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Since 2004, the Canadian Coalition for Good Governance (CCGG) has been preparing best practices documents for reporting 
issuers in order to provide them with guidance on effective communication related to governance, director qualifications and 
executive compensation. Best practices documents have been issued on an annual basis and have focused on providing 
examples of leading forms of disclosure.  For 2010, we have combined the two previous documents and have shifted the 
emphasis to the substance of disclosure that investors expect of regulatory filings from the form of disclosure.  CCGG will 
update this document on an as needed basis.  
 
About CCGG 
 
The Canadian Coalition for Good Governance was formed to promote good governance practices in the companies owned by 
our members. Generally, these companies are members of the S&P/TSX Composite Index. Coalition members believe that good 
governance practices contribute to a company's ability to create long-term value for its shareholders. 
 
Membership in CCGG includes a wide range of institutional investors: pension funds, mutual funds and third party money 
managers. Our members invest in the Canadian capital markets on behalf of millions of Canadians, many of whom will rely on 
the returns from these investments to fund their retirement years. 
 
Currently, CCGG has 43 members who manage over $1.4 trillion in assets on behalf of Canadian investors. 
 
Why Proxy Disclosure Matters 
 
For most investors, a company’s proxy circular is the primary communication link between the board and shareholders.  
Investors expect the circular to clearly articulate, in plain language, the governance practices and activities of the board, the 
qualifications of directors, the issuer’s executive compensation programs, particularly as they relate to the alignment between 
compensation and the “shareholder promise”, risk management, and shareholders’ interests over the long-term.   
 
Proxy disclosure assists shareholders in assessing the performance and ability of the board to work with management to 
determine corporate strategy and oversee the management of the company’s primary risk issues.  It also explains how the 
compensation structure incentivizes management to achieve the of corporate objectives and controls for excessive risk taking. 
 
Governance Gavel Awards 
 
Established in in 2005, CCGG’s Governance Gavel Awards recognize excellence in communications by issuers through their 
annual proxy circular.  Originally focusing on excellence in disclosure of an issuer’s approach to executive compensation, 
CCGG expanded the Gavel awards in 2010 to recognize excellence in disclosure of board governance practices and director 
qualifications, and shareholder engagement.  In future, CCGG will also recognize issuers who demonstrate substantial progress 
in improving their governance and disclosure practices.   
 
This document should be considered a guide for issuers on elements of disclosure that CCGG considers relevant when assessing 
Gavel award candidates.  
 
Issuers whose governance practices substantially meet all of CCGG’s 2010 Building High Performance Board guidelines and 
who believe that their disclosure warrants consideration for a Gavel award, or to be included as a best practice example in this 
document, are invited to contact our Research Associate, Daniel Curren, at dcurren@ccgg.ca.   
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Best Disclosure of Board Governance Practices and Director Qualifications  
 

 
 
 
 
 
 

2010 Award Winner 
 
In determining the winner of CCGG’s Best Disclosure of Board Governance Practices and Director Qualifications Gavel 
award, CCGG considers the alignment between an issuer’s governance practices and our 2010 Building High Performance 
Board guidelines and looks for proxy circular disclosures that allow CCGG to assess that alignment.  CCGG also looks for 
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Best Disclosure of Approach to Executive Compensation 
 

 
 

2010 Award Winner 
 
In determining the winner of CCGG’s Best Disclosure of Approach to Executive Compensation Gavel award, CCGG looks for 
executive compensation disclosure to incorporate substantially all of the best practices outlined in this document, including 
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on the “competitive harm” exemption unless absolutely necessary.  
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Best Practices in Shareholder Engagement  
 

 
 
 
 
 

 
2010 Award Winner 

 
In determining the winner of CCGG’s Best Practices in Shareholder Engagement Gavel award, CCGG considers candidates that 
have adopted “Say on Pay”, disclose their policy and practices on shareholder engagement by the board and demonstrate a 
proactive approach to clearly communicating with all shareholders and responding to shareholders’ concerns.    
 
 
 
 

3 Introduction 



Proxy Circular Disclosure Best Practices 
EXECUTIVE COMPENSATION AND DIRECTOR RELATED DISCLOSURE 

 

�

 �

Contents 
�

The Importance of Plain Language Disclosure .......................................................................... 5 

What do we mean by plain language and what are the benefits of its use? .......................................... 5 

A Few Tips for Achieving a Plain Language Disclosure ...................................................................... 5 

�

Disclosure and Alignment of Governance Practices with CCGG’s Building High Performance 
Boards Guidelines ......................................................................................................................... 7�

�

Executive Compensation Disclosure.......................................................................................... 15 

Linkages between Executive Compensation and the Shareholder Promise ........................................ 16 

Linkages between Executive Compensation and Risk Management .................................................. 19 

Degree to which Compensation is “At Risk” ...................................................................................... 23 

Effectiveness of the Compensation Program Over Time .................................................................... 28 

Management biographies, qualifications, and description of responsibilities ..................................... 32 

Employment Contracts and Severance Agreements ........................................................................... 34 

Use and Limits of Retirement Benefits and Perquisites ...................................................................... 34 

Use, Policies and Limits for Discretion .............................................................................................. 35 

Compensation Committee ................................................................................................................... 37 

Other Items .......................................................................................................................................... 37 

 

Shareholder Engagement ........................................................................................................... 40 

 

4 Table of Contents 



Proxy Circular Disclosure Best Practices 
EXECUTIVE COMPENSATION AND DIRECTOR RELATED DISCLOSURE 

 

�

 �

��
���������	
�����������������
����	�����
��
 
CCGG’s considers the SEC’s A Plain English Handbook: How to create clear SEC disclosure documents, available at http://
www.sec.gov/pdf/handbook.pdf, a useful reference for issuers.  

