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Setting the Stage



High-Level Overview

• Why did the SEC adopt these rules? The Dodd-Frank Act (adopted in 2010) required the SEC to 
adopt rules requiring issuers to show the relationship between executive compensation actually paid 
and the financial performance of the issuer

• What is the new disclosure?  Tabular and narrative/graphical disclosure focused on the relationship 
between compensation actually paid to NEOs and financial performance measures; must be tagged 
using Inline XBRL tagging requirements

• Who is required to comply with the new disclosure rules? Public companies that are not emerging 
growth companies, foreign private issuers or registered investment companies

• When is the new disclosure required? 2023 proxy statement for most companies (required in proxy 
and information statements that are required to include Reg. S-K Item 402 executive compensation 
disclosure for fiscal years ending on or after December 16, 2022)

• Where is the new disclosure required? Rule provides flexibility re where in proxy to include 
disclosure; not required in CD&A; likely to follow the executive compensation tables
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New Disclosure Elements

1. New table – discloses specified executive compensation and financial performance measures for the 
five most recently completed fiscal years

2. Relationship disclosures – clear description of (a) the relationships between each of the financial 
performance measures included in the table and the executive compensation actually paid and (b) the 
relationship between the registrant’s TSR and its peer group TSR

3. Tabular list – an unranked list of the most important three to seven financial performance measures 
used to link executive compensation actually paid to NEOs during the last fiscal year to company 
performance; may, but need not, include non-financial measures in the list in certain circumstances 

May voluntarily provide supplemental measures of compensation or financial performance (in the table or 
in other disclosure), and other supplemental disclosures, so long as any such measure or disclosure is 
clearly identified as supplemental, not misleading, and not presented with greater prominence than the 
required disclosure
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New Terms & Key Definitions

• Compensation actually paid – total compensation reported in the Summary Compensation Table, 
with adjustments to amounts disclosed for equity awards and pension benefits (see slide 9 for 
additional detail)

• Company-selected measure – represents, in the company’s own assessment, the most important 
financial performance measure (that is not otherwise required to be disclosed in the table) used by the 
registrant to link compensation actually paid to the registrant’s named executive officers, for the most 
recently completed fiscal year

• May be a non-GAAP financial measure, but must then describe how derived from financial 
statements

• Must be taken from the financial performance measures included in the tabular list; if there is no 
tabular list, there will be no company-selected measure

• Cannot be a non-financial performance measure
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New Terms & Key Definitions (cont’d)

• Financial performance measures – measures that are determined and presented in accordance with 
the accounting principles used in preparing the issuer’s financial statements, any measures that are 
derived wholly or in part from such measures, and stock price and total shareholder return

• Non-financial performance measures – performance measures other than those that fall within the 
definition of financial performance measures

• Performance graph – the issuer’s stock performance graph, which is required to be included in the 
annual report to security holders pursuant to Item 201(e) of Reg. S-K
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Sample Performance Graph
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How to Calculate Compensation Actually Paid

Equity Awards
1. Deduct the amounts reported in the SCT for equity awards

2. For awards granted in the covered fiscal year:

a. Add the year-end fair value if the award is outstanding and unvested as of the 
end of the covered fiscal year; 

b. Add the fair value as of the vesting date for awards that vested during the 
covered fiscal year; and

c. Ignore any such awards that were forfeited or determined to be ineligible to 
vest during the covered fiscal year

3. For awards granted in prior years:

a. Add or subtract any change in fair value as of the end of the covered fiscal 
year (compared to the end of the prior fiscal year) if the award is outstanding 
and unvested as of the end of the covered fiscal year; 

b. Add or subtract any change in fair value as of the vesting date (compared to 
the end of the prior fiscal year) if the award vested during the covered fiscal 
year; and

c. Subtract the amount equal to the fair value at the end of the prior fiscal year if 
the award was forfeited during the covered fiscal year

4. Add the dollar value of any dividends or other earnings paid on equity awards in the 
covered fiscal year prior to the vesting date

Step 1: Start with the total compensation amount reported in the SCT
Step 2: Make the following adjustments with respect to amounts reported in the SCT for equity awards and pension values:

Pension Values
1. Deduct the aggregate change in the actuarial present value of all defined 

benefit and actuarial pension plans

2. Add the following two components:

a. Service cost (i.e., the actuarially determined service cost for services 
rendered by the executive during the applicable year), calculated in 
accordance with GAAP; and

b. Prior service cost (i.e., the entire cost of benefits granted in a plan 
amendment (or initial plan adoption) during the covered fiscal year that 
are attributed by the benefit formula to services rendered in periods 
prior to the plan amendment or adoption), calculated in accordance 
with GAAP

Related Note: If the prior service cost is a negative amount as a result of an 
amendment that reduces benefits relating to prior periods of service, then such 
amount would reduce the compensation actually paid

