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ISS Updates Burn Rate Tables and Answers

Say on Pay Questions

n December 2010, Institutional Shareholder Ser-

vices, the prominent corporate governance advi-

sory services firm, updated its “burn rate” tables,

which govern its voting recommendations on

equity plan proposals. As described below, burn
rate levels increased significantly for technology and life
sciences companies. ISS also issued several “Frequently
Asked Questions” which explain various aspects of its
2011 U.S. compensation policies. As described below, the
FAQs cover the new shareholder advisory votes on execu-
tive compensation required by the Dodd-Frank Wall Street
Reform and Consumer Protection Act, as well as problem-
atic pay practices.

Updated Burn Rate Tables

Each year, ISS updates its burn rate tables and allowable
limits for Russell 3000 and non-Russell 3000 companies for
the upcoming proxy season. ISS measures “burn rate” using

the total number of equity awards (stock and options)
granted in a given year and expresses the computation as
a percentage of the number of common shares outstand-
ing. These tables set the acceptable burn rate levels (based
on one standard deviation above the industry mean) using
global industry classification standard (“GICS”) codes.

ISS’ updated 2011 burn rate tables, which apply to annual
meetings of shareholders that are held on or after February
1, 2011, are set forth in the chart below.

Burn Rate Policy

Currently, ISS will recommend a vote “against” an equity
plan proposal if the company’s average three-year burn
rate exceeds the greater of:

the mean plus one standard deviation of the com-
pany’s GICS peer group segmented on the basis of

whether or not it is in the Russell 3000; or

Russell 3000
Standard Change Standard Change

Deviation 2011 Limit 2010 Limit from 2010 Deviation 2011 Limit 2010 Limit from 2010

1010 Energy 1.91% 212% 4.03% 2.14% 88.3% 3.92%  9.62% 6.30% 4.30% 46.5%
1510  Materials 1.63% 1.41% 3.04% 1.63% 86.5% 2.25% 4.73% 6.54% 4.54% 44.1%
2010  Capital Goods 1.78% 1.56% 3.34% 1.95% 71.3% 3.14%  6.03% 6.69% 4.69% 42.6%
2020 Commercial Services & Supplies 2.96% 379% 4.89% 2.89% 69.2% 4.33% 9.02% 5.53% 3.53% 56.7%
2030  Transportation 1.75% 161% 3.36% 213% 57.7% 257T% 6.12% 431% 2.31% 86.6%
2510  Automobiles & Components 2.00% 1.26% 3.25% 2.99% 8.7% 515% 14.37% 4.99% 2.99% 66.9%
2520  Consumer Durables & Apparel 2.18% 1.08% 3.26% 297% 9.8% 2.20%  4.10% 5.37% 3.37% 59.3%
2530 Consumer Services 2.93% 5.08% 4.80% 2.80% 71.4% 3.60% 6.39% 517% 317% 63.1%
2540  Media 2.35% 1.75% 4.10% 2.28% 79.8% 2.89% 3.46% 6.03% 4.03% 49.6%
2550  Retailing 2.45% 1.66% 4.11% 3.10% 32.6% 222% 241% 4.62% 4.01% 15.2%
3010-3030 Consumer Staples 1.86% 1.90% 3.76% 2.92% 28.8% 3.23% 5.08% 5.17% 317% 63.1%
3510  Health Care Equipment & Services 2.90% 1.76% 4.66% 3.65% 27.7% 4.40% 5.53% 9.92% 7.92% 25.3%
3520  Pharmaceuticals & Biotechnology 3.92% 4.48% 7.16% 5.16% 38.8% 6.14%  10.35% 10.58% 8.58% 23.3%
4010  Banks 1.36% 141% 2.78% 2.05% 35.6% 1.13% 3.73% 412% 2.12% 94.3%
4020  Diversified Financials 5.03% 7.33% 7.15% 5.15% 38.8% 4.66% 5.88% 10.30% 8.30% 24.1%
4030  Insurance 1.58% 1.46% 3.04% 2.02% 50.5% 1.69% 5.09% 431% 2.31% 86.6%
4040 Real Estate 1.01% 1.01% 2.02% 1.04% 94.2% 1.07% 2.12% 3.18% 3.13% 1.6%
4510  Software & Services 4.40% 2.86% 7.26% 547% 32.7% 6.36% 15.15% 9.58% 7.58% 26.4%
4520  Technology Hardware & Equipment 3.56% 2.28% 5.84% 4.79% 21.9% 507% 10.87% 9.08% 7.08% 28.2%
4530  Semiconductor Equipment 4.07% 257% 6.64% 4.82% 37.8% 4.48% 3.29% 7.78% 7.31% 6.4%
5010  Telecommunication Services 2.79% 207% 4.50% 2.50% 80.0% 6.46% 14.75% 7.08% 5.08% 39.4%
5510  Utilities 0.78% 0.56% 2.00% 0.80% 150.0% 651% 14.22% 3.64% 1.64% 122.0%
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two percent of the company’s weighted common
shares outstanding.