In the preface to the U.S. Securities and Exchange Commission’s (the “SEC”) A Plain English Handbook, Warren Buffet wrote:  
 

“for more than forty years, I’ve studied the documents that public companies file.  Too often, I’ve been unable to 
decipher just what is being said or, worse yet, had to conclude that nothing was being said… There are several possible 
explanations as to why I and others some-times stumble… maybe we simply don’t have the technical knowledge to 
grasp what the writer wishes to convey.  Or perhaps the writer doesn’t understand what he or she is talking about.  In 
some cases, moreover, I suspect that a less-than-scrupulous issuer doesn’t want us to understand a subject it feels legally 
obligated to touch upon.  Perhaps the most common problem, however, is that a well-intentioned and informed writer 
simply fails to get the message across to an intelligent, interested reader.  In that case, stilted jargon and complex 
constructions are usually the villains1.” �

 
Even savvy and well-resourced investors often express frustration over the cumbersome nature of many regulatory filings and 
the degree of expertise required to understand and appreciate what is being communicated.  Disclosures can often be greatly 
improved through the use of plain language.         

What do we mean by plain language and what are the benefits of its use?  
 
Plain language is a form of communication that allows your intended audience to understand the information you are trying to 
convey the first time they read or hear it.  In order to achieve effective disclosure, CCGG believes that issuers should present 
information in a manner that is:  
 

· 	
��
��
�����  

· 	
��
��
���	���
���  

· 
����
�	

��
�����	�	�

��
  

· given in context so that the information has meaning.  
 
Plain language does not mean that issuers should avoid sharing complex information that investors require to make informed 
investment and proxy-voting decisions.  Rather, plain language means issuers should disclose all the information investors need 
in a manner that is understandable and user-friendly, regardless of its complexity.  In A Plain English Handbook, the SEC writes 
that “a plain English document uses words economically and at a level the audience can understand.  Its sentence structure is 
tight.  Its tone is welcoming and direct.  Its design is visually appealing.  A plain English document is easy to read and looks like 
it’s meant to be read”.       
 
Using plain language in regulatory filings will allow issuers to get their message across to a greater number of existing and 
potential investors more quickly and in a shorter space.  Further, the use of plain language in disclosure documents means that 
there is less chance that readers will fail to grasp the information and issuers will spend less time explaining the information.        
 
A Few Tips for Achieving Plain Language Disclosure   
 
Organize the document in a manner that supports an understanding of the information it contains.    

1 Office of Investor Education and Assistance, U.S. Securities and Exchange Commission, 1998  
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Descriptive headings and subheadings allow readers to quickly find the information they are looking for and breakup the 
document into more manageable pieces.  Some effective disclosures by Canadian issuers provide summary overviews of each 
major section while others use highlight boxes to draw readers attention to the main ideas while the bodies of the documents 
elaborates on those points.  
 
Grouping related information can help readers understand the message being conveyed and quickly see the entire picture.  
Grouping related information also helps reduce redundancies in disclosure documents.  As an example, in the Compensation 
Discuss & Analysis (CD&A) section of their proxy circulars, many issuers will discuss how base salaries are determined in one 
section and discuss the particulars, such as actual salary levels and planned increases, in a completely different section, which is 
not helpful to the reader. This practice is also common in discussions of equity-based compensation programs.  
 
Issuers should consider whether their disclosure documents are organized in a logical flow so that information continues to build 
upon itself, if applicable, and does not jump back and forth between different topics.  
 
For disclosure of executive compensation plans, CCGG recommends that each board’s compensation committee consider 
writing a plain-language introduction to their CD&A that provides a high-level overview of the issuer’s compensation programs, 
the committee’s and board’s approach to executive compensation, a discussion of the  decisions made and how these decisions 
link to the issuer’s corporate objectives and risk management programs.   
 
Use charts, tables or images to explain complicated or detailed information, wherever appropriate. 
 
Avoid jargon and define or explain technical information.  For example, if “cash flow” is used as a performance metric in a 
variable compensation program, the issuer should define and explain how it is calculated.  
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Proxy circulars should clearly articulate a company’s governance practices in a format that allows CCGG to assess those 
practices in relation to CCGG’s 2010 Building High Performance Boards guidelines.  Disclosure should address the following 
areas: 
 
�� whether the company holds annual individual director elections 

�� whether the company has adopted a majority voting policy 

�� detailed disclosure of proxy voting results (in the company’s annual Report on Voting Results) 

�� the status of each director as either being independent or not independent, the reason for not being independent (where 
applicable), and the percentage of the board that is comprised of independent directors  

�� all board and committee interlocks of directors who sit together on one or more  public company boards and whether or not 
the company has adopted a policy limiting director interlocks  

�� all public company boards that each director has sat on during the past five years and whether or not the company has 
adopted a policy that limits the number of boards a director may sit on 

�� whether or not the CEO of the company is required to the leave the board upon retirement  

�� detailed biographies of each director 

�� the areas of expertise and experience possessed by each director (i.e. a skills matrix) 

