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2014-15 Director Compensation Analysis:
Trends Among 100 Largest Companies

= By Dan Laddin, Matt Vnuk and Roman Beleuta
Each year CAP analyzes non-employee director compensation programs among the 100 largest companies, based

on annual revenue. These firms are viewed as trend-setting organizations. Below is a summary of trends — for pay
levels and pay practices — based on 2015 proxy filings.

KEY CAP FINDINGS

Board Compensation. * Pay Mix. On average, 58 percent Independent Board Leader
equity-based vs. 42 percent cash- Compensation.
* Total Fees. Generally flat year-over-year based. Alignment with long-term
(median is $265K, versus $260K in shareholders is reinforced by delivering ~ * Non-Exec Chair. Additional compensation
prior year). a majority of compensation in equity. is provided by all companies with this
role, $225K at median. As a multiple of
* Retainers. Large companies rely on Committee Member Compensation. total Board Compensation, total Board
annual retainers (cash and equity) to Chair pay is 1.84x a standard Board
compensate directors. Pay programs member, at median.
are typically simple and viewed ¢ Overall Prevalence. 45 percent of
more as an “advisory fee” than an companies paid committee-specific ¢ Lead Director. Additional
“attendance fee.” member fees?. compensation — $30K, at median — is
provided by nearly all companies with
* Meeting fees. Provided by only 12 * Total Fees. Among companies paying this role. The differential in pay versus
percent of companies (versus 15 committee member fees, the median non-executive Chairs is in line with
percent in prior year). In general, is $15.5K. typical differences in responsibilities.
companies have moved to a fixed . . . Median additional compensation was
retainer pay structure, with a Committee Chalr Compensation. flat — $25K — for the five years prior to
component in cash and a component 2013 (median in 2013 was $28K)
In equity. * Overall Prevalence. Approximately ..
. . Perquisites.
 Equity. Full-value awards (shares/ 90 percent of companies provide
units) are most common and only additional compensation to committee ¢ Prevalence. Overall, limited use.
four percent of companies use stock Chairs, typically through an additional One-third of companies provide gift
options. 94 percent of companies retainer, to recognize additional time matching/charitable contribution.
denominate equity awards (stock requirements, responsibilities, and
or options) as a fixed value, versus reputational risk. Pay Limits.
? fixed humber of share§ WhICh. e Fees. At median, $20K in additional e 21 percent of companies that
is considered best practice as it ) .
RS s e Gre vear compensatlon (\./S' members) wa; f':lmended. or adopted new e'q.mty plans
provided to Audit and Compensation in 2015 implemented specific limits
Committee Chairs, and $15K for director compensation. In total, 27
additional to Nominating/Governance percent of Fortune 100 companies
Committee Chairs. now have such limits.

1 Audit, Compensation and/or Nominating and Governance committee members.

2 Excludes controlled companies. Also excludes instances where Lead Director role is assumed by Chair of Nominating and Governance
Committee, who receives compensation for that role.
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CAP PERSPECTIVE
Board Pay Levels and Structure

We believe director compensation has leveled off -
for the time being - and expect to see only modest
increases in the next year.

In terms of pay program, fixed retainer structures are
now the norm and meeting fees - already minority
practice - continue to decline in prevalence as director
compensation is now often viewed more as an
“advisory fee” than an “attendance fee.”

Director Pay Limits

A number of companies have implemented limits on
director compensation. The limits are largely due to
advancement of litigation in Delaware court where the
issue has been that directors approve their own annual
compensation, and the shareholder approved long-term
incentive plan did not provide “meaningful limits” on
the maximum award that could be granted to a director.

Currently, 27 percent of companies studied (vs. 23
percent in prior year) have included limits for non-
employee director compensation in their shareholder
approved long-term incentive plan. These limits range
from $250K to $3.5 million, $770K at median (vs.
$800K in prior year), and typically apply to just equity-
based compensation. Some companies have applied
the limits to both cash and equity-based compensation,
while others have excluded initial at-election equity
awards, committee Chair pay, and/or additional pay for
Board leadership roles from the limit.