As part of its annual proxy analysis, ISS will also penalize a
company that fails the burn rate test (by deducting points
from its compensation score) when conducting its Gover-
nance Risk Indicators (“GRId”) review of the company’s

governance-related practices.

If a company grants both full value awards and stock
options, ISS applies a premium or “multiplier” to the full
value awards for the past three fiscal years to equate them
economically with stock options. For 2011, this premium or
“multiplier,” is unchanged from 2010 as follows:

Stock Price Volatility Multiplier

54.6% or higher 1 full-value award will count as
1.5 option shares

36.1% or higher and less than
54.6%

1 full-value award will count as
2.0 option shares

24.9% or higher and less than

1 full-value award will count as
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36.1%

16.5% or higher and less than
24.9%

2.5 option shares

1 full-value award will count as
3.0 option shares

For purposes of determining the applicable premium or
“multiplier,” ISS uses a 200-day volatility sampling period
preceding a company’s applicable quarterly download
date (December 1st if the annual meeting date is between
March 1st and May 31st; March 1st if the annual meeting
date is between June 1st and August 31st; June 1st if the
annual meeting date is between September 1st and Novem-
ber 30th; and September 1st if the annual meeting date is
between December 1st and February 29th).

Exception for Burn Rate Commitments

Where a company does not meet ISS’ applicable burn rate
cap, it can avoid an “against” vote recommendation if it
commits to a prospective gross three-year average burn
rate equal to the higher of 2% of the company’s common
shares outstanding or the mean plus one standard devia-
tion of its GICS peer group. The company’s burn rate may
exceed the GICS peer group average in the first two years,
as long as the prospective three-year average burn rate
remains below the commitment level.
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This commitment must be publicly disclosed, either in a
current report on Form 8-K or in the company’s definitive
proxy statement.

Observations. While ISS’ burn rate methodology remains
the same as in 2010, all of the burn rate limits for Russell
3000 companies increased significantly (with an average
increase of 55%) due primarily to higher equity usage in fis-
cal 2009 and the increased use of full-value awards (which,
as noted above, are counted higher in the burn rate meth-
odology). For technology and life sciences companies, the
limits changed as follows:

for Software and Services, from 5.47% to 7.26%
for Semiconductor Equipment, from 4.82% to 6.64%

for Technology Hardware & Equipment, from 4.79%
to 5.84%

for Health Care Equipment & Services, from 3.65%
to 4.66%

for Pharmaceuticals & Biotechnology, from 5.16% to
7.16%

For non-Russell 3000 companies, burn rate limits also
increased significantly (with an average increase of 49%).
For technology and life sciences companies, the limits
changed as follows:

for Software and Services, from 7.58% to 9.58%
for Semiconductor Equipment, from 7.31% to 7.78%

for Technology Hardware & Equipment, from 7.08%
t0 9.08%

for Health Care Equipment & Services, from 7.92% to
9.92%

for Pharmaceuticals & Biotechnology, from 8.58% to
10.58%

As part of the 2011 changes and to limit extreme fluctua-
tions from year to year, ISS now provides that annual limits
cannot increase or decrease by more than 2% each year.