�� a description of the range of skills and experience sought by the board and whether or not the company maintains an                 
“ever-green” list of suitable director candidates 

�� the board’s director orientation and continuing education programs, including a summary  of programs that each director 
attended during the past year 

�� the mandates for each board committee, including whether or not the mandate requires that a certain percentage of the 
committee be comprised of independent directors and whether or not in camera sessions are held as part of each board and 
committee meeting 

�� each committee’s work plan 

�� whether more than 1/3 of the Compensation Committee is constituted by individuals currently serving as CEOs of other 
companies and whether or not the committee’s mandate limits the number of current CEOs 

�� a detailed breakdown of the board’s director compensation program, actual amounts paid and an explanation as to how the 
board sets director compensation, similar to an abbreviated CD&A 

�� the minimum share ownership requirements for directors 

�� whether the company’s option plan allows for grants to non-employee directors and the rationale for allowing such grants 
(if applicable) 
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�� expectations for each director and an explanation of the board’s performance review process for directors, committees and 
the board as a whole 

�� attendance record for directors at both the board and committee level over the past year 

�� a discussion of the types of events that would normally lead a director to resign from the board (e.g. not meeting attendance 
expectations, age or change of occupation) 

�� a discussion of the board’s oversight of risk management processes, including its involvement in identifying risks and 
setting the company’s risk appetite levels 

�� a detailed discussion of the company’s succession planning process for the CEO and other key executives (e.g. skills 
development programs, meetings between the board and executives, job rotation programs, etc.) 

�� alignment with CCGG’s Principles of Executive Compensation 

�� the company’s processes for engagement with shareholders, and 

�� adoption of a “Say on Pay” policy and resolution substantially similar to the model policy developed by CCGG.     
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Cameco’s circular is an excellent example of a company disclosing its governance practices and how they align with regulatory 
requirements and CCGG’s principles and best practices.  The disclosure is written in plain language and makes ample use of 
charts and tables to highlight important information.   Some of the features of Cameco’s disclosure include: a director skills 
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objectives.    
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CN Rail’s circular is another excellent example of disclosure that clearly articulates the company’s governance  
practices and their alignment with CCGG recommended best practices.  Some of the best disclosure features of CN’s proxy 
circular include the use of a skills matrix, disclosure of the board’s policy limiting the number of outside boards that directors 
may sit on and director interlocks, disclosure of the board’s policy and use of in camera sessions, and a detailed table featuring 
the board and committee attendance of each director.    
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Bank of Nova Scotia’s director biographies include the director’s photo and place of residence, the date when they became a 
director of the board, their age and areas of expertise, a biography, board and committee memberships, outside boards, the 
director’s attendance record, and the director’s shareholdings.   
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Kinross disclosed the detailed voting results of all resolutions on the company’s ballot, including results for each director’s 
nomination.  The company disclosed the number and percentage of votes for and withheld of the total votes cast and outstanding.  
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Imperial Oil disclosed detailed voting results of all resolutions on the company’s ballots, including results for each director’s 
nomination.  The company disclosed the number and percentage of votes for and withheld for each director and broke down the 
voting results by those that are widely held and those held by its controlling shareholder, Exxon Mobil.  This information is 
extremely useful  for minority shareholders of controlled corporations, particularly those with multiple class structures.   

14 Disclosure and Alignment of Governance Practices with CCGG’s Building High Performance Boards 
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CCGG believes that compensation is one of the most powerful tools that boards have at their disposal for shaping the 
behaviour of company management.  While CCGG recognizes that the amount and design of executive compensation 
packages is the responsibility of the board, compensation plans should reward performance and be aligned with CCGG’s 
Executive Compensation Principles: 
 
1. “Pay for Performance” should be a large component of executive compensation. 

2. “Performance” should be based on measurable, risk-adjusted criteria and evaluated over an appropriate time horizon, to 
ensure the criteria have been met. 

3. Compensation should be simplified to focus on key measures of corporate performance.  

4. Executives should build equity in the company, to align their interests with shareholders.  

5. Companies should put appropriate limits on pensions, benefits, severance and change of control entitlements.  

6. Effective succession planning helps to mitigate the need to pay for retention. 
 
Disclosure of a company’s compensation plan should clearly describe how it is linked to the company’s strategy, objectives, 
and risk management.  Compensation disclosure should also communicate the role of the board  in designing and determining 
executive compensation, key factors considered by the board, the ability of the board to exercise discretion when making 
compensation decisions and whether is has actually been used and the rationale for the board’s decisions.  

15 Executive Compensation Disclosure 
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A company’s long-term corporate objectives and its strategy for achieving those objectives is the “shareholder promise” 
– the reason for investing in the company.  
 
In order to understand the links between the shareholder promise and compensation, CCGG looks for compensation disclosure 
to: 
 
�� explain how the chosen performance metrics align with the shareholder promise, and  

�� explain how the features of the compensation plan align with the company’s shareholder promise. 
 
CCGG has found that disclosures often fall short of fully explaining an issuer’s shareholder promise and how it links to 
compensation.  For example, many companies state that their objectives include increasing shareholder value.  Most investors 
assume that a company is attempting to create and maximize shareholder value.  For the disclosure to be meaningful, it should 
explicitly state what the company is trying to achieve and how it intends to fulfill achieve it.   
 