We expect director pay limits to become majority
practice within the next few years.

Lead Director Compensation

The Lead Director role has evolved, especially in
companies where the CEO and Chairman roles are
combined. For example, Boards are engaging in

more outreach and meeting with shareholders to talk
about governance practices, CEO succession and
executive compensation, among other issues, and
many investors want to hear from the Lead Director.
Nearly all companies studied now provide additional
compensation for the Lead Director role.® However,
additional compensation provided for the Lead Director
role continues to be quite different than the non-
executive Chair role. At median, an additional $30K
was provided for the Lead Director role, versus $225K

3 Excludes controlled companies. Also excludes instances where
Lead Director role is assumed by Chair of Nominating and
Governance Committee, who receives compensation for that role

for the non-executive Chair role. The differential in
pay is generally in line with typical differences in
responsibilities.

Providing additional compensation to the Lead Director
sends a signal to investors regarding expectations for
the role, including time commitment, responsibilities,
and authority. Many times, companies have been able
to settle (or argue against) shareholder proposals

to split the CEO and Chairman roles by instituting

(or emphasizing) a strong Lead Director role and
delineating the specific responsibilities of the position.
Boards can also reassure investors concerned

about overall governance practices at a company by
increasing Lead Director responsibilities.

Best in Class Director Compensation Process &
Practices

e Establish pay levels and structure with
consideration given to market data, trends
and outlook

¢ Define target market positioning for total
pay

= Generally, target should align with the
executive compensation philosophy

BEST IN CLASS
PROCESS

= “Market” should reflect the peer group
used for executive compensation
benchmarking and/or size-appropriate
general industry data

= Disclose the philosophy and rationale
for the program

¢ Use compensation as a tool to reinforce
alignment of the interests of non-employee
directors and long-term shareholders

e Align pay levels with organization size
and complexity, considering organization-
specific time commitments and
responsibilities

* Review director pay programs focusing
on aggregate pay (Total Board
Compensation), with consideration given
to the ratio of cash compensation to
equity compensation and additional pay

BEST IN CLASS for Board leadership roles

PRACTICES  The pay program should be viewed as a
“advisory fee” vs. an “attendance fee”

e Structure pay so that equity represents at
least half of the total

¢ Establish meaningful equity ownership
requirements

¢ Eliminate benefit and/or perquisite
programs unless a strong business case
exists
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APPENDIX

Total Board Compensation ($000s)*

Range between 25" and 75" percentiles Median Value
$265
2014 $250 $293
$260
2013 $240 $288
$257
2012 | $231 $283
$225 $250 $275 $300
EQUITY COMPENSATION
EQUITY VEHICLE 2012 2013 2014 AWARD DENOMINATION 2012 2013 2014
Full-Value Equity (Shares/Units) 93% 95% 96% Fixed Valued 82% 88% 90%
Stock Options 2% 2% 1% Fixed Shares 11% 8% 6%
Both 5% 3% 3% Both 7% 4% 4%
Additional Compensation for Committee Chairs vs. Members ($000s)
m2012 2013 2014
$25
$20 $20 $20 $20 $20
$20
$15 $14 $15 $15
- -
Audit Committee Compensation Committee Nom./Gov. Committee
Additional Compensation for Independent Board Leaders ($000s)
Range between 25" and 75" percentiles Median Value
Lead/Presiding Directors Non-Executive Chairs
$30 $225
2014 $25 $40 2014 $200 $281
$28 $220
2013 $25 $35 2013 $260
$25 $195
2012 | $24 $30 2012 [$156 $244
$20 $25 $30 $35 $40 $45 $125 $175 $225 $275 $325

4 Total Board Compensation reflects all cash and equity compensation for Board and committee service, excluding compensation for leadership
roles such as committee Chair, Lead/Presiding Director, or non-executive Board Chair.

CAP

Please contact us at (212) 921-9350 or info@capartners.com if you have any questions about the issues discussed above
or would like to discuss your own executive compensation issues. You can access our website at www.capartners.com for more

information on executive compensation.



