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Liz Dunshee, Managing Editor, TheCorporateCounsel.net: Hi. This is Liz Dunshee, Editor of
TheCorporateCounsel.net. Welcome to today's program, "Pat McGurn's Forecast for the 2020 Proxy
Season."

You should print off the deck for this program. On the landing page for the webcast, there is a link to
course materials. You can print that and follow along and take notes as Pat goes through the
agenda.

With that, I want to welcome our panel of experts and thank them for doing this panel once again. We
have Pat McGurn, Special Counsel and Head of Strategic Research and Analysis at ISS. Pat, I think
you've been doing this program for 17 or 18 years now. So, thank you very much for doing it for so
long and for providing invaluable insight to our community.

Pat McGurn, Special Counsel and Head of Strategic Research and Analysis, ISS: Always a pleasure.

Dunshee: Good, thank you. Then a couple of my favorite "color commentators." We have Ning Chiu,
Counsel at Davis Polk & Wardwell, and Bob Lamm, a Shareholder at Gunster. I will turn it over to Pat
to take it away.

 2019 Proxy Season Review

McGurn: Great. Thanks a lot. It was inevitable this year that 2020 would be the year I take a look at
the eyesight of the various stakeholders in the ESG debate. Today I'm going to run through a variety
of different topics, looking at the changing prescription to get to "2020" vision.
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This will include old issues that are going to go into a drawer somewhere, plus the new ones, those
glasses that you'll be wearing over the course of the next year. Then we'll also talk a little bit about
what you may be looking for as far as your prescription goes in the future.

I will note upfront that, contrary to popular belief, 2020 vision is not perfect. It's just what is normal. In
this case, I think it's what the "new normal" is. As you heard before, we're going to go over variety of
topics that are covered in the deck - including boards, compensation and shareholder proposals,
both on governance and social & environmental issues. When I get through each of the individual
topic slides, I'll turn the floor over to Ning and Bob to offer their commentary.

I'll start off very quickly with a look back at the 2019 proxy season. On slide two in the deck, if you're
following along, one of the big issues for the year was really for boards - the challenges to directors
that we saw. It was the largest wave of "no votes;" that is - significant negative votes against directors
- that we had seen since the financial crisis. Again, it was really ignited by concerns over a number of
both old and new issues. Old issues, like accountability and responsiveness, but also new concerns,
like diversity and overboarding.

Taking the backburner, in 2019 at least, were activist hedge fund efforts, as they largely settled most
of the contests. And actually, dissidents had very few outright wins at the ballot box.

I'm moving down to shareholder rights. It was a year for longstanding concerns showing up on the
ballot. The unfinished agenda on issues like independent board chairs, written consent rights, special
meeting rights and majority voting, which made somewhat of a comeback last year due to the gender
diversity issue. I'll talk about that a little bit later.

Environmental & social issues are next. And they only trail governance concerns because even
though they accounted for a much larger slice of the shareholder proposal pie, withdrawals pulled
nearly half of the proposals off of ballots before they were ever printed. The SEC took a significant
bite out of the rest, as the "ask" being made by the proponents led to omissions via no-action relief.

On the compensation front last year, as it was with directors, we saw record levels of low support on
say-on-pay votes. Nothing really led to that on a macro basis. It was just lingering pay-for-
performance concerns that seemed to be drawing more institutional opposition from investors year in
and year out.

Finally, the legislative and regulatory scene was fairly mild last year due to gridlock in D.C. Private
ordering spread as that gridlock gripped Capitol Hill in the wake of the midterm elections, and
obviously we had the interruption with the government shutdown as well. But one thing we did see in
the second half of the year was the early kickoff of the 2020 election cycle. That put a lot of
mainstream ESG concerns into the spotlight and will continue to do so throughout 2020.

Without further ado, let's move onto boards.

Bob Lamm, Shareholder, Gunster: Pat, this is Bob. I wanted to ask you a couple of questions - both
looking back and looking forward, if I may.

McGurn: Sure. Go ahead.

Lamm: On the say-on-pay front, the votes are lower. But I would argue that they're not significantly
lower. What I do find interesting are a couple of trends, most notably, data suggesting that once the
company fails or barely passes say-on-pay, it seems to be very difficult for it to significantly improve
the voting result. Any thought as to the reasons for that?

McGurn: Yes. I'll talk about pay and some of the voting drivers a little bit later. But in a nutshell, I think
what you're seeing the effect of is the growing number of companies that get significant negative
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votes at the meeting, which then kicks responsiveness considerations into place. So, in addition to
looking at standard pay-for-performance at those firms, a lot of investors are also analyzing whether
the boards were responsive to the past significant negative votes on say-on-pay.

So in essence, some of those boards may start off in a hole a little bit in the year after a large
negative vote because, again, there are typically some investors that don't believe that they were
responsive enough. So, you're starting off with a low base of support. And then if there are any
problems in the compensation program, then that can exacerbate that and lead to a stronger
negative vote.

So, I think you're right. There's a trap that companies can fall into that - especially those that are sort
of recidivist that get negative votes year after year. It's that much harder to climb out of the hole then.