Another common shortfall of compensation disclosure is the failure to explain how the chosen performance metrics align with 
the shareholder promise and why those measures were chosen over other commonly used company or industry measures.  For 
example, a company may describe its long-term objectives as being #1 in a given business segment or to focus on achieving 
certain operational efficiencies, however, the chosen performance metrics for determining compensation do not speak to these 
same objectives.      
 
Finally, compensation disclosure should discuss how the design of a compensation program – such as the mix of various 
components of the program – and its features – such as the vesting and other conditions – align with the company’s 
shareholder promise.   
 
The following excerpts from 2010 proxy circular disclosures are excellent examples for issuers: 
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“CIBC is committed to a strategy of delivering consistent and sustainable performance in the belief that doing so will earn 
the Bank a premium valuation over time.  In support of this strategy CIBC has refocused its core businesses to emphasize 
traditional Canadian retail and wholesale banking where CIBC has a strong and proven track record of success, adopted a 
lower risk profile and built one of the strongest balance sheets of the major North American banks.   
 
For fiscal 2009, your Board of Directors undertook another initiative in support of this strategy, which was to strengthen the 
connection between the way we compensate our senior executives and the kind of performance we – and our fellow 
shareholders – want CIBC to sustain over time… 
 
So, what has changed?  Consistent with our strategy and lower risk appetite we have among other things, reduced the range 
of pay for CIBC’s senior executives.  We have also reduced the potential for year-over-year volatility in their pay packages 
by having a higher proportion of fixed versus variable compensation, including higher base salaries.  In doing so, we have 
addressed both the structure and level of senior executive pay.   
 
At the same time, we have strengthened the link between senior executive pay, performance and the sustained execution of 
CIBC’s strategy.  We have made Performance Share Units a bigger part of our pay mix for senior executives and replaced 
Restricted Share Awards with Book Value Units, a performance-based tool that, in our view, better ties pay to the creation of 
real and sustainable value over time, rather than being unduly influenced by short-term market movements.”   
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CIBC’s explanation of the linkages between its compensation plan design and its shareholder promise is written in plain 
language and it clearly explains the Bank’s objectives, its strategy in support of those objectives and its rationale for choosing 
those objectives and strategies. The Bank seeks to deliver less volatile ‘performance’ by emphasizing more traditional Canadian 
retail and wholesale banking, as it believes this will lower their risk profile and earn the Bank a premium valuation over time.  
The circular goes on to explain that because the bank is seeking to reduce the volatility of its performance and reduce its risk 
appetite,  it has similarly sought to reduce the volatility of executive compensation packages.  The Bank has also tried to align 
executive compensation with the “creation of real and sustainable value over time”, a key component of its shareholder promise, 
by replacing Restricted Share Awards with Book Value Units.         
 
!"����
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“Ultimately, Barrick’s performance objective is to increase share price.  With this in mind, Barrick relies on a number of 
measures that support this objective to determine the annual performance incentive.  Share price is driven by financial results 
(earnings per share, operating cash flow per share, and return on equity) which are in turn driven by key operating measures 
(gold and copper production and total cash cost) that are assessed during the performance review.   These financial and 
operating goals are largely driven by strategic imperatives such as mine development, cost management/supply initiatives, 
reserve performance, corporate development and organizational performance.  Finally, Barrick also has a strong commitment 
to the environment, health and safety, and community relations.  Therefore, measures such as environmental protection and 
regulatory compliance, building the Barrick safety culture, and the effectiveness of community and government relations are 
also assessed during the performance review.”     
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Like many issuers, Barrick explains that its objective is to increase its share price.  Barrick’s compensation disclosure explains 
that this objective is driven by financial results which are, in turn, driven by operating results and strategic projects.  Barrick also 
explains that environmental, health and safety performance and community relations are also important company objectives.  
This clear and concise explanation  describes to shareholders what the company must accomplish to fulfill its objectives.  The 
circular later shows that each of the performance metrics listed in the above disclosure are used to determine the company’s 
annual bonus payments. 

17 Executive Compensation Disclosure: Linkages between Executive Compensation and the Shareholder Promise 
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“Option vesting is determined by achieving corporate performance goals that historically have correlated with our TSR (total 
shareholder return) and the relative performance of our TSR to the TSR of our peer index… In connection with the 
development of our Performance Option Plan in 2005, the Committee worked with Hewitt Associates to use 10-year 
historical data to analyze the correlation between our cash flow return on investment (“CFROI”) a minus our weighted 
average cost of capital (“WACC”) and our TSR performance relative to the DJUSBMI performance (Potash’s chosen peer 
group).  Having established a strong correlation between our CFROI-WACC and TSR performance levels relative to the 
DJUSBMI performance, the Committee and Hewitt Associates developed a schedule based upon our CFROI-WACC levels 
to vest appropriate amounts of shares at difference performance levels.” 
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Potash’s compensation disclosure clearly explains why it decided to utilize its chosen performance metric as a vesting condition 
for its option grant:  the company and its compensation consultants found a strong correlation between that metric and its 
historical total shareholder return.  While this is an example of a board taking a fairly scientific approach to compensation – 
something CCGG does not necessarily expect of all issuers – it is also an example of a disclosure that clearly articulates the 
rationale for a board’s decisions and how those decisions align with the company’s stated shareholder promise.    
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“We believe that the annual cash incentive award should constitute a substantial portion of executive compensation because 
our business tends to work on a shorter performance cycles, thus making annual incentive awards effective at matching 
compensation to our performance.” 
 