9



Valuations Over the Life of an RSU Award to a Single PEO 
(from Equity Methods blog entitled “Pay Versus Performance Is Here, Part 2: Understanding Compensation Actually Paid”)

• The graphic below is for a scenario with one PEO and no PEO turnover during the life of the award and pay-versus-
performance table where one RSU vests in four annual installments

• RSU will be in the pay-versus-performance table for four years; will fluctuate in value each year until it vests or is 
forfeited

• Requires nine valuations over the life of the RSU
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New Table



New Table

Year
(1)

Summary 
Compensation 
Table Total for 

PEO

Compensation 
Actually Paid to 

PEO
(2)

Average Summary 
Compensation 
Table Total for 
Non-PEO NEOs

Average 
Compensation 

Actually Paid to 
Non-PEO NEOs

(2)

Value of Initial Fixed $100 
Investment Based On:

Net Income

[Company-
Selected 
Measure]

(5)

Total 
Shareholder 

Return 
(3)

Peer Group (4) 
Total 

Shareholder 
Return

Y1

Y2

Y3

Y4

Y5

1) Disclosure will be phased in, with the initial disclosure covering the past three fiscal years and increasing each year until the past five fiscal years are covered
2) Compensation actually paid is total compensation reported in the SCT, with adjustments to amounts disclosed for equity awards and pension benefits (see slide 9)
3) TSR calculated on a cumulative basis, measured from the market close on the last trading day before the company’s earliest fiscal year in the table through and including the end of 

the fiscal year for which TSR is being calculated (i.e., the TSR for the first year in the table will represent the TSR over that first year, the TSR for the second year will represent the 
cumulative TSR over the first and second years, and so on); same methodology used for performance graph

4) Must use same peer group or published industry or line-of-business index used for purposes of Item 201(e) of Reg. S-K or a peer group used in the CD&A for purposes of disclosing 
compensation benchmarking practices

5) The title of this column will be replaced with the name of the company-selected measure (see slide 6), and this column will include the numerically quantifiable performance of the 
company under such measure for each covered fiscal year (e.g., if the company-selected measure for the most recent fiscal year was total revenue, the column would be titled “Total 
Revenue” and the company would disclose its quantified total revenue performance in each covered fiscal year

(a) (b) (c) (d) (e) (f) (g) (h) (i)
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Required Footnotes

• Identity of NEOs – name of each NEO included as a PEO or in the calculation of the average 
remaining NEO compensation and the fiscal years in which they are included

• How compensation actually paid is derived from SCT total compensation – for PEO and average 
remaining NEOs, amounts deducted from and added to the SCT total compensation to result in 
compensation actually paid 

• New equity award valuation assumptions – any assumption made in the valuation of equity awards 
that differs materially from those disclosed as of the grant date of such equity awards (note: this could 
include changes in probability of achievement of performance awards)

• Peer group composition – if the peer group is not a published industry or line-of-business index, the 
identity of the issuers composing the group

• Changes to peer group – if peer group is changed from the one used in prior pay-versus-performance 
disclosure, must explain, in a footnote, the reason for the change, and compare TSR to that of both the 
old and the new peer group
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Relationship Disclosures



Elements of the Relationship Disclosures

• Use the information in the table to provide clear descriptions of the relationship between

• (a) the compensation actually paid to the registrant’s PEO and (b) the average of the compensation 
actually paid to the registrant’s remaining NEOs to

• (1) the cumulative TSR of the registrant, (2) the net income of the registrant, and (3) the registrant’s 
Company-Selected Measure, in each case over the registrant’s five most recently completed fiscal 
years (phased in; three years in first year of disclosure)

• Provide a clear description of the relationship between TSR and the peer group TSR, also over the 
registrant’s five most recently completed fiscal years (phased in; three years in first year of disclosure)

• Format can be graphical, narrative or a combination of the two

• Flexibility to group any of these relationship disclosures together when presenting clear description 
disclosure, but any combined description of multiple relationships must be “clear”
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Format Flexibility

• SEC encourages using the format that most clearly provides information to investors about the 
relationships, based on the nature of each measure and how it is associated with compensation 
actually paid

• Examples:

• Could include a graph providing compensation actually paid and change in the financial 
performance measure(s) (TSR, net income, or Company-Selected Measure) on parallel axes and 
plotting compensation and such measure(s) over the required time period

• Alternatively, could include narrative or tabular disclosure showing the percentage change over 
each year of the required time period in both compensation actually paid and the financial 
performance measure(s) together with a brief discussion of how those changes are related

• Variable formats and descriptions intended to allow investors to understand more easily each 
registrant’s perspective on these required relationship disclosures
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Sample Graphical Presentations of CEO Pay and 
Financial Performance Measures 
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Tabular List



Tabular List Content

• Provide an unranked list of the most important three to seven financial performance measures used 
to link compensation actually paid to NEOs during the last fiscal year to company performance