Lamm: Yes. And my second question, which I ask every year - so we should just maybe put it on the
slide next year if we do this again - is, based on 2019, I can't really tell, but do you think 2020 is the
year that we're going to see some of these issues that we've been looking at for years, trickle down
to small caps and mid-caps? Because thus far, they seem to have been more or less immune.

McGurn: Yes. I'll run through some of the numbers a little bit later. But we're starting to see some
movement now on some of the core concerns, things like annual boardroom elections, majority
voting and, to a lesser degree, proxy access. That's driven by both letter writing campaigns and
some of the new corporate governance codes that are out there that are being reinforced by the
memberships to those groups.

On the periphery, issues like majority voting, as I talked about before, we've seen a big boost in
California because the California funds were targeting firms that did not have women in the
boardroom with majority voting proposals. So it led to an echo effect there where you started seeing
some boards not only bringing women into the boardroom but also adopting majority voting as well.

Lamm: Thank you.

Ning Chiu, Counsel, Davis Polk & Wardwell: Before you move on, Pat, I'll just make one comment
and plug an earlier webcast. You talked a little bit about the SEC, as you said, "taking a bite" out of
some of the larger asks. That was partly because of the SEC view on micromanagement that we saw
in 2019.

The SEC put out a Staff Legal Bulletin on that topic, and we held a webcast on
TheCorporateCounsel.net that included David Fredrickson from the SEC on that point from
November. It's titled "Shareholder Proposals: What Now." There's an archive and transcript of it
available on TheCorporateCounsel.net if people want to take a look at that. It'll be interesting to see
how the SEC views that issue this year.

Some of the proposals have been changed. But there're still some that come in with very specific
demands. So that will be something to watch.

McGurn: Yes, I think you're absolutely correct. A lot of proponents that we've talked to, and there
were proposals that we've seen that got no-action relief last year, seem to be changing their focus
going into 2020. A lot more call for reports on issues and a lot fewer make prescriptive calls for action
on the part of boards and companies. So it could be that we're seeing a response already by the
proponents that may make that less of a controversy than it was back in 2019.

 Prescription for Boards and Directors

McGurn: Let's go into the prescription for boards and directors. I talked before about the record
number of negative votes. If you look at the entire group of nominees - more than 1,000 of them last
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year spread over more than 550 firms - received a true opposition of 20% or more from investors last
year.

One interesting fact there in showing how guidelines are changing within the investor community.
About 1/3 of those 1,000+ of 3,000 nominees, actually had positive recommendations from ISS for
the re-election to the board. So the idea that ISS is directing a lot of the voting of investors may not
ring true there. I think we're seeing a lot of investors taking, in many instances, much more
aggressive stances than are factored into our benchmark recommendations, but it's definitely an
issue to keep an eye on.

As far as old issues that are lingering out there and can still lead to significant negative votes,
attendance and independence lead the way on that basis. There're actually two issues that can lead,
in some instances, to a 50% negative vote on their own, which is fairly rare.

Another old issue, as far as the last couple of seasons go, is standard proxy fights. It's really hard to
name a signature fight for any of the last several seasons, including 2019. We may see something
this year like HP-Xerox come up and develop a lot of momentum and become a headline for the
season. But right now, I think we'll see a lot of continued settlements of some of the high-profile
fights, with fewer and fewer of them coming to vote.

Let's look at what the current agenda is, though, and the things that can really impact the board
elections. First, accountability. What we're seeing is a lot of traction against boards that take
unilateral action without shareholder votes. Poison pills have typically been a catalyst for these
negative votes in the past. But more recently, bylaws being adopted by boards without going to
shareholders for approval.

That's also flowed over into the IPO area, where in addition to unequal voting rights, a lot of "anti-
shareholder" provisions are being put into place by companies before they go public. After the IPO,
those boards are often getting a lot of pushback from investors, which includes significant negative
votes against the board members.

On the slide here, I cryptically put "shareholder and litigation rights" that again - Bob and Ning will
ask me what I mean there. Well, that was the way for me to get into the issues of exclusive venues,
fee shifting and mandatory arbitration, which are all drifting in the background.

If it's done without shareholder votes, board action on these topics can lead to concerns based upon
accountability. But we're also seeing, in some instances, shareholder proposals on these topics. That
includes one on the ballot at Inuit right now, which is opposed by the board of directors and opposed
in this case by ISS as well. It calls for mandatory arbitration of securities class actions. So, it is an
interesting development. I think we'll continue to watch that space. But I think we're going to see
more action going into that area in the future.

Responsiveness is another big issue. It's three things: failing to take action on a majority vote on a
shareholder proposal, failing to respond to a majority vote against one or more board members, and
failing to respond when there's a "significant" negative vote on say-on-pay - meaning 30% or greater.

Any of those things can be a catalyst for a significant negative vote against directors. One big
question going forward is, "will shareholders drop the majority vote requirement down to a lower
level?" If there is a possibility that a shareholder proposal could be omitted under the SEC's new
proposed rules, instead of saying it's a 50% pass/fail issue for shareholder proposals, it could be a
20% or a 30% support level that would then be looked at as the threshold for responsiveness.