“EBIT is the performance measure that determines incentive payments for the corporation’s employees at-large (including 
our executive officers) and has been for a number of years.  Over this time period, our corporation’s performance has been 
strong, and the Committee has determined, therefore, that EBIT has been an effective performance objective”.  
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The first example from Tim Hortons compensation disclosure explains how the design of the compensation plan, in this case the 
compensation mix, aligns with the company’s shareholder promise.  As a retail business, Tim Hortons discloses that it operates 
on a short performance cycle, according to the company’s disclosure. Accordingly, the board has placed greater emphasis on 
compensation awards that it believes best match this time horizon.   
 
The second example explains the board’s rationale for utilizing its chosen performance metric - one that is less scientific than 
the example referenced in Potash’s circular but nonetheless articulates to shareholders why this metric is best used to align 
compensation with the company’s shareholder promise.   
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The financial crisis of recent years has heightened investors’ focus on risk management and oversight.  In order to fully 
understand the alignment between compensation programs and risk management, disclosure should include:   
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�� a discussion of the coordination between the primary risk management committees (including environmental committees) 
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��  

�� an explanation of how the design of the compensation plan is intended to incentivize prudent risk management and/or not 
to take excessive risks.   

 

If risk management is not a primary consideration of the Board in designing compensation programs, the circular should 
explicitly state that fact.    
 

Unfortunately, the alignment between compensation and risk management is an area where many compensation disclosures 
fall particularly short.  The following are some of the best examples of disclosure that describes how risk management factors 
into compensation plan design and decisions:  
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“In connection with the adoption of the annual target performance objectives for 2009 and again for 2010, the Committee 
considered the extent to which these metrics (or others not selected, such as those based on stock price), could potentially 
incentivize unnecessary or inappropriate risk-taking or short-term decision making.  The Committee concluded that the 
absence of multiple-year performance objectives would not encourage the assumption of undue risk, as short-term 
decisions aimed at the achievement of a current-year objective would become apparent in the budgeting process for the 
following year.  As such, consistent declines in budgeted target growth due to short-term decision making would be visible 
to the Compensation Committee and Board.  Additionally, as mentioned above, EBIT is the performance measure that 
determines incentive payments for the corporation’s employees at-large (including our executive officers) and has been for 
a number of years.  Over this time period, our corporation’s performance has been strong, and the Committee has 
determined, therefore, that EBIT has been an effective performance objective which has not led to imprudent management 
practices.   
 
In addition to the metrics selected for performance-based compensation, discussed above, the Committee believes that 
certain our other tools and policies mitigate an incentive to take excessive risks.  These tools and policies include: stock 
ownership policies, not accelerating equity awards upon retirement, the continued monitoring of internal equity to ensure a 
proper balance of risk and reward with lower-tier officers, and utilizing tally sheets to monitor trends and unusual impacts 
on compensation over a number of years.  The following additional aspects of our compensation programs also limit the 
amount of benefit that could be obtained by executives through undue focus on short-term results and/or through excess 
risk taking: long-term equity incentive and short-term cash incentive awards are directly linked to our financial 
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��� -financial or qualitative goals and objectives are considered in the setting of future 
compensation.”  
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Tim Hortons’ compensation disclosure provides shareholders with enhanced disclosure on the relevance of risk management 
in their formulation of compensation decisions and  plan design.  Further, the discussion explicitly states the board’s 
confidence that both the performance metrics used  and the structure and features of the plan itself reduce any incentive to take 
excessive risks. 
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“In 2009, as part of the comprehensive review of the Company’s compensation strategy, the HRC determined to introduce an 
annual compensation risk review process.  A formal process has been developed which seeks to identify all inherent risks 
associated with compensation, reviews what policies and practices are in place to mitigate those risks, and how effectively 
they are being dealt with.  This analysis was conducted on an initial basis for 2009 and covered the following key areas:  
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· Other policies and provisions. 
 
While this review represented an initial examination of this emerging governance area, which will continue to evolve, the 
HRC considers that the process adopted will be an effective vehicle for examining compensation risk and mitigation 
strategies.   
 
Arising from the review, the Committee determined that there should be a formal statement of the Company’s approach to 
compensation recoupment.  It has implemented a general compensation recoupment policy, which applies to all variable 
compensation plans”.   
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As with Tim Hortons disclosure, TransAlta explains to its shareholders that the Human Resources Committee of the board has 
begun to consider risk management when making compensation decisions.  Further, the disclosure explains what incremental 
steps the Committee has taken to further strengthen the alignment between risk management and compensation.  In the case of 
TransAlta, the Committee decided to adopt a formal ‘clawback’ statement.  
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“The Bank’s compensation programs are founded on principles and processes that support the management of risk, ensuring 
management’s plans and activities are prudent and focused on generating shareholder value within an effective risk control 
environment.  In keeping with the evolving regulatory environment and emerging best practices, RBC undertook a review to 
strengthen the alignment of compensation and governance practices with sound risk management principles.   
 
A new compensation risk management oversight committee was established by management in 2009 to formalize processes 
for governance, oversight and management of compensation programs.  Committee members include the Chief Risk Officer, 
the Chief Human Resources Officer, and the Chief Administrative Officer and Chief Financial Officer.  The compensation 
risk management oversight committee reviews and monitors compensation program design and payouts of major incentive 
programs to ensure alignment with the principles for sound compensation practices issued by the Financial Stability Board, 
the forum of international regulators created to promote financial stability.   
 