Companies should consider these updated limits as one fac-
tor in their annual equity strategy review. Companies that
developed equity budgets for 2011 based on then-current
2010 limits may have more flexibility with their equity pro-
grams as a result of these increased limits (depending on
program goals, equity plan funding, competitive needs, etc.).
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Frequently-Asked Questions
The ISS FAQs cover three separate areas:

the shareholder advisory vote on the frequency of “Say
on Pay” votes;

problematic pay practices; and

the shareholder advisory vote on “golden parachute”
compensation.

The Frequency Vote

ISS answers four questions about the new shareholder advi-
sory vote on the frequency of “Say on Pay” votes, which all
companies must include in their proxy materials for their
2011 annual meeting of shareholders. As indicated in its
U.S. Corporate Governance Policy Updates, which were
published in November, ISS is recommending that “Say on
Pay” votes be held annually.

The most significant FAQ concerns ISS’ response in the
event that a company’s board of directors decides not to
adopt the “Say on Pay” vote frequency supported by a plu-
rality of the votes cast on the frequency vote resolution. ISS
indicates that it has not yet established a policy with respect
to this question. Instead, the policy will be decided after
review of the first year of voting results and after consulta-
tion with ISS’ clients. ISS’ policy position will be included in
its policy updates for 2012.

While ultimately the ISS policy will depend on the actual
outcome of the frequency votes conducted during the 2011
proxy season, it appears likely that, if a significant num-
ber of boards of directors select a frequency for future “Say
on Pay” votes that differs from the frequency supported by
shareholders, it will consider that a basis for recommending
a “withhold” or “against” vote for compensation committee
members (and, potentially, all directors).

Problematic Pay Practices

ISS answers nine questions concerning compensation prac-
tices that it has identified as “problematic,” along with its
new position that it will no longer consider prospective
commitments to change such pay practices in rendering or
reversing a vote recommendation.

Among other matters, ISS provides a complete list of the
pay practices that it considers “problematic” (see Ques-
tion No. 3) and makes clear that it will continue to apply
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a “holistic” approach to analyzing executive compensa-
tion policies and arrangements. In other words, while most
practices will not, on a stand-alone basis, result in a “with-
hold” or “against” vote recommendation, practices that are
considered contrary to a performance-based pay philoso-
phy, evaluated in the totality of a company’s particular situ-
ation, may result in a negative vote recommendation.

The “Golden Parachute”Vote

ISS answers seven questions on the shareholder advisory
vote on “golden parachute” compensation, including two
that may potentially impact an annual meeting proxy state-
ment. The most significant FAQ in this section concerns how
ISS will evaluate a “Say on Pay” resolution where a company
also seeks to take advantage of the exception to the share-
holder advisory vote on “golden parachute” compensation
by including the new Golden Parachute Compensation
Table as part of its executive compensation disclosure.

As expected, ISS is taking the position that, where a com-
pany includes a prescribed Golden Parachute Compensa-
tion Table as part of its executive compensation disclosure,
the information provided in the table will carry more weight
in its overall “Say on Pay” vote recommendation. In other
words, if a company’s change-in-control arrangements
contain a policy or feature that runs afoul of an ISS policy
(such as, for example, “single trigger” equity acceleration),
this may disproportionately influence its voting recommen-
dation, even where the rest of the company’s executive
compensation practices conform to ISS’ positions.

Further Information

Click to obtain a copy of ISS 2011 Burn Rate Policy »

Click to obtain a copy of the Frequently-Asked Questions
on 1SS’ 2011 U.S. Compensation Policies »
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http://www.issgovernance.com/files/ISS2011USPolicySummaryGuidelines20101216.pdf
http://www.issgovernance.com/policy/2011/USCompensationFAQ
http://www.issgovernance.com/policy/2011/USCompensationFAQ
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