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BEHIND THE NUMBERS 

Our weekly Say on Pay report often raises interesting questions about what the 
data really mean.  These questions are addressed in this series. All of our Say on 
Pay materials can be accessed at www.semlerbrossy.com/sayonpay. 

March 29, 2013 

Introduction 
In the first two years of Say on Pay, most companies passed with greater than 90% of votes in favor (defined here 
as “strong support”; 2011, 72%; 2012, 73%). To date in 2013, 76% of companies have passed with strong support.  

Now in the third year of Say on Pay, it’s interesting to study those companies that received strong support in one 
year, but saw a meaningful reversal of support in the following year. In 2012, 63 companies (representing 2.8% of 
filers) received less than 70% votes in favor after receiving strong support in 2011. To date, three companies 
(Hologic, Hurco Companies, and Tyco International), have experienced the same reversal of fortunes in 2013.  

While only a small number of companies fall into this category, the low frequency of this event belies the 
significant risk companies may face if they become complacent in their approach to Say on Pay. Garnering strong 
support in one year is certainly no guarantee for future Say on Pay success and no company is necessarily 
immune from such a reversal of fortunes. 
 
Key Context 
Three key factors generally characterize this subset of companies: 

• One-year TSR significantly underperformed both the total sample average and each company’s applicable 
industry average. Average 1-year TSR was -13% compared to the total sample average of +6%. Similar trends 
were observed on a multi-year basis and relative to each company’s applicable GICS industry. 

• Total compensation (as disclosed in the Summary Compensation Table) increased significantly year-over-year. 
The average 1-year increase in total compensation was +33% (excludes  companies with CEO turnover in 
either year). For many of these companies, the increases in pay were attributable to supplemental equity 
grants made for retention purposes. 

• Nearly all of the companies experienced a reversal in proxy advisor support. None of the 63 companies that 
saw a reversal of fortunes in 2012 received an ISS “against” recommendation in 2011, but 60 of the 63 
companies (95%) received an ISS “against” recommendation in 2012. The same is true for Tyco in 2013. Data 
from our total sample of 2012 Say on Pay votes indicates that an ISS “against” recommendation led to, on 
average, a 30% reduction in vote support for 2012. The average year-over-year change in vote support for the 
63 companies in 2012 was -38% (total sample average was -3%). 
 

 
 

A Reversal of Fortunes: Understanding the 
Factors that Drive a Significant Reduction 
in Support from One Year to the Next 

http://www.semlerbrossy.com/sayonpay
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Failed Proposals within this Group of Companies 
Most notable is that 13 of these companies failed their 2012 vote even though they had received strong support 
in the prior year (representing more than 20% of all failed Say on Pay proposals in 2012). Factors contributing to 
an ISS “against” recommendation, and subsequently likely low shareholder support included: 

• A pay-for-performance disconnect. A misalignment of pay and performance was noted in all 13 cases ; these 
companies tended to increase CEO pay despite very poor TSR performance – see chart above. 

• Overreliance on time-based equity. The insufficient use of performance-based equity was noted at 9 
companies (69%). ISS does not consider plain vanilla options to be performance-based. 

• Problematic pay practices. Use of problematic pay practices such as excise tax gross-ups, reliance on time-
based equity, and above-target pay positioning were noted at 9 companies (69%). 

• A lack of rigor in the establishment of performance goals. Insufficiently challenging or rigorous performance 
goals were noted at 7 companies (54%). 
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NOTE: INCLUDES 55 COMPANIES WITH 
SIGNIFICANT REDUCTION IN SUPPORT 
FROM 2011 TO 2012 (EXCLUDES 
COMPANIES WITH CEO TURNOVER).