In 2009, the compensation risk management oversight committee reviewed major compensation programs with a focus on the 
Bank’s executive program and the RBC Capital Markets programs, to assess alignment with the Financial Stability Board’s 
principles for sound compensation practices and to make recommendations for changes.  The Human Resources Committee 
review the assessments and approved the following enhancement to compensation programs:  
 
The stock option program vesting schedule was adjusted whereby 50% of options will vest three years after grant date and 
the remaining 50% will vest at the end of the fourth year.  Options previously vested on the basis of 25% annually, beginning 
one year after the grant date.  
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Introduction of a clawback policy for executives of the Bank as well as employees of RBC Capital Markets.  This policy will 
allow RBC to recoup incentive awards that have already been paid and cancel unvested performance-based incentive awards 
for individuals who engage in conduct that is detrimental to RBC.   
Increases in the deferral component for senior leaders of RBC Capital Markets.  Under the new schedule, a minimum of 45% 
of the total bonus awarded to senior leaders is deferred through equity-based programs which vest over three years or longer.  
 
In addition, the Committee now formally meets with the Chief Risk Officer to discuss how the Bank’s compensation 
approach and programs align with sound risk management principles and how the compensation structure and design result 
in incentive awards that symmetric with risk outcomes.” 
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As with the two previous examples, the Royal Bank of Canada’s compensation disclosure includes a significant discussion of 
how the board considers the management of risks when making compensation decisions and what steps were taken to align 
compensation with risk management.    
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“Nexen’s compensation policies and practices encourage behaviours which align with the long-term interests of the 
company and its shareholders.  While our programs and practices re not structured to reward excessive risk taking, we 
recognize that some level of risk-taking is necessary in order to achieve outcomes in shareholders’ best interests.  However, 
we have a number of mitigating strategies within our policies and practices that are described below. “ 
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Nexen is another example of a non-financial services firm that discusses how risk management considerations factor into the 
design of the company’s compensation plan.  Nexen’s disclosure expands on the policies the board has put in place to ensure its 
incentive compensation does not encourage excessive risk taking. 
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“Before finalizing year-end bonus pools, the [Compensation] Committee assess whether risk is appropriately reflected in the 
bonus pools for the current year, and whether compensation takes into account longer-term performance.  This review is 
strengthened by having four members of the Committee who also serve of the Board’s Risk Review Committee.”   
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Bank of Montreal’s circular discusses the interaction between the board’s primary risk committee and its compensation 
committee.  In this case, there is an overlap of four members who sit on both committees which the Bank believes strengthens 
the compensation committee’s understanding of the risks that are embedded in the Bank’s performance.    
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“We have formalized our risk management activities related to compensation design, including a new process to support the 
committee’s risk assessment and guide its decision making.  Risk Management was formally involved in assessing the AIP 
results for 2009 to ensure we achieved them within the established risk tolerance levels.  
 
Starting in 2010, our compensation decision making process includes the following activities:  
 
· An annual presentation to the committee by the Executive Vice-President, Actuarial and Risk Management on the key 

risks in the organization (segmented across five risk categories: credit, market, insurance, operational and strategic) and 
the implications for the compensation design. 

· Completing a risk scorecard for the committee showing whether we achieved our financial results within the risk 
appetite and tolerance levels approved by the board for the various categories of credit, market and insurance risk.  The 
scorecard helps the committee to assess whether we achieved our results without taking on excessive risk.  

· Including specific risk-related goals for each business group under the key business performance indicators measure for 
the 2010 AIP.  

 
The board has discretion under the AIP to adjust the final results by +/- 25% based on its assessment of the risk we assumed 
to generate our financial results, as well as other factors that may have had an impact on our performance.”  
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Sun Life’s disclosure explicitly states that the board considers the risks taken in order to achieve the company’s financial results 
when determining annual bonus payments. and its potential recourse based on its assessment of risks - adjusting bonus payments 
by +/- 25%.  Further, the circular briefly discusses the types of risk that the company faces and the process for evaluating the 
risks that Sun Life assumed.   Finally, the circular advises investors  that specific risk-related goals were introduced as formal 
performance measures.    
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Many compensation disclosures will state what percent of named executive officer (NEO) compensation is comprised of 
variable or “at risk” elements.  However, in assessing the degree to which executive compensation is truly at risk, CCGG looks 
for disclosure to answer the following questions: 
 
�� What percentage of compensation is targeted to be variable or “at risk”? 

�� What is the range of potential payments under each variable compensation payment? 

�� What is the company’s policy on guaranteed or minimum variable compensation payments? 

�� How are equity-based compensation grants determined? 

�� Do equity-based compensation awards have performance conditions attached? 

�� Are executives required to hold options for any period of time after exercising them? 

�� Does the company have a claw-back policy and/or a policy to “zero-out” unvested/unexercised equity-based 
compensation grants? 

