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CD&A Basics



What is the CD&A?

• Flexible, principles-based discussion of compensation policies and objectives 

• Narrative explanation of quantitative disclosures about named executive 

officer (NEO) compensation—the “how” and “why”

• Not all reporting companies are subject to CD&A rules

• For EGCs/SRCs, scaled disclosure required regarding what was paid (with limited narrative), not 

how and why the pay decisions were made

• Companies anticipating LAF status in near future may choose to begin including “CD&A-like” 

disclosure—do not call it a CD&A

• May need to maintain CD&A when transitioning to SRC per proxy advisor policy

• Has become a tool to educate investors about pay and performance
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Material Elements of NEO Compensation

• Objectives of compensation programs

• What the compensation program is designed to 

reward

• Each element of compensation

• Why the company chooses to pay each element

• How the company determines the amount to pay 

(and, where applicable, the formula) for each 

element
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• How each compensation element and 

the company’s decisions regarding that 

element fit into the overall compensation 

objectives and affect decisions regarding 

other elements

• Whether and, if so, how the company 

has considered the results of the most 

recent Say-on-Pay advisory vote in 

determining compensation policies and 

decisions and, if so, how that 

consideration has affected the 

registrant’s executive compensation 

decisions and policies



SEC Examples of Material Elements

• Policies for allocating between long-term and currently paid-out compensation; and for allocating between cash and non-

cash compensation, and among different forms of non-cash compensation

• For long-term compensation, the basis for allocating compensation to each different form of award (such as relationship of 

the award to the achievement of the company’s long-term goals, management’s exposure to downside equity performance 

risk, correlation between cost to the company and expected benefits to the company)

• How the determination is made as to when awards are granted, including awards of equity-based compensation such as 

options

• What specific items of corporate performance are taken into account in setting compensation policies and making 

compensation decisions

• How specific forms of compensation are structured and implemented to reflect these items of the company’s 

performance, including whether discretion can be or has been exercised (either to award compensation absent 

attainment of the relevant performance goals or to reduce or increase the size of any award or payout), identifying any 

particular exercise of discretion and stating whether it applied to one or more specified NEOs or to all compensation subject 

to the relevant performance goals

• How specific forms of compensation are structured and implemented to reflect the NEOs individual performance and/or 

individual contribution to these items of the company’s performance, describing the elements of individual performance 

and/or contribution that are taken into account
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SEC Examples of Material Elements (cont’d)

• Company policies and decisions regarding the adjustment or recovery of awards or payments if the relevant company 

performance measures upon which they are based are restated or otherwise adjusted in a manner that would reduce the 

size of an award or payment

• Factors considered in decisions to increase or decrease compensation materially

• How compensation or amounts realizable from prior compensation are considered in setting other elements of 

compensation (e.g., how gains from prior option or stock awards are considered in setting retirement benefits)

• With respect to any termination or change-in-control agreement, plan or arrangement, whether written or unwritten, the 

basis for selecting particular events as triggering payment obligations (e.g., the rationale for providing a single trigger for 

payment in the event of a change in control)

• Impact of the accounting and tax treatments of the particular form of compensation, including Section 162(m) of the 

Internal Revenue Code

• The company’s equity or other security ownership requirements or guidelines (specifying applicable amounts and 

forms of ownership), and any company policies regarding hedging the economic risk of such ownership

• Whether the company engaged in any benchmarking of total compensation, or any material element of compensation, 

identifying the benchmark and, if applicable, its components (including component companies)

• The role of executive officers in determining executive compensation
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What Compensation Is Covered?

• CD&A generally covers compensation information for the most recently 

completed fiscal year

• Need to discuss other years if material to an investor’s understanding of 

compensation for the most recent fiscal year—post-employment 

arrangements, multi-year compensation plans

• Forward-looking disclosure may be advisable

• How company is addressing poor performance for the prior year—e.g., adjusting or freezing 

salaries, changing performance metrics, reducing equity grants

• Getting ahead of criticism from proxy advisor/investors
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Compensation Philosophy

• Elements of compensation

• Weight of each element

• Setting target compensation levels

• Choice of equity vehicles and mix

• Time- vs. performance-based compensation

• Link between pay and performance

• Metrics vs. strategy and operating plan

• Rigor of metrics

• Actual achievement
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CD&A Disclosure 
and 

Say-on-Pay



Proxy Advisory Firms

• CD&A factors into say-on-pay recommendations by proxy advisors (ISS, Glass Lewis)

