's most recent equity grants/awards subject to performance conditions 
 

 A clawback policy that includes equity grants 
 

 Post-exercise/post-vesting shareholding requirements 
 
Of note, equity pay plan proposals that only seek approval to ensure tax deductibility of awards pursuant 
to IRC Section 162(m) will generally receive a favorable recommendation. ISS says that other plan 
amendments will be analyzed on a case-by-case basis to determine whether or not the more expansive 
EPSC approach should apply. 
 
Some plan features will continue to automatically result in negative recommendations regardless of other 
factors; these items include: 
 

 Authority to reprice stock options without shareholder approval 
 

 “Liberal” change-of-control definition that could result in vesting of awards by a single trigger 
 

 Plans that are vehicles for “problematic pay practices” 
 

 Tax-gross-ups related to plan awards 
 

 Provisions for reload options 
 
 

Scoring System Overview 
 
The total maximum number of points that may be accrued under the new EPSC model is 100. Absent 
other overriding factors, a score of 53 or higher will generally result in a positive recommendation from 
ISS for an equity plan proposal. 
 
For Russell 3000 companies, ISS says it will allocate the maximum number of points to factors involving 
the plan’s cost, followed by grant practices and then grant features. Companies that have completed an 
initial public offering (IPO) or emerged from bankruptcy within the prior three years are not subject to any 
of the grant practices features considered. They are, however, subject to the same plan cost and plan 
features factors. 
 
ISS’ updated treatment of recently public companies is a significant development for the large number of 
technology and life sciences companies that went public in the past few years. ISS is tightening its 
oversight of newly public companies, which should be a consideration as companies develop their 
strategy for transitioning equity programs from private to public environments. ISS revisits its models 
annually, and has a history of incremental additions. It would not be surprising if ISS begins to treat all 
companies in a similar fashion in upcoming years. 
 
For reference, the table on the following page outlines ISS’ EPSC scoring system for S&P 500, Russell 
3000, non-Russell 3000, recently public (IPO) companies and companies that have emerged from 
bankruptcy in the past three years. 
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ISS Scoring 
Pillar 

Company 
Segment 

Maximum 
Pillar Score 

Comments 

Plan Cost 

S&P 500 & Russell 3000 45 

All models include the 
same Plan Cost factors. Non-Russell 3000 45 

IPO/Bankruptcy 60 

Plan Features 

S&P 500 & Russell 3000 20 

All models include the 
same Plan Features 
factors. 

Non-Russell 3000 30 

IPO/Bankruptcy 40 

Grant Practices 

S&P 500 & Russell 3000 35 The Non-Russell 3000 
model only includes 
Burn Rate and Duration 
factors. The IPO/ 
Bankruptcy model does 
not include any Grant 
Practices factors. 

Non-Russell 3000 25 

IPO/Bankruptcy 0 
 

Source: ISS 
 
 

Conclusion 
 
We view ISS’ new EPSC policy as a net positive for life sciences and technology companies, as it now 
introduces more flexibility into ISS’ methodology rather than holding companies to hard and fast share 
limits insensitive to the particulars of a company’s situation. However, the scorecard approach will also 
make ISS voting recommendations less predictable, and could lead to the homogenization of plan design 
and governance practices among life sciences and technology companies over time as companies seek 
to satisfy all of ISS’ factors to maximize the probability of a positive ISS recommendation. We also expect 
that some companies will ask shareholders for authorization to grant additional shares more frequently 
than in the past, but seeking smaller share reserves at each vote, until more clarity emerges about how 
the new methodology will work in practice.   
 
To learn more about Radford's executive compensation, broad-based compensation and compensation 
governance consulting services, please visit: radford.com/home/consulting/ 
  

https://www.radford.com/home/consulting/
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Contact Our Team 
 
To start a conversation with a member of Radford’s compensation consulting team, please contact one of 
our associates below: 
 
Boston Office 
 

Ted Buyniski, Partner   

+1 (508) 628-1553  
tbuyniski@radford.com  
 
Ram Kumar, Director 
+1 (508) 628-1557 
rkumar@radford.com 
 
Ed Speidel, Partner 

+1 (508) 628-1552 
espeidel@radford.com  
 
Rob Surdel, Partner 

+1 (508) 628-1551  
rsurdel@radford.com 

San Francisco Office 
 

Linda Amuso, President Radford 
+1 (415) 486-7255 
lamuso@radford.com 
 
Brooke Green, Associate Partner 
+1 (415) 486-6911 
brooke.green@radford.com 
 
Kyle Holm, Associate Partner 
+1 (415) 486-7717 
kyle.g.holm@radford.com 
 
David Knopping, Partner 
+1 (415) 486-7122 
dknopping@radford.com 

San Jose Office 
 

Brett Harsen, Partner 

+1 (408) 321-2547 
bharsen@radford.com 
 
 
Southern Calif. Region 
 

Ken Wechsler, Director 
+1 (760) 633-0057 
ken.wechsler@radford.com 

 
 
 
 

About Radford 
 
Radford, an Aon Hewitt company, is the leading provider of compensation intelligence and consulting 
services to the global technology and life sciences sectors. Our market-leading surveys, equity valuation 
expertise and strategic consulting help Compensation Committees and human resources leaders address 
their toughest challenge: attracting, engaging and retaining talent in innovation-based industries. 
 
Radford offers clients a comprehensive suite of solutions, integrating unmatched global data capabilities 
with high-powered analytics and deep consulting expertise to deliver market-leading guidance to more 
than 2,600 organizations annually— from Fortune 100 companies to start-ups. 
 
Headquartered in San Jose, CA, Radford has professionals in Bangalore, Beijing, Boston, Brussels, 
Frankfurt, Hong Kong, London, Philadelphia, San Francisco, San Diego, Shanghai and Singapore. To 
learn more, please visit radford.com. 
 

http://www.radford.com/