 
Further, when discussing performance targets and performance vesting conditions, compensation disclosure should provide 
context so that shareholders understand how difficult the board intended those targets and conditions would be to achieve.   
For example, when discussing current performance targets, disclosure could include historical performance results for the 
metrics being used.   
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CIBC’s disclosure clearly illustrates what percentage of total direct compensation each component is targeted to comprise, as 
well as the targeted mix between cash and equity-based compensation for its executives.  Further, CIBC’s disclosure clearly 
explains to the Bank’s shareholders that its annual bonus and strategic achievement awards are “at risk awards” (i.e. their grant 
date value may vary from year to year) while mid- and long-term incentives are “at risk payouts” (i.e. their grant date value is a 
fixed amount but their payout value is dependent on future performance).   
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Nexen, like most issuers, explicitly states the target bonus for its NEOs as a percentage of their respective base salaries and the 
possible payout ranges – 0% to 200% of target in this case.  Nexen also expresses these minimum and maximum bonus payment 
ranges as a percentage of base salary for each NEO.   
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CIBC’s circular explicitly states the Bank’s policy on guaranteed bonus payments.  In this case, CIBC limits guaranteed bonuses 
to new hires and for the first year only.   
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In recent years, Canadian Tire has switched from a Performance Drive Share Unit Plan with a ‘front-end multiplier’ to a 
Performance Share Unit Plan with a ‘back-end multiplier’ – i.e. performance vesting conditions.  Canadian Tire explains that in 
previous years, share unit grants were driven by earnings per share and return on invested capital.  Currently, executives are 
awarded a target grant based on their position but their ultimate payout is related to the company’s consolidated operating 
earnings over the vesting period.   
 
Most issuers explicitly target annual bonus award amounts and possible award payment ranges for their NEOs and clearly 
explain, in varying degrees, how award amounts are determined.  Few issuers, however, do so for equity-based compensation 
awards, including share units and options.  If equity-based compensation grants are awarded as a fixed number of units/options 
or a fixed dollar amount, compensation disclosures should explicitly state that fact.     
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Potash’s circular provides shareholders with a performance vesting schedule for the company’s annual option grant.  Further, the 
company provides a table illustrating the company’s performance during the vesting period of the three most recently vested 
option grants – providing shareholders with some context so that they may assess the likelihood of full vesting.  
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TELUS’ compensation disclosure explains that the company’s Executive Share Units (ESU award) are granted using the same 
balanced scorecard approach that is used to determine the company’s annual bonus payments (a ‘front-end multiplier’).  Further, 
the disclosure shows the company’s actual performance scores and payments against the company’s target results.    
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In order to truly understand the effectiveness of an issuer’s compensation programs, shareholders need to not only know the 
grant date value of compensation awards, which reflects how the board intended to compensate management, but also how 
effective the compensation program has actually been in aligning management’s interests with shareholders and the 
shareholder promise.  Compensation disclosure should include: 
 
�� a “look back” table or chart showing the current or realized value of past compensation awards 

�� a chart comparing compensation awards against the actual results of key performance metrics used in the compensation 
plan, and 

�� results of any forward looking stress tests the board may have conducted when making compensation decisions. �
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TD’s circular includes an innovative look-back table which shows the grant date values of the CEO’s compensation for each 
year of his tenure and the actual value of that compensation as of the most recent year-end.  The table also compares the actual 
compensation the CEO received to the value of a $100 shareholder investment in each of those years.  This is a very useful 
tool which clearly illustrates how well TD’s compensation programs align with the interests of shareholders over the longer-
term.  
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Potash included a chart in its compensation disclosure which shows the grant date value of each of its compensation awards 
compared to the performance of one of the company’s primary performance metric.  This provides shareholders with some 
context to understand how difficult the company’s performance objectives are to achieve and how well the company’s 
compensation program aligns with performance.   
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Similar to Potash’s disclosure, Bombardier compares its variable compensation awards against the company’s primary 
performance metric over time.  
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Petro-Canada’s 2009 compensation disclosure (prior to the company’s merger with Suncor Energy Inc.) included a chart which 
showed the current value of past equity-based compensation grants.  Providing the current value of historical equity-based 
compensation grants allows shareholders to further understand the effectiveness of the company’s compensation programs and 
illustrates the alignment between compensation and shareholder interests.   
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To understand the appropriateness of a company’s executive compensation plan and its compensation decisions, shareholders 
need to have some understanding of the roles and responsibilities of each NEO, their qualifications, and how their 
performance was assessed.   
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BMO’s compensation disclosure provides a brief description of the responsibilities of each of its NEOs, discusses their 
individual performance assessments, provides a break-down of total-direct compensation over the past three years and 
compares their current share holdings to their minimum requirement.   
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Nexen’s compensation disclosure includes a photo, age, place of residence, brief biography and break-down of company and 
industry experiences for each of its NEOs.  
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In seeking to understand the employment agreements between an issuer and its NEOs, including their minimum share-ownership 
requirements, CCGG looks for compensation disclosure to answer the following questions:  

�� Are severance payments and accelerated vesting of equity-based awards subject to double-trigger change of control 
provisions? 

�� What are the meaningful terms of the company’s employment contracts? 

�� Has the board adopted a policy to discontinue/introduce contract provisions that differ from those currently in use (e.g. 
future CEO’s severance payments will be subject to double-trigger provisions)? 

�� What payments would be made to NEOs under each incremental termination scenario, if  their employment is terminated as 
of year-end? 

�� What are the minimum share-ownership requirements that each NEO faces? 

�� Are NEOs required to maintain minimum share-ownership levels for any period of time after leaving the company? 

�� Has the company adopted an anti-monetization policy? 