• Quantitative and qualitative pay-for-performance evaluation

• Strength of performance-based compensation and rigor of goals

• Financial and operational results

• Realized and realizable pay

• Executive transitions

• Peer group benchmarking

• Responsiveness to receipt of low support for say-on-pay proposal

• Focus on one-time awards—repeated use is problematic

• Rationale, magnitude, structure—“retention concerns” not sufficient

• How they further investors’ interests 12



Say-on-Pay: Russell 3000 and S&P 500 Trends
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Russell 3000 S&P 500

2021 2022 2023 YOY Trend 2021 2022 2023 YOY Trend

Average Support 90.5% 89.5% 90.2%  0.7% 88.1% 87.1% 88.5%  1.4%

Percentage with > 70% Support 93.0% 91.0% 93.1%  2.1% 91.7% 89.5% 93.1%  3.6%

Failure Rate 2.7% 3.5% 2.1%  1.4% 4.0% 4.9% 3.0%  1.9%

Negative ISS Vote 
Recommendation Rate (%)

11.2% 13.6% 12.3%  1.3% 11.0% 12.3% 9.5%  2.8%

Average Support with Positive 
ISS Vote Recommendation

94.0% 93.8% 93.4%  92.3% 91.9% 91.8% 

Average Support with Negative 
ISS Vote Recommendation

66.6% 62.7% 69.0%  6.3% 57.1% 53.4% 59.0%  6.0%

Source: ISS Voting Analytics as of 
January 20, 2024

Positive Trend for Companies   | Negative Trend for Companies   | No statistically meaningful trend



Negative ISS Recommendations and Low Vote Support 
in 2023 Were Driven by the Usual Suspects

• Common reasons for low say-on-pay support:

• Pay-for-performance disconnect (dominant reason is relative misalignment of CEO pay and TSR)

• Problematic pay practices (e.g., mega-grants, one-off awards, excessive CIC/severance packages)

• Lack of shareholder responsiveness (triggers: for ISS, < 70% support, and for Glass Lewis, < 80% support)
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Source: Semler Brossy, 
2023 Say on Pay & Proxy 
Results (January 19, 2024)
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Hot-Button CD&A Issues



Common SEC Comments & Hot-Button Issues

• Disclosure of performance goals and targets for annual bonus plan 

• Actual target goals and extent to which goals achieved must be disclosed (except under limited 

circumstances)*

• If non-GAAP financial measures are included, additional disclosure necessary

• If goals have been adjusted or waived, disclosure must be provided

• Peer group & benchmarking practices

• If company truly benchmarks, must explain the benchmark, why it was chosen as appropriate, how 

individual compensation compared to benchmark and any discrepancies

• Must disclose companies in the peer group and how group was chosen/ why it is appropriate

• Note that using compensation surveys or peer data as a “market check” is not benchmarking
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* Information may be omitted if the goals are not material or if the company can demonstrate if challenged by the SEC 

that disclosure would result in competitive harm for the company; both standards are difficult to meet



CD&A Drafting Trends



Going Beyond the Legal Requirements

• Focus on telling the compensation story effectively—not just what is being 

disclosed, but how it is being disclosed

• Contextualizing executive pay with business strategy and the macro environment

• Explain rationale behind pay decisions

• Desire to avoid failed/low-support say-on-pay votes

• Influence of peer companies, compensation committee members serving on 

other public company boards, company performance/economic climate

• CD&A is a shareholder engagement tool and reflects shareholder 

engagement efforts
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Drafting Trends: TOC and Executive Summary

• Help shareholders quickly locate key compensation information using a table of contents 

and/or executive summary

• Provide brief overview and highlights of company performance and compensation decisions

• Topics for summary may include:

• Financial and operational results for last completed fiscal year—alignment between performance and pay 

outcomes

• Key NEO compensation decisions

• Shareholder engagement efforts with focus on rationale and outcome

• Summary of changes to compensation governance, policies, and practices

• Order/prioritization depends on company’s circumstances
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TOC and Executive Summary – Example 

20Invesco Ltd.



Source: Glass Lewis, E&S Metric Usage in S&P 500 Executive Compensation (February 25, 2022)

E&S METRIC USAGE BY INDUSTRY (S&P 500)

Drafting Trends: ESG Metrics in Compensation Programs

• Based on recent data, approximately 69% of S&P 500 companies 

have adopted ESG metrics into executive compensation programs

• Investors are increasingly focused on tying pay to E&S metrics

• As part of shareholder engagement efforts, consider views on 

the role, structure and type of ESG metrics in executive 

compensation 

• Selecting the right ESG metrics is not a “check the box” exercise

• Is there a clear business case for the ESG metric?

• Is the ESG metric measurable?