• If fewer than three financial performance measures are considered when linking compensation 
actually paid during the last fiscal year to company performance, required to disclose only the 
number of measures actually considered

• If no financial performance measures are used to link compensation actually paid to company 
performance, a tabular list is not required

• May, but need not, include non-financial measures in the list if they are among the three to seven 
most important measures

• May do so only if such measures are included in the three to seven most important performance 
measures and at least three (or fewer, if the registrant only uses fewer) most important financial 
performance measures are disclosed
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Tabular List Format

• Tabular list may be disclosed in three different ways:

• One list for all NEOs

• One list for the PEO and one for the remaining NEOs

• Separate lists for the PEO and each NEO
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SRCs, Newly Public 
Companies & EGCs



Definitions

• Smaller reporting company – in the case of issuers required to file reports under Sections 13(a) or 15(d) of the 
Exchange Act, an issuer that is not an investment company, an asset-backed issuer, or a majority-owned subsidiary 
of a parent that is not a smaller reporting company and that: (1) had a public float of less than $250 million (as of the 
last business day of the issuer’s most recently completed second fiscal quarter); or (2) had annual revenues of less 
than $100 million (as of the most recently completed fiscal year for which audited financial statements are available) 
and either: (i) no public float (as of the last business day of the issuer’s most recently completed second fiscal 
quarter); or (ii) a public float of less than $700 million (as of the last business day of the issuer’s most recently 
completed second fiscal quarter)

• Emerging growth company – an issuer that had total annual gross revenues of less than $1.235 billion during its 
most recently completed fiscal year; an issuer that is an emerging growth company as of the first day of that fiscal 
year shall continue to be deemed an emerging growth company until the earliest of: (i) the last day of the fiscal year 
of the issuer during which it had total annual gross revenues of $1.235 billion or more; (ii) the last day of the fiscal 
year of the issuer following the fifth anniversary of the date of the first sale of common equity securities of the issuer 
pursuant to an effective registration statement under the Securities Act of 1933; (iii) the date on which such issuer 
has, during the previous three year period, issued more than $1 billion in non-convertible debt; or (iv) the date on 
which such issuer is deemed to be a large accelerated filer
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Scaled Disclosure for Smaller Reporting Companies

• Only required to include last three (rather than five) completed fiscal years in new table (two years in 
first table)

• In calculating compensation actually paid, not required to make pension adjustments

• No company-selected measure or tabular list required

• Not required to provide clear descriptions of relationship between compensation actually paid and 
company performance or relationship between company TSR and peer group TSR

• XBRL tagging not required until third filing in which new disclosure is provided
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EGCs & Newly Public Companies

• EGCs

• If a company that has a December 31 fiscal year end will no longer be an EGC after December 31, 2022, the 
company must comply with the final rules in its 2023 proxy statement 

• If the company qualifies as an SRC after losing EGC status, it may elect to comply with scaled disclosure

• Newly public non-EGCs

• New disclosures are not required in registration statements and therefore do not have to be provided during the 
IPO process

• Requirements apply only for years in which a registrant was subject to reporting requirements under the 
Securities Exchange Act of 1934 (i.e., years in which the company was public)

• When calculating TSR for newly-public companies, begin with closing market price at end of first trading day

• E.g., if a non-EGC registrant completes its IPO in 2022, the proxy statement for fiscal year 2022 would provide 
disclosure for only fiscal year 2022; the registrant would add subsequent years to each annual proxy filing until 
it includes five years
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Next Steps



What’s Next?

• Form team with key internal departments (e.g., finance/accounting, legal, human resources, investor relations, public 
relations) and outside advisers (e.g., compensation consultant, valuation expert and legal counsel)

• Preview new disclosure for compensation committee 
• Gather information

• List of NEOs for 2020, 2021, 2022 (when possible)

• Equity awards, including information about equity awards granted or vested at any time during 2020, 2021 and 2022 
and outstanding and unvested as of the end of 2020, 2021 and 2022 (when available)

• Pension values, if applicable

• Calculate compensation actually paid for 2020 and 2021 (and 2022 when available)

• Determine:

• Which peer group (maybe)

• Performance measures for tabular list and format of tabular list

• Company-selected measure for table

• Relationship disclosures – form and content

• Whether to include voluntary additional measures in the required table and/or other supplemental disclosure 26



Compensia’s Pay-Versus-Performance Webcast

• Tomorrow!

• Wednesday, October 26th from 11am-12pm PDT

• https://compensia.com/events/
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Key Takeaways
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Join Us

Keep up with current compensation trends 
and balance the legal, tax and disclosure 
requirements and best practices with your 

practical business needs.

Explore past topics. Find upcoming talks.

cooley.com/comp-talks

Comp Talks
Webcast Series

Addressing hot topics in executive pay 
and equity compensation
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