Risk oversight failures have also emerged in a significant way in recent years. It's a driver of negative
votes against board members. We're starting to see more discussions through the engagement
process of whether it's time for some boards to set up standalone panels on risk or to bring in
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specialized subject matter expertise in the boardroom. This year's poster company for that, although
it really manifested itself in the vote on an independent chair, was Boeing, with its continuing
problems with the 737 MAX.

Diversity is one of the big new drivers from last year. ISS's zero-women policy is effective starting
February 2020. We're going to consider targeting nominating committee chairs if there are zero
women in the boardrooms and the companies have not taken substantial steps towards filling that
void.

The good news is that a lot of boards seem to be bringing women into the boardroom at a fast clip.
We're down to 8.2% of the Russell 3000 universe, or 241 companies, that do not have any women
now.

Interestingly, when you break that out by sector, as expected, pharma and biotech lead the way with
47 companies not having women board members, energy with 25, capital goods with 19 and
software was 17. But interestingly, followed in close step behind them are real estate, banks and
diversified financials as the next three biggest vacuums in the marketplace regarding female board
members.

A couple of other issues there. We do expect to see a couple of vote-no campaigns aimed at
California companies this year. We're also hearing that we could see a last-minute flow of female
insiders in the boardroom positions in order to get in under the wire under the California statute.

On the shareholder proposal side, although we may not see that many of them come up for votes, is
the New York City Funds' new proposal this year as part of their "Boardroom Accountability 3.0"
project, which is asking boards to put "Rooney Rule"-type nominating procedures into place.

The other big change last year was on workload - that is, overboarded directors. Consensus seems
to be forming in the investor community about having a four and two set of rules instead of a five and
three. ISS is not changing our approach for most directors. It's a limitation of five boards. And for a
sitting CEO, it's a total of three, including their home board.

But a lot of investors are already switching over to a total limit of four for most directors and to two
boards total, that is the home board and one other public company board, for sitting CEOs and other
senior executives.

We really saw that show up in the vote results last year. It accounted for a big block of those
companies I talked about before where there was a 20% or higher negative vote, despite an ISS "for"
recommendation on the nominees.

Finally, I talked about before settlements, which are dominating the contested meeting space today,
and we expect that to continue. Notably, some of the settlements now don't even include board
seats. So, I think we've definitely seen a step back in that area. So, what's the future looking like?

Lamm: Before we get to that, I want to go back to your comments on risk oversight. Obviously the
poster child is the poster child. But aside from that, are there any sort of general areas of risk that
ISS's clients and ISS itself may be focusing on? Risk oversight is such a broad category that you
could almost put anything in there. But are there specific areas that ISS and/or its clients are focused
on, such as cyber or culture?

McGurn: Yes. We're hearing on the engagement front a lot of discussion on cyber and on data
privacy, especially with the new California statute coming online. I think we are seeing idiosyncratic
risks to focus on within individual industry sectors as well.
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Typically, if a company has a "bet the company" risk on its horizon, those are the instances where
they're likely to get questions or comments from investors asking why they don't have standalone or
dedicated risk panels to deal with those types of issues.

And you see a lot of the companies that have come through these trials-by-fire with risk management
oversight failures and one of the first things are asked, that regulators or courts ask them to do, is to
set up a boardroom structure to address those specified risks on a regular basis. So, it's just
something that's coming in front of boards more and more often these days. But I don't think there's
going to be a one-size-fits-all approach there. It's going to be very much based upon the company
and the sector that it's in.

Lamm: Right. And on the topic of diversity, the numbers are improving - not fast enough in my view -
but they are improving. On the other hand, there are some numbers that don't look so good. For
example, I'll refer to the so-called "recycling" of women and minority directors. The same directors
are being added to more boards.

So the influx of really "new" female and minority directors is a little bit less than one might think at the
outset. There are some other less than wonderful statistics about minority men, etc. My question is
whether ISS and/or its clients are focusing on those issues behind the scenes.

McGurn: Yes. That's the perfect segue to the future. I think we are going to see more focus on
diversity with perhaps a "small d" there - looking at everything from experience and qualifications to
the attributes of the directors and their skillsets.

There's definitely a push going on within the investor community to encourage turnover and
refreshment in boardrooms. And I do think everything's on the board now. The issue of zero women
on boards was a major focus. But I don't think it's going to just simply switch from having one woman
on the board to having two.

I think people are going to start judging boards on a 30% gender diversity standard and also pushing
harder than they have been over the last couple years for other forms of ethnic and racial diversity in
the boardroom as well. Those aspects got, not shoved to the backburner, but maybe put off the heat
for a little bit. But now, they're coming back on and will continue to do so in the future.

Two other things there on the future. The day is coming for audit committees and auditors here in the
U.S. I don't think it's going to be 2020. But it's not too far away. Investor angst on a global basis is
growing. The PCAOB has issues with China, and there are a lot of new regulations and disclosure
requirements for auditors in the UK and Australia.