�� Has the company adopted a pre-arranged trading policy? 

�� What are each NEOs current shareholdings and how do they compare to their required holdings levels? 

�� Are NEO shareholdings valued at book or market prices? 

�� Do in-the-money option grants and unvested equity grants count towards an NEOs minimum ownership requirements?  
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In reviewing the use of executive perk and retirement benefit programs, CCGG looks for compensation disclosure to answer the 
following questions:  
 
�� Has the company granted additional years of pension service and what is its policy on granting additional credited service 

going forward?  

�� Does the company have hard-dollar caps on pension benefits? 

�� Does the company have any policies governing the use of perks for executives, particularly for controversial perks such as 
personal use of corporate aircraft or tax-gross ups?  

 

 
 

Executive Compensation Disclosure: Employment Contracts and Severance Agreements   
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Board discretion is an important consideration for many shareholders when assessing executive compensation disclosure.  
Situations may arise in which unforeseen circumstances cause formula-driven compensation decisions to be inappropriate.  In 
those situations, it would be appropriate for the board to use its discretion to modify those awards.  The use of discretion, 
however, particularly to increase compensation awards in years of poor performance, may prompt investor concern that 
discretion is being used inappropriately.  In order to mitigate these concerns, compensation disclosure should: 
 
�� fully explain under what circumstances the board might reasonably expect to exercise discretion 

�� state whether or not discretion was used to adjust awards during the current year or in the recent past and, if so, why 

�� state the degree to which the use of discretion (if applicable) affected actual compensation awards and if it would be 
exercised in the inverse situation to an equal, but opposite degree, and  

�� state if there are any limits or rules governing the use of board discretion.   
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“In January 2009, the objectives were set assuming an exchange rate of US$1 – CAD$1.2121.  During the year, the actual 
exchange rate was US$1 = CAD$1.1364.  Objectives that were set at the beginning of the year assuming a lower Canadian 
dollar were adjusted to reflect the actual exchange rate during 2009.  The adjustment, which does not impact the 2009 results, 
provides a better representation of the actual performance against the targets.  The following table provides the 2009 objectives, 
reflecting such adjustment, and the 2009 results as reported by the Company.”  
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CN’s disclosure is a good example of a company explaining how and why discretion was used during the past year and 
comparing the company’s results before and after the exchange rate adjustment.   

Executive Compensation Disclosure: Use, Policies and Limits for Discretion  
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In assessing each issuer’s Compensation Committee, CCGG looks for compensation disclosures to answer the following 
questions:  
 
�� Does the Committee’s mandate require it to be comprised entirely of independent directors? 

�� Does the Committee’s mandate require that no more than one-third of its members be current CEOs of a publicly traded 
corporation? 

�� Does the Committee have a policy on interlocks? 

�� Does the Committee’s mandate require it to hold in camera sessions at each committee meeting? 

�� What is the Committee’s work plan? 
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Other questions that CCGG looks for compensation disclosure to address include:   
 
�� How do compensation plans account for results that are beyond the control of executives, particular in resource industries, 

where performance may be largely driven by commodity prices? 

�� Does the Committee make use of an independent compensation consultant? 

�� What portion of the compensation consultant’s fees were attributable to management work and does the Committee 
require prior approval for management-related work? 

�� Does the company benchmark its compensation? 
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�� At what percentile does the company target compensation relative to its peer group? 

�� What role does management have in determining executive compensation?  

�� Does the company stress-test its compensation programs and, if so, what were the results of those stress-tests? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Executive Compensation Disclosure: Compensation Committee 
Other Items 
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Vermilion’s compensation disclosure includes an explanation of the company’s benchmarking practices including the list of 
companies that comprise its benchmark and a comparison of how Vermilion fits into the benchmark using several key 
comparable statistics.  This information allows shareholders to assess the appropriateness of the company’s benchmark.  
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CN’s disclosure included a break-down of fees paid to the company’s compensation consultant over the past two years and 
stated the board’s policy on requiring pre-approval of management-related work by the consultant.  
 

Executive Compensation Disclosure: Other Items 
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Vermilion’s disclosure explains management’s role in the executive compensation process.   
 

39 Executive Compensation Disclosure: Other Items 
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There is a growing emphasis on shareholder engagement and best practices are still evolving.     
 
CCGG recognizes that while boards may be able to meet with their largest institutional shareholders and groups like the 
Coalition, in person meetings are not a practical forum for boards to engage with all shareholders.   In reviewing proxy 
circulars, CCGG will look for company policies on shareholder engagement that address ways to engage with all 
shareholders. 
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Potash, the inaugural winner of CCGG`s 2010 Governance Gavel Award for Best Practices in Shareholder Engagement, has 
developed an innovative practice for engaging all of the company`s shareholders on executive compensation matters.  Its 
investor relations website features a series of brief videos of the Board Chair and Chair of its Compensation Committee 
discussing the company`s approach to executive compensation in plain language.  The website also features a brief survey 
which it invites shareholders to complete as a means of providing their feedback to the board.  
 
 
 
 

Shareholder Engagement 
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Nexen`s proxy circular included the company`s policy on shareholder engagement and its current stance on Say on Pay.  Nexen 
also undertakes an annual ``Corporate Governance Roadshow`` during which representatives of the company meet with 
shareholders, regulators and other stakeholders.   

Shareholder Engagement 
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