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What the SEC's Final CEO Pay Ratio Rules Mean
for Companies

The SEC's final CEO pay ratio rule as adopted earlier this month has some key departures
from the proposal, including a delayed implementation period.

The SEC took an important step this month in fulfilling its obligations to pass executive compensation rules under
the Dodd-Frank Wall Street Reform and Consumer Protection Act. The agency approved by a 3-2 vote a final rule
mandating corporate disclosure of the ratio of the CEO’s annual pay compared to that of the median employee.
The final rule is available at the SEC website here. This article summarizes the major takeaways from the new
disclosure rule. It's worth noting the SEC made several concessions when adopting the final provision.

Most importantly, the rule takes effect for companies’ fiscal years beginning on or after January 1, 2017. This
means the new disclosure would first show up in proxy statements for the 2018 proxy season. Many were
expecting the first disclosure in the 2017 proxy season, so this gives companies an additional year. Additionally,
the SEC is permitting companies to calculate median employee compensation once every three years, assuming
there are no changes in the employee population that would significantly affect the ratio. Companies will also be
allowed to use any date within the last three months of their last completed fiscal year to identify the median
employee compensation.

The crux of the disclosure is to compare the CEQ’s total compensation to that of the median employee’s. One of
the major concerns is the administrative difficulty of managing and comparing employee compensation figures
across different business lines and countries. Also, companies with large employee populations in lower cost
countries are concerned that their pay ratios will look disproportionately higher than other companies. The final
rule provides that companies may use cost-of-living adjustments to identify the median employee and calculate
that employee’s total compensation for purposes of the ratio; however, the adjustments would have to be applied
to all employees in all countries other than the CEQO’s country of domicile. For most large global companies this
will likely not be practicable. Furthermore, companies will still have to disclose the ratio with and without the
adjustments.

There is the possibility of repeal and/or legal action associated with this rule, but if it remains in effect, companies
will need to consider how much they want to say about the ratio in the proxy. The final pay ratio disclosure rule
allows issuers to present additional information such as additional ratios to supplement the required ratio, but
companies are not required to do so. Human resources professionals will also need to consider what, if anything,
they want to say to their workforce through internal communication channels about the total compensation of the
median employee compared to that of the CEO.

There is still more to learn about this disclosure, but for now it seems the new rule will roll out for proxies filed in
2018 with some flexibility in the process behind calculating this metric.
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To learn more about participating in a Radford survey, please contact our team. To speak with a member of our
compensation consulting group, please write to consulting@radford.com.
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About Radford

Radford delivers compensation data and advice to technology and life sciences companies. We support firms at
every stage of development, from emerging start-ups to established multi-nationals. Today, our surveys provide
in-depth compensation insights in more than 80 countries to over 2,650 participating organizations and our
consultants work with hundreds of firms annually to design rewards programs for boards of directors, executives,
employees and sales professionals. Radford is part of Aon Hewitt, a business unit of Aon plc (NYSE: AON). For
more information on Radford, please visit radford.com.

About Aon Hewitt

Aon Hewitt empowers organizations and individuals to secure a better future through innovative talent, retirement
and health solutions. We advise, design and execute a wide range of solutions that enable clients to cultivate
talent to drive organizational and personal performance and growth, navigate retirement risk while providing new
levels of financial security, and redefine health solutions for greater choice, affordability and wellness. Aon Hewitt
is the global leader in human resource solutions, with over 30,000 professionals in 90 countries serving more than
20,000 clients worldwide. For more information on Aon Hewitt, please visit aonhewitt.com.

This article provides general information for reference purposes only. Readers should not use this article as a replacement for legal,
tax, accounting or consulting advice that is specific to the facts and circumstances of their business. We encourage readers to consult
with appropriate advisors before acting on any of the information contained in this article.

The contents of this article may not be reused, reprinted or redistributed without the expressed written consent of Radford. To use
information in this article, please write to our team.

© 2015 Aon plc. All rights reserved.
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