VOTE SUPPORT

Likely Causes of Votes Under 50% 

Pay and Rigor of Special Non- Shareholder Problematic
Performance Performance Awards/ Mega- Performance Benchmarking Outreach and Pay 

Company Relation Goals Grants Based Pay Practices Disclosure Practices

Applied Micro Circuits Corp X X X X X
Best Buy Co. Inc. X X X
Citigroup Inc X X X
G III Apparel Group Ltd X X X X X
Gentiva Health Services Inc X X X
Healthways Inc X X X X
Infinera Corp X X X X
Palomar Medical Technologies Inc X X X X
PMFG Inc X X X X
Sequenom Inc X X X X X X
Simon Property Group Inc. X X X
Sterling Bancorp X X X X
Tower Group Inc X X X X

Count 13 7 5 9 4 5 9
Prevalence 100% 54% 38% 69% 31% 38% 69%
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In all cases, ISS identified a pay-for-performance disconnect and initiated a qualitative review. In its qualitative 
review, ISS identified multiple issues with pay program elements that typically do not change from year to year 
(e.g., the ratio of performance based pay, the existence of problematic pay practices, and a lack of rigor in the 
establishment of performance goals) and were not necessarily flagged in the prior year when ISS supported 
their Say on Pay proposal. 
 
A Common Theme 
Our research suggests a common theme among most (but perhaps not all) of these companies. These 
companies had generally had strong relative TSR performance and/or otherwise fared well on proxy advisor 
tests for relative pay-for-performance alignment. However, when their performance trend was reversed in 
2012, these companies were subjected to the proxy advisors’ more thorough and holistic reviews of their 
compensation programs. Subsequently, the qualitative reviews identified and highlighted any number of 
problematic practices that had likely been in place in prior years. The result was an “against” recommendation 
from proxy advisors and much lower Say on Pay support. 
Our sense is that many of these companies were caught off-guard. As a result, it is likely that the experience and 
effort to garner shareholder support in the face of an “against” recommendation from ISS was very challenging 
(as they likely hadn’t established relationships or processes to quickly and effectively respond to such 
circumstances).  

Take, for example, the fact that 22 of these companies (35%) made a supplemental filing in response to a proxy 
advisor vote recommendation. Such filings contested ISS or Glass-Lewis assessments of pay-for-performance 
and their underlying methodologies and represented a vastly disproportionate percentage of such filings 
(represents 19% of the supplemental filings observed in our total sample). We note that not one of these 
supplemental filings resulted in a reversal of ISS’ recommendation. In our experience, preemptive conversations 
with proxy advisors to explain the rationale for a given program design or outcome is far more effective than 
these supplemental filings. 
 
Is Your Company at Risk? We’ve identified the following as key indicators that a company may experience a 
disappointing Say on Pay outcome following a year (or years) of strong support: 

 
 Key Risk Indicators 

Performance • Has your company had strong relative TSR performance and/or otherwise strong 
absolute or relative pay-for-performance alignment as defined by ISS methodology 
AND is there reason to suspect that this trend may reverse? 

• Does your company: (i) operate in an industry in which relative performance can be 
particularly volatile or (ii) experience greater volatility than peers (and ISS 
comparators). 

Pay Levels • Does your company have a history of high relative pay (which may have been 
supported by a history of high relative performance)? If so, are pay levels sensitive 
to short-term changes in relative performance? 

Pay Program 
Design 

• Has your company been subject to an ISS qualitative review since: (i) ISS’ latest 
policy update, or (ii) design changes were made? 

• Does your company’s pay program knowingly contain problematic pay practices 
and/or rely on time-based equity? If so, is the rationale for this approach clearly 
outlined in the CD&A and is it well understood by shareholders? 



For more information, visit us at www.semlerbrossy.com, or please contact: 

© 2012 Semler Brossy Consulting Group LLC  
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Semler Brossy Consulting Group, LLC 
1021 Hedge Row 
Clinton, NY 13323 
212.388.9776 
bjones@semlerbrossy.com 

Mark Emanuel 
Semler Brossy Consulting Group, LLC 
10940 Wilshire Blvd. Ste. 800 
Los Angeles, CA 90024 
310.943.8395 
memanuel@semlerbrossy.com 

Conclusions 
Companies should not become complacent following a year (or several years) of strong shareholder support for 
a Say on Pay vote. To avoid being caught off guard, filers should: (i) be diligent about evaluating their pay 
program design against corporate governance “best practices” so as to identify potential vulnerabilities and (ii) 
communicate the rationale for any variance from “best practice” in the proxy and through active shareholder 
outreach.  
 

http://www.semlerbrossy.com/
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