We've obviously got the CAMs, the critical audit matter disclosures, coming online here in the U.S.
And clearly, given the small number of CAMs that we're seeing, the auditors are going to start to
swing and miss at some of these companies. And when the scandal comes up on something that
wasn't raised as even being an issue as a CAM, I think it's going to lead to some soul searching
there on the part of investors about the process.

On rotation, too, I just ran the numbers. There are still 176 companies, or 6% the Russell 3000
universe, with more than 50 years of having the same audit firm in place. And 17 of those have had
the same auditor for more than 100 years now. And I believe people are going to start calling for a
greater degree of rotation in that area.

Fees will also be an issue. I know that audit firms are getting more and more into a variety of different
other consulting areas, and I'm not criticizing the business model, but it is naturally going to start
raising up some of those non-audit fee levels and potentially making it a concern again.
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Then finally, on the contested meeting front, going forward in the future, I used the term "exempt
solicitations" simply because there are no ownership or holding requirements to do those. If we do
see shareholder proposals exiting the scene to a degree, we've already heard from a number of
proponents who said they'll just shift gears and do just "vote-no" campaigns against the boards
instead, because there are no ownership or holding requirements in order to do those sorts of
targeting efforts. So I think that's where we could be looking in the future, assuming the SEC goes
forward with their rule change.

With that I'll catch a breath for a moment. And I know, Bob and Ning, you've asked a couple of
questions, but I'd love to open the floor to speak to some of the other things under the boardroom
front that you'd like to talk about.

Chiu: Sure. So, a couple of things, Pat. These are a little bit technical. But I wanted to get a little bit of
clarity when you talk about amending bylaws without shareholder approval. There are a couple of
shareholder proposals out there asking for shareholder approval with every bylaw amendment. I'm
not sure that it's completely understood that some bylaw changes are pretty innocuous and
administrative.

I understand that in the shareholder proposal process, maybe you can't make that distinction. But in
terms of how you are thinking about this as an accountability issue, whether there are certain types
of bylaws that you were focused on in particular, that's one thing I wanted to ask about.

I'll couple that with when you mentioned exclusive venue in terms of shareholder and litigation rights.
There are "traditional" exclusive forum provisions that a lot of people have seen and there's this new
one that's currently in Delaware and being contested.

We'll see how that comes out. But it's more about federal securities law claims and I wasn't sure if
you were making distinctions between the two. So, I'll let you answer both of those first.

McGurn: Yes. I'll take the latter issue first; I was just talking very generally about exclusive forum
proposals. I think a lot of companies have adopted those provisions without shareholder approval. To
date, we really haven't gone after companies under a policy on that front. But if we start seeing more
aggressive moves being made, I think that's good a technical view. The mandatory arbitration is
another venue-based provision. I think then we'll act accordingly.

If people haven't seen it yet, there is a new shift to Jim McRitchie-Steiner's shareholder resolution
this year, and that's what Ning just outlined. It is very broad. I think we'll take a look at those
proposals. We don't necessarily have a guideline on that on the shareholder proposal front, although
we have one on the board election front. And so we'll consider those and look at those on a case by
case basis this year.

But we do definitely like significant bylaws to be put up for shareholder votes and that's what triggers
our board policy. I do think the SEC shareholder proposal process is a little bit of a rough instrument
first of all. I guess those have to make it on to the ballot, clear the no-action process.

Thinking that they do, then we'll probably put together a framework for looking at those. But - on a
philosophical basis, at least - we tend to think that shareholder votes on significant bylaws that affect
shareholders' rights are something that should be good maintenance on the part of public company.

Chiu: I'll let you get to your compensation slide then.

 Prescription for Compensation

McGurn: Great. Thanks a lot. The prescription for compensation is less significant as far as the
changes go. So, it's more of a checkup on the machine to sharpen your focus a little bit.
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We just don't see a lot of problematic pay practices anymore, things like gross-ups and excessive
parachutes. We have not seen, especially with the market going quite well for so long, a wave of
repricing recently. So, we're going to be focused for the next year on what had been the core issues
on say-on-pay in the past, which is pay-for-performance in particular.

The only significant change we're making to our methodology this year is formally adding EVA as a
secondary quantitative screen. I think that this is really going to only impact companies around the
margins and validate our look at other performance metrics, including TSR, as far as trying to identify
cases where there is a true disconnect or no disconnect between pay and performance. So, I don't
expect that change in quantitative screens to cause a huge change year over year in our
recommendations.

There are a couple of shareholder proposal issues of note. Adjustments to GAAP metrics is a topic
that's been coming up sporadically over the last couple years. But I think we're going to see a larger
wave of proposals that ask comp committees to provide a specific explanation for the rationale for
any adjustments from GAAP that are made. And also, to reconcile the adjusted metrics to GAAP. So
look for that as a shareholder resolution.

We're also seeing clawbacks, especially as part of the "bonus banking" idea, that are showing up on
ballots. There is one that was just withdrawn. But you can take a look on EDGAR at the
WalgreensBoots ballot, which essentially asked the board to adopt a policy allowing for malice where
you're holding back some of the bonus and not paying it out in cash, in order to give companies
something to claw back in the case where there is a need to do so under the company's policies.

