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VOTE OF THE WEEK: McKesson Corporation  20131 20121 20111 

OUTCOME 22% 62% 70% 

1-YR TSR 24% 12% 22% 

3-YR TSR 19% 37% 16% 

CEO PAY $51.7m $39.7m $45.7m 

REVENUE $122.5b $122.7b $112.1b 

MARKET  
VALUE 

$25.2b $21.6b $20.1b 

COMPANY INFORMATION, PERFORMANCE, AND CONTEXT  

‒ McKesson, together with its subsidiaries, delivers pharmaceuticals, medical supplies, and health care information 
technologies to the healthcare industry primarily in the United States 

‒ As of fiscal year end 2013, one-, three-, and five-year total shareholder return was 24%, 19%, and 17%, respectively 

‒ Revenue stayed roughly flat year over year; Net Income decreased by 5% (from roughly $1.4b to $1.3b) 

PAY PROGRAM 

‒ Annual incentives based upon adjusted EPS (weighted 75%), adjusted EBITDA (weighted 25%), and an individual 
modifier reflecting performance against non-financial objectives and initiatives (e.g., employee engagement; 
customer satisfaction and retention) 

‒ Long-term incentives consist of three vehicles: (i) stock options, (ii) performance restricted stock units based upon an 
adjusted EPS result and an adjusted return on invested capital multiplier, and (iii) a three-year cash incentive 
program based upon cumulative EPS (weighted 75%) and cumulative adjusted operating cash flow (weighted 25%) 

‒ Increase in total reported CEO pay driven by the year over year change in the CEO’s pension value ($24.2m increase 
in FY2013) due to changes in actuarial assumptions and the estimated value of an additional year of service credit; 
pension benefits represent just under half of total reported CEO pay 

CHANGES TO OVERALL COMPENSATION DESIGN 

‒ Adopted a policy prohibiting hedging and pledging in 2013 

‒ Reduced target and maximum payout opportunities for Named Executive Officers; excluding the change in pension 
value, the CEO’s total pay decreased by roughly 7% year over year 

‒ Adjusted performance metrics under the cash long-term incentive program for the FY2014-FY2016 cycle (replaced 
cumulative EPS with the compound annual growth rate in adjusted diluted EPS) 

‒ Conducted shareholder outreach and modified CD&A disclosure to more clearly explain the Company’s pay programs 
and highlight the Company’s performance 

ISS PROPOSAL SUMMARY EXCERPTS 

‒ “A vote AGAINST this proposal is warranted due to persistent pay for performance misalignment stemming from the 
sizable and growing CEO pension balance valued at $159 million. Although shareholders have benefitted from their 
investment at this company through stock price appreciation and steady dividend payments, the CEO’s executive 
pension has grown disproportionately large due to the multiple exceptions made to incentivize him to stay with the 
company. […] Further, adjusted EPS continues to be a dominant metric in multiple incentive plans that are short-
term focused; above-target payouts for the sixth consecutive year were made, which may be due to insufficiently 
challenging performance goals.” 

‒ ISS also recommended AGAINST compensation committee members, whose average vote results were 67% (or ~27% 
lower than for other members of the board) 

Source: Semler Brossy data and analysis; Fund Votes LLC; ISS Voting Analytics; S&P Research Insight; McKesson Corporation DEF14A. 

1 Financials as of the three most recently disclosed fiscal year ends (i.e., FYE2013, FYE2012, and FYE2011).              
2 As disclosed in the Summary Compensation Table.  

McKesson failed Say on Pay in 2013 after receiving 22% vote support, 
following passing results of 62% in 2012 and 70% in 2011. Despite 
shareholder outreach and changes to the compensation program, 
McKesson’s vote result decreased ~40% year over year, likely given: 

– A ~30% increase in reported CEO pay year over year 

– Continued proxy advisor and shareholder concerns over the CEO’s 
pension balance (valued at $159m upon voluntary termination) 

– Questions over the rigor of performance goals and duplicative 
performance metrics (adjusted EPS is included in both the short- and 
long-term programs) 
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