• Required disclosure regarding the ESG metric could expose 

the company to litigation and/or public relations risks 

• Within the tech and life science industries, diversity and HCM are 

the most common categories of metrics used compensation 

programs with environmental and community the least common
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E&S Metrics – Example

22American Express Co. First Energy Corporation



Drafting Trends: Pay-for-Performance Alignment

• Link between pay and performance is one of the central themes of the CD&A

• Say-on-pay outcomes are dependent in large part on pay/performance 

alignment

• Varying approaches to how to define “pay”

• Selection of performance metrics that tell the story

• Explaining impact of declining stock prices, other economic challenges

• Use of charts and graphics

• 2023 proxy season was the first with new pay-versus-performance disclosure 

requirement—no noticeable/widespread impact on CD&A disclosures
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Pay-for-Performance Alignment – Examples 

24Laboratory Corporation of America Holdings SPX Technologies, Inc.



Drafting Trends: Governance Best Practices

• Highlight “good” practices that have been adopted and “bad” practices that 

are not followed—often shown as “what we do/what we don’t do” bulleted list

• May cover hedging/pledging, gross-ups, employment agreements, equity 

treatment on termination or change in control, stock ownership guidelines

• Include bullet point on adoption of Dodd-Frank clawback policy

• Where a company has decided not to follow a best practice, would typically 

explain why that is the correct approach
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Governance Best Practices – Examples 

26Energizer Holdings Qualcomm



Drafting Trends: Pay Mix Comparison

• Typically sets out proportion of compensation elements and a comparison of 

fixed to at-risk pay, in graphical form

• CEO vs. average of other NEOs

• Pie chart—communicates information quickly and visually

• Be clear about which elements are considered “at-risk” and whether anything 

(or anyone) is being excluded 
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Pay Mix Comparison – Examples 

28Southwestern Energy Corp. AT&T Inc.



Drafting Trends: Forward-Looking Disclosure

• Consider requirement to provide disclosure outside of the prior fiscal year if material to an 

investor’s understanding of that year’s compensation

• May voluntarily include disclosure about positive and/or responsive changes to the 

compensation program going forward

• Say-on-pay vote is generally backwards-looking, but companies leverage forward-looking 

disclosure to demonstrate responsiveness, given that change is not always immediate

• Examples:

• Base salary changes

• New or rebalanced performance metrics (or shift to greater proportion of performance-based 

compensation vs. time-based)

• Broader, shareholder-friendly changes to incentive plan design
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Forward-Looking Disclosure – Examples 

30nLIGHT, Inc. Upwork Inc.



Drafting Trends: Shareholder Engagement

• Discuss how say-on-pay vote outcomes impacted the following year’s 

compensation decisions

• Proxy advisors expect the CD&A to show board responsiveness to poor say-

on-pay support (< 70% for ISS, < 80% for Glass Lewis) and enhanced 

shareholder engagement efforts

• Details on breadth of engagement—frequency, timing, number of investors, company participants

• Specific feedback received and specific actions taken—“what we heard,” “what we did”

• Other recent compensation actions

• Enhanced engagement and corresponding disclosure may also be advisable for companies on the 

cusp of proxy advisor thresholds
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Shareholder Engagement – Examples 

32Paycom Software, Inc. Lennox International Inc.



Drafting Trends: Performance Measures and 
Results

• Heightened interest in specific performance measures used in short- and 

long-term incentive programs, how actual performance compares to targets, 

and how payouts are derived based on results

• Level of detail will vary depending on program complexity 

• Sensitivity around disclosure of targets—consider materiality and 

“competitive harm”

• Describe year-over-year changes to pay programs
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Performance Measures and Results – Examples

34

Chevron Corporation Salesforce, Inc.



Drafting Trends: Executive Leadership Changes

• Consider including brief, high-level summary of leadership 

changes, especially if significant turnover during the fiscal year

• Determination of compensation levels and elements for newly 

hired/promoted NEOs

• Special severance/transition arrangements

• Provide rationale for compensation packages and emphasize 

alignment with shareholder interests

35



Executive Leadership Changes – Examples

36

Gap Inc.
Starbucks Corporation



Practical Tips for Proxy Season



Establishing a Functional Process

• Especially when drafting a CD&A for the first time—develop process and timeline early on

• Consider internal and external stakeholders

• Legal

• HR

• Accounting/Finance

• Investor Relations

• Outside advisors (outside counsel, compensation consultant)

• Who will be responsible for overseeing the process?