I do not see, although I'd love your perspectives on this, Ning and Bob, any significant changes
stemming from the hedging disclosure rule coming into effect.

Another hot topic out there right now is ESG pay plan metrics. We're seeing a variety of different
crossover shareholder resolutions looking to link pay from everything from drug pricing and diversity
to sustainability practices.

Notably, around 6% of a Russell 3000 universe currently has ESG metrics in their short-term
incentive programs. But just 10 companies in that entire 3000 company universe have them in their
long-term plans. But with the 162(m) roadblock removed, we're going to see more calls and more
moves by companies to put those nonfinancial metrics into play.

We're also starting to see some shareholder proposal activity that's spinning off of the CEO
employee pay ratio numbers. So, look for those this season.

We're still watching the trend with the aforementioned 162(m) change where fewer equity plans are
being put up for shareholder votes. It raises a broader issue about evergreen equity plans, these self-
funding programs that are very popular these days, especially with some of the unicorn IPOs coming
out.

Those plans are going to start drawing some pretty significant negative attention from investors going
forward. It was one of the big topics we had when we did our policy discussions with some of our
large clients this season.

Lamm: I want to go back to two topics under new and current. I am really shocked - I don't think
that's too strong a word - at the resurgence of evergreen equity plans.

And what really shocks me is that at least some of the compensation consulting firms that are
advising comp committees of, particularly companies that are going public, are not only
recommending evergreen plans but are really pounding the tables to get companies to adopt them.
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And I'm just wondering if you know what their rationale is, because in my view this is only going to
come back to bite these companies very hard.

McGurn: Yes. I think you're absolutely right on that front. They aren't asking whether they should do
it, they're asking whether they can do it. It's similar to the way we're seeing unequal voting rights
structures showing up in a lot of the charters of these companies, especially the unicorn IPOs.

An even larger percentage of IPOs these days are carrying - somewhat below the surface - carrying
these evergreen features that allow for replenishment of shares to these programs for a decade or
more. We were talking about some of the eye-popping numbers with our clients this year, and they
were getting very aggravated. A day of reckoning is going to come for some of those companies,
especially given a lot of them make significant use of equity in their compensation program.

Lamm: Yes. I won't name names, obviously. But I think you're right. Companies are asking whether
they can do it. We recently advised a company not to do it. But their comp consultant was beating so
hard on it that they said, "Well, why not? Everybody else is doing it."

The other comment that I was going to make is twofold, about the direct link between ESG and pay
plan metrics. Number one, there have been some calls for simplification of compensation plans in
part because the disclosure that results from complicated compensation plans is itself pretty
complex.

So observation number one is that adding ESG metrics to an already complex plan, or even a
simpler plan, tends to make it more complex. It also remains to be seen whether the ESG metrics
that are worked in are sort of intuitive or generate a whole lot of explanation.

The question I have that arises out of this is, at the same time there is pressure for companies to
adopt ESG metrics in their compensation plans, we're also seeing pressure, maybe a little bit more
amorphous for some ESG metrics whether or not they're in plans - ESG data I guess I should call it -
to receive assurance from some kind of audit process, whether it's an independent accountant or
whether it's some other source of assurance for these numbers.

Do you think that there is - there is any chance, or much of a chance - of the assurance issue
wiggling its way into the compensation metrics as well?

McGurn: That a good question. Right now, you know most of these nonfinancial factors when we see
them showing up, the metrics, are impacting pay along the margins. We're not talking about
impacting 20 or 30% of pay. It's either an override or a qualitative issue that the boards can look at in
raising or lowering pay levels.

We're seeing a lot this in Europe now, it's making sure that boards are mindful that when there is a
major dust up in the ESG area, some sort of risk that runs amok, that boards are taking that into
consideration when they're looking at compensation levels and explaining how they factor that into
their thinking on senior executive and CEO compensation.

I don't know if it's going to just be something that is an overriding factor under plans or whether it may
become something that is more of a formulaic issue where there are stats that have to be garnered
and there are thresholds and targets that have to be met. So we have to see how that plays out.

Most of the proposals are very nonprescriptive, they're asking boards to report on how they could
look at these issues in coming up with their compensation metrics.

Chiu: I think you're correct in the sense of these being qualitative. There are a number of different
types of these. There have been compensation metrics that look at, for example, how the CEO
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actually oversees the culture of the company or employee morale or attracts diversity in the
employee workforce, so any number of those. They've all been added to a qualitative assessment.

That's really about people management, which makes a lot of sense for some people. But it's been
qualitative. It's been discretionary. And like you said, Pat, even the proposals have been
nonprescriptive.

Part of that is because of the way you have to write these proposals. But part of it's also, if you want
to consider it in that manner, that it might be the most appropriate way to do it as opposed to a fixed
metric in paying a certain amount based on that fixed metric, the way you would for a straight line
pay-for-performance metric.

The other idea that you mentioned, though, is a very interesting one, which is if you actually have a
major risk issue. If you have a major environmental issue, a spill or major reputational issue on the
social side, then maybe that is something that you have to look at after the fact in terms of how you
set pay.

I think that's a different kind of circumstance. So that might be not have been necessarily set up, but
you want to have a comp plan that could take that into account. I think that's a little bit of a different
question.

McGurn: Investors are already demanding that boards do this in some of the European markets, for
example. The question is, since there are quite often global investors who also operate in the U.S.
marketplace, whether our expectation in one market transcends over to another one.

Two other issues on that front to just close out the discussion of the future for compensation. We're
also hearing more calls for less variable pay in Europe. Some of the U.S. asset owners are leading
the way in the U.S. talking about that as well.

To Bob's earlier point about simplifying pay to bring more straight time-based restricted stock awards
and cash salary into play, and have some overriding discretion for the board, but to get away from all
the complex performance metrics that were born during the 162(m) age, I'm not saying that there's
substantial momentum for that, but the voices are getting a little bit louder. I think it's born from
frustration. We're seeing pay levels continuing to escalate year over year.

And the other thing - and we could spend an hour talking about it - but a lot of people don't know that
Europe is implementing now the Shareholder Rights Directive Part II. And that includes spreading
these binding votes on pay policies, which are in several European markets already, across the
continent. One long-term question becomes whether these periodic binding votes, which complement
the nonbinding annual votes, become something that we start seeing some investors call for in the
U.S. marketplace.

Any other points on comp that you both want to make before we move on to the next topic?

Chiu: One thing you asked about that we didn't address is, I agree with you that I don't think there is
going to be much that stems from the new hedging disclosure requirements. There was already such
a movement to prohibit it or only do it with consent and knowledge. If companies have already had
policies in place for a while, then I don't think the new disclosure is going to materially change
anything.

Lamm: I agree with that. But I'm just also going to express my consternation, for lack of a better term,
at this issue of louder calls for less variable pay. You point out that there seems to be less interest in
pay-for-performance, for a number of reasons. But this strikes me as a prescription to jack up base
salaries without really significantly diminishing the incentive comp. I'll point out this isn't something
that I have observed, but I would rely on others who study the subject much more closely, that every
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time there's a move afoot to limit executive pay, it seems to go up, and this strikes me as being more
of the same.

McGurn: Yes, that's the frustration I talked about before. People are wanting to simplify it and build a
greater degree of certainty into the programs, to avoid the eye-popping numbers that arise when
people hit it out of the park. For example in the news recently has been the "moonshot" grant for Elon
Musk and Tesla, and the first tranche of that is getting ready to kick in now. We're talking several
hundred million dollars-worth of compensation. So, it does sort of beg the issue that pay-for-
performance has a dark side to it.

 Governance Shareholder Proposals

McGurn: Just to move onto shareholder proposals because I know we're getting up against our time.
On the governance side, not much of a change. We'll see more annual board election proposals this
year than we've seen over the last couple years, but only because we're seeing them being driven by
some letter writing campaigns and other things that are going on out there. Very few proposals on
cumulative voting, on poison pills. So what are we going to see this year?

Independent board chairs. A lot of people might have seen we tweaked our policy a little bit to
indicate that we are focusing as overrides on board responsiveness and risk oversight failures. That
was driven by a lot of feedback we got from our clients.

Most these proposals do show up at large market cap companies because they overwhelmingly,
compared to their smaller peers, still use combined CEO/chair positions. I think 46% of S&P 500
firms have combined CEO/chairs versus 30% that have independent chairs. But in the Russell 3000
universe, 3,000 companies excluding the S&P 500, it's 42.5% with independent chairs versus 30.1%
for combined CEO/chairs. So, plenty of targets at large cap companies there. And we'll continue to
see them, although the voting support certainly has been stagnant over the course of the last half
decade.

We'll see plenty of traction and proposals on special meetings, written consent and super-majority
vote requirements. So, it's three perennial topics.

I talked about the diversity tie-in on majority voting. And it's just primed right now to become the
majority practice at U.S. corporations. Currently, 49.3% of the Russell 3000 universe have majority
voting rules in place. So, the efforts are to your earlier point, Bob, starting to spread to those mid-cap
and small-cap companies.

Proxy access, I do think this is one season we're going to see more "adopt" and "amend" proxy
access proposals this year. We likely will see a binding proposal this year as well, probably at a
company that had majority votes on the topic in the past.

We talked before about shareholder-approved bylaw amendments, so I'll skip that for now.

Just as far as the future goes, the real uncertainty here is, if and when the SEC rule change about
shareholder proposals kicks into place. I do think it's largely aimed at Chevedden, McRitchie, and
Steiner. We'll see what happens to their efforts and their proposals. It seems to already be having an
impact, because we're seeing more of the "tried and true" proposals, the ones that get very strong
level of support, showing up on ballots this year rather than lot of experimentation, perhaps in
anticipation of the resubmission levels getting raised.

I'll open the floor to any other governance shareholder proposal comments that the two of you want
to make.
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Chiu: Pat, on the independent board chair proposals, as you said, although you tweaked your policy,
I don't think that's likely to mean that your recommendations are necessarily going to change.