• How involved will the Compensation Committee be in the CD&A drafting process? When will 

the Compensation Committee sign off on inclusion of the CD&A in the proxy statement?
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Drafting Notes

• “Plain English” requirement

• Avoid legalese

• Importance of headers, bullet points, and short paragraphs

• Clear, concise, transparent narrative supplemented with tables and charts—

streamline 

• Anticipate shareholder questions—ask what is missing to understand bigger 

picture
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HCM Basics



Current Human Capital Disclosure Requirements

• Item 101(c)(2) of Regulation S-K: To the extent material to an understanding of the 

registrant’s business taken as a whole, provide “A description of the registrant’s human 

capital resources, including the number of persons employed by the registrant, and any 

human capital measures or objectives that the registrant focuses on in managing the 

business (such as, depending on the nature of the registrant’s business and workforce, 

measures or objectives that address the development, attraction and retention of 

personnel).”

• Principles-based disclosure regime; not prescriptive or quantitative 

• Biggest criticism is that disclosures are hard to compare across companies given that companies determine 

what is material 

• Rule became effective in 2021



More HCM Disclosures Coming?

• SEC has been considering enhanced HCM disclosures since 2021

• Current reg-flex agenda shows proposed HCM proposal in April 2024

• SEC Investor Advisory Committee September 2023 recommendations:

• Number of employees, broken down by full-time, part-time and gig workers

• Turnover or comparable workforce stability metrics

• Total cost of workforce, broken down by components of compensation

• Workforce demographic data

• Narrative disclosure in MD&A, including how labor practices, compensation incentives and 

staffing fit within overall strategy
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Tips for Drafting Effective HCM Disclosure

• Crafting human capital management disclosure is an industry- and company-specific 

exercise 

• Process should be cross-functional, starting with management and board view, and involving 

other departments within the company for input

• Start with a wide view, then narrow in:

1. Gather input on all possible HCM topics

2. Scope disclosure to those topics that are considered by multiple groups to be important to the 

business

3. Subject disclosure (especially quantitative disclosure) to disclosure controls and procedures that 

are required to make sure all information is reported accurately and timely

4. Iterate on the disclosure, as business priorities evolve

• Disclosures should be reviewed with Board or Board committee tasked with HCM oversight



Questions to Inform Possible Disclosure Topics

Questions to Ask

Management 

and Board

• What metrics does management track and review with respect to human capital (e.g. attrition, engagement/satisfaction, pay equity, 

etc.)?  

• What metrics are reported to the board?

• What do management and the board view as the most critical initiatives and practices when it comes to the company’s human capital 

resources? 

• Has the company reviewed the human capital issues prioritized in ESG reporting frameworks (e.g. SASB) or rankings (e.g. MSCI)?

• What areas of focus have been highlighted in shareholder engagement meetings?

Human 

Resources

• What metrics is HR tracking when it comes to human capital (pay ratios, attrition rates, internal hire rates, engagement/employee 

survey feedback)

• What benefits, programs and initiatives does HR view as the most critical when it comes to the company’s human capital?

Existing 

Disclosure

• What is the company already saying in its public filings (e.g., prior Form 10-K’s, proxy statement, etc.) about human capital 

management, diversity, equity and inclusion, etc.?

• What does the company say on its website about benefits, compensation, culture, or otherwise to attract new talent?

• Do prior year human capital management disclosures remain relevant?  Consider reviewing industry peer disclosures.

• What progress has been made against human capital management objectives set and previously disclosed?



Evolution of HCM Disclosures



Evolution of HCM Disclosures in Form 10-Ks
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Evolution of HCM Disclosure in Proxy Statements
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• SEC rule changes mandating disclosure 

in the 10-K have precipitated additional 

HCM disclosure in proxy statements 

• Increased disclosure included topics 

such as employee health and safety, 

talent management and development, 

employee engagement and pay equity.

• The last several years have also seen 

an increase in quantitative HCM metrics, 

including: percentage of employees who 

are women or people of color; corporate 

initiatives to improve gender and ethnic 

diversity in the workforce; and 

information on employee turnover and 

retention rates



HCM Disclosure in Proxy Statements
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Analog Devices, Inc. Bank of America Corporation



HCM Disclosure Topic: Diversity, Equity & Inclusion
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• Disclosure of diversity or related initiatives 

has become increasingly prevalent, with 

proxy statement disclosures generally being 

much more robust than their Form 10-K 

counterparts

• Renewed investor focus on EEO-1 data has 

also resulted in an increase in disclosure of 

such data, either in the proxy statement or in 

a separate report that is mentioned in the 

proxy statement.



HCM Disclosure Topic: Diversity, Equity & Inclusion
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HCM Disclosure Topic: Diversity, Equity & Inclusion
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Ally Financial Inc. Devon Energy Corporation



HCM Disclosure Topic: Diversity, Equity & Inclusion
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Eventbrite, Inc. Invesco Ltd



Questions?