But there haven't been any recent majority votes on those. Yet there are still a lot of those proposals.
Why do you think that is the case? Unlike the others on this list, every year a couple pass on special
meeting and a couple pass on majority voting, supermajority - but not independent chair. So that's
the difference with this one on your list.

McGurn: Yes. What we can define is that there's a group of investors that will support the change
anywhere the ballot item shows up, regardless of the facts and circumstances, and another group
that will almost never support it even if there are horrible facts and circumstances included. That
leaves the voting power with those that have true case-by-case voting policies in place. And they're
sort of a minority, but they're swing votes on that topic.

The proponents of the resolutions tend to be in that first camp. The folks who think it's the best thing
for every company. So they don't necessarily work some of the other variables into their targeting of
companies with the proposal, e.g. looking for firms with responsiveness or accountability issues,
looking for poor performers, looking for companies where there are risk oversight failures in place.

So, I think what we're seeing now and where it's reflected in this year's targeting, it's part of the
opioids campaign this year. We're seeing a significant number of proposals at energy companies as
well, looking to play into risk oversight failures over climate change.

This shows that proponents perhaps are changing their tactics a little bit, because they know that
voting support has been stagnant on the topic over the last several years. I think they're just trying
new approaches now to see if they can break that log jam.

Chiu: Well, I think one thing that has resulted though is lead independent chairs, as you know, the
level of responsibilities, duties and expectation has risen partly in response to these proposals. So
there have been changes. There just haven't been changes in terms of the votes.

McGurn: Yes. The lead independent director position is something that investors care about. Like I
said before, the ones that favor the independent chair position overall tend to say that the lead
director is not enough.

The others will look at it and make sure there are robust job responsibilities. But it doesn't seem to be
a fulcrum for voting, although it is something that investors look at, what are those job responsibilities
that are baked into the governance guidelines of the bylaws?

Lamm: Yes. And, Pat, my follow-up question is can you quantify the extent to which investors will
look at the real responsibilities of the lead independent director versus just voting for the proposal
because they just don't really trust the notion of the lead director to serve that purpose?

McGurn: Yes. I think it can be a tiebreaker for those case-by-case institutions I was talking about
before, where they do sort of drill down on the company and the board and its procedures. It can
quite often be a deciding factor for them if they feel that the lead independent director position is not
robust and that the job responsibilities are not on par with other companies in the sector, for example.

So, it's maybe a secondary concern, but a strong secondary. And it is part of the case-by-case
approach that those investors use to make their voting determination.

Chiu: That makes sense. We'll let you go on to your last slide.

 Prescription for ESG
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McGurn: Here, now, the prescription for ESG, a little more highly changed than it was on the
governance side of the equation. I think we've talked about some of the topics already. But on the old
prescription here, we're just not seeing the highly prescriptive asks this year, because of the
aforementioned no-action responses last year on micromanagement and other issues.

We're seeing less of a sort of a moral, ethical faith-based focus of the proposals. And I like to call
them, now, they're sort of the back to the "R-cubed" proposals. That's R to the third power, which
means that you "recommend a report on risk" - and then you fill in the topic.

I think if you hit those three Rs, recommend (i.e., nonbinding), report (i.e., provide us with
information), and addressing future risks (e.g., on sustainability), that's something that you can not
only get through the SEC typically, but also it's something you can get high levels of investor uptake
on.

Just to talk about some of the issues that show up that we're expecting to see; climate change risk
proposals - they will back off a little bit this year, although we'll see a handful that do push the
envelope. But the focus does largely return to risk disclosures.

There are a variety of different fronts now - flood-prone areas where there are petrochemical plants,
and deforestation and biodiversity are going to be big this year in light of the fires in the Amazon and
Australia. Health risks, including water, plastic pellet pollution and plastics more generally. So, there
are a variety of different topics that get away from some of the hard numbers on greenhouse gas
emissions, although we'll continue to see those resolutions too, but these newer formats also
address other secondary impacts of climate change and broader environmental concerns.

Human capital management is going to continue to be hot, although I think it's really still searching
for a home in the boardroom. The gender pay issue will be back - pay equity and pay gap
proposals.This is the spin I talked about before on the pay ratio numbers. Also, resolutions and vote-
no campaigns aimed at gig economy issues. Continuing calls for employees on boards, which I
guess will give Bernie Sanders some annual meetings where he can go, like he did at Walmart last
year, and offer a resolution from the floor. Also, the other type of "mandatory arbitration" - looking at
employee claims of sexual harassment and whether those were to waive their mandatory arbitration
requirements in face of such complaints.

On human rights, continued focus on supply chain. As I mentioned before, data privacy rights is an
issue. There's a heavy mix of proposals this year, including on online child exploitation and human
trafficking, which are a couple of areas of growing investor concerns. Lobbying and political spending
will continue to show up. I think lobbying is going to retake the lead in a significant way this year after
bumper crop of political spending proposals in 2019. Notably, they're heavily weighted this year
towards pharma, opioids in particular. And lobbying by energy companies on the climate change
front.

"Purpose" proposals is something new that will have to clear the hurdles at the SEC to get on ballots.
But this is what I call "fallout" from the Business Roundtable statement. There are a series of new
shareholder proposals asking companies for implementation plans since they were signatories for
the Business Roundtable statement, about how they're going to put their corporate purpose into play
and take action.

Notably, some people are crediting that whole wave of pushing for BlackRock's recent comments on
its changes and its portfolio approach to climate risk. I do absolutely believe BlackRock's statement
that consumer demand is what's driving that and their clients at this point in time, because we're
hearing the same sort of demand.

Looking forward to the future, voluntary reporting. Sustainability and climate risk pushes. We're
seeing a lot of proposals and a lot of campaigns now picking up on SASB and the TCFD frameworks
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as providing methodologies for companies to report out on risk in various areas - that's actually
embedded into a number of the shareholder resolutions now. I think that will give them additional
strength, from investors looking up and knowing that there is a common and accepted framework for
looking at risk in these areas.

And that's something we're seeing more of with the ESG integration that's going on for our clients. So
one thing I wanted to note here, was if you're working for an issuer, our reports for a couple of
months now have been including what we call the "ISS Climate Awareness Scorecard." These are
being provided on around 3,000 companies currently across the globe and provides this real
snapshot for investors who want to start taking climate awareness and climate risk into consideration
in voting, on everything from shareholder resolutions to board of directors and compensation
programs.

This is a reflection of demand that we're seeing from our investor clients for more solid data on
climate risk and climate awareness. So, you will see those appearing in our proxy analysis reports for
a significant number of companies this year. I will open the floor once again to Ning and to Bob for
their thoughts on any of these ESG concerns or others that they have.

Chiu: Pat, you've mentioned so many different topics: human trafficking, minor exploitation,
mandatory arbitration, sexual harassment, gender pay, deforestation, plastics. How is ISS going to
look at all of these given the specific nature of some of the subject matters?

McGurn: Yes. Most of these are not new issues. There are some tweaks to some of them. But most
of these issues had been around in one form or another for a number of years now.

It's almost always a case-by-case approach that we're taking, looking at what the company is
currently doing and what the company is currently disclosing in the area, comparing that to peer
performance. I think also taking a look at the cost benefit analysis, providing that information if it's
material to investors and making their investment decisions.

So, every time we get a new proposal year, we have to tweak the basic case-by-case framework that
we use. But it all comes down at the end of the day to looking at what sort of data is available, how
material that data would be and then the cost to producing that data on the part of the company.

Chiu: A lot of it is based on what the company is already disclosing on the subject matter?

McGurn: Absolutely. But also in relation to their peers. One thing we've heard from our clients in
recent years is they don't necessarily want to force one company to be an outlier and disclose a lot of
information, especially if it could have competitive implications. But if a company is a laggard in its
industry group behind its competitors as far as the level of transparency they provide on a material
concern, then that can factor against the company. So, it's one of those issues that can cut in both
directions.

Lamm: Yes. I'll ask one question because I think we're just about to be out of time. Maybe it's wishful
thinking on my part, Pat and Ning, But when I read Larry Fink's letter yesterday or the day before, I
thought he left some wiggle room for companies to be a little bit flexible in their application of the two
standards based on what they think is important to their company.

Assuming that that's true or maybe even if it's not true, how much leeway do you think that investors
will give companies to depart from those standards if they give information that they think is more
relevant to their particular companies?

McGurn: I think everything is on the table as far as engagements go. Obviously companies and
boards need to tell their story to investors. But they need to do it in a way that is responsive to
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investors' concerns. So, I don't think there is a one-size-fits-all for how companies communicate in
this area.

But I can tell you that the pressure is growing. And you know that even if shareholder proposals are
cut back to a degree next year, like I said before, it actually is worse for the boards. Because you
move from a nonbinding, precatory shareholder resolution to a potential triggering of majority vote
policy to a company, which can lead to a poor election result for a director. So, the risks are going to
get addressed one way or the other. At least the underlying concerns of them are.

I think some companies might be engaging in wishful thinking that somehow E&S issues are going to
go away if shareholder resolutions are significantly cut back on. I don't think that's the case at all. But
it makes it a much more confrontational forum that you're operating in, as far as potential votes
against members of boards of directors, than you were when looking at a nonbinding shareholder
resolution.

Chiu: I agree with that. I think there were some nuances in the letter that did give a nod to
acknowledging that it's a very complicated issue that requires a lot of different kinds of players and
that needs to be done in a thoughtful way, recognizing that the U.S. is not the only country in the
world.

There are energy demands in other parts of the world that are just now kind of coming up to certain
living standards. There is a lot more in that letter than what some of the reporting has said. I'm just
going to give Pat the last word on anything else he'd like to leave us with before we sign-off.

McGurn: Actually, I think I'll just throw the floor over to Liz but not before I thank you, Ning and Bob,
for as always your great commentary during this session. Thanks.

Chiu: Thank you.

Lamm: Thank you.

Dunshee: Yes. Thank you all. This was a wonderful program and very informative as always. So
thanks to Pat, Ning and Bob. And thanks to everyone who joined us today. The audio archive for this
program will be available shortly. And we'll post a transcript of the program in a few weeks. Have a
great day.


