
 

 

 

October 30, 2014 
 
Global Policy Board 
Institutional Shareholder Services Inc. 
702 King Farm Boulevard 
Suite 400 
Rockville, MD 20850 
 
Re:  2015 Proxy Voting Policies 
 
Dear Members of the Policy Board: 
 
The Society of Corporate Secretaries and Governance Professionals is a professional 
membership association of approximately 3,200 corporate secretaries, in-house counsel, 
outside counsel and other governance professionals.  We appreciate the opportunity to 
participate in the ISS policy review process, including the opportunity to comment on the 
recently proposed revisions to the ISS voting policies.  However, we note that the two week 
period provided for comments is not adequate for shareholders, companies and others to fully 
consider and respond to the impact of the proposed changes, particularly for our organization 
in that we are writing on behalf of many members.   
 
For the reasons described below, we have significant concerns regarding ISS’s proposed voting 
policy standard changes on proposals relating to imposition of an independent board chair, and 
believe that ISS should drop or delay the proposed changes.  We also have a number of 
comments and suggestions on ISS’s proposed Equity Plan Scorecard voting policy. 
 
Independent Chair Shareholder Proposals 
 
The Society believes that ISS’s current voting policy on independent chair proposals should be 
maintained.  We believe the proposed revision to the policy lacks a rationale or guiding 
principle.  The proposed change to a “holistic” approach, which ISS states would result in ISS 
supporting a larger percentage of independent chair proposals, appears to reflect an 
unsubstantiated bias in favor of an independent chair board structure.  We believe this is 
inconsistent with the voting policies of many institutional shareholders, and would substitute 
ISS’s judgment for the judgment of independent directors as to how best to manage the 
board’s own operations.   
 
ISS has not offered any explanation as to why it believes that its current voting policy on 
independent chair proposals should be revised.  While we recognize that some shareholders 
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view an independent chair as a “best practice,”1 this is not a universally held view.  There is, at 
best, inconclusive academic support for the proposition that independent chairs enhance 
shareholder value, and a recent study concluded that “the lack of an evident relationship 
between board leadership structure and firm performance exhibits ‘a level of consistency … 
unusual in any literature.’”2  One study of almost 2,000 companies found that the operational 
needs and governance features of individual companies, as well as CEO traits, influence the 
choice of board leadership structure and determine whether that structure is beneficial for the 
company.  That study concluded that mandating the separation of the chair and CEO roles “may 
be counterproductive. . . .”3  Consistent with the academic studies, many large shareholders 
routinely vote against independent chair proposals.  Over the past two years, in those 
situations when ISS supported an independent chair proposal, holders of a majority of those 
companies’ shares nonetheless voted against the proposal in the vast majority of cases.4  Thus, 
any move to increase the instances in which ISS supports such proposals will run contrary to 
empirical evidence and to existing voting patterns.   
 
Shareholder proposals seeking to mandate an independent chair structure need to be carefully 
evaluated due to their unique nature.  Many corporate governance shareholder proposals – 
such as proposals allowing shareholders’ to call a special meeting or those seeking to declassify 
a board of directors – relate to the relationship between shareholders and directors and the 
                                                      
1 While independent chair proposals were the most prevalent subject for shareholder proposals in 2014, 
more than half of them submitted for the 2014 proxy season were proposed by only two individuals:  John 
Chevedden and Gerald Armstrong, and persons associated with them.   
2 Ryan Krause & Matthew Semadeni, Apprentice, Departure, and Demotion: An Examination of the Three 
Types of CEO-Board Chair Separation, Academy of Management Journal, Vol. 56, No. 3, 805, at 807 (June 2013); 
Krause & Semadeni, CEO-Board Chair Separation: If it Ain’t Broke, Don’t Fix It, Director Notes (Conference Board) 
(June 2013)(“From our perspective, it appears that boards are acquiescing to outside pressure from activist 
investors or corporate governance watchdogs to separate the CEO and chairperson positions because it is “best 
practice.” Based on the evidence from our study, we believe this approach is a mistake. While CEO-board chair 
separation can be beneficial if conducted properly and under the right circumstances, it can be detrimental to 
performance, akin to taking medicine when you are not sick, if undertaken without considering performance. ”).  
See also Chia-Wen Chen, J. Barry Lin and Binsheng Yi, CEO Duality and Firm Performance – An Endogenous Issue, 6 
Corporate Ownership & Control (2008). 
3   Olubunmi Faleye, Does One Hat Fit All?  The Case of Corporate Leadership Structure, Journal of 
Management & Governance, Vol. 11, No. 3, 239 , at 239 & 256-57 (Sept. 2007).  We note that the Quigley and 
Hambrick study cited by ISS demonstrated that companies with a person other than the former CEO as chair did 
not perform better than companies where a new CEO was also appointed to serve as chair.  Moreover, the study 
was limited to one industry group and concluded, “As provocative as these results are, we do not want to 
overstate them…. Moreover, the pattern might not occur in more stable industries.”  Quigley, Timothy J. and 
Hambrick, Donald C., When the Former CEO Stays on as Board Chair: Effects on Successor Discretion, Strategic 
Change, and Performance (December 6, 2010), Strategic Management Journal, 33: 834, at 855-56 (July 2012).   
4 In the 2014 proxy season, only 4 of the 30 independent chair shareholder proposals that ISS supported 
were supported by a majority of the votes cast.  In the 2013 proxy season, only 5 of the 31 independent chair 
shareholder proposals that ISS supported were supported by a majority of the votes cast. 
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ability of shareholders to exercise their voting rights.  However, independent chair proposals 
seek to override the determination made by a board – typically controlled by an overwhelming 
majority of independent directors – as to the best structure for the board’s own effective 
operation.  U.S. corporate boards are well aware that there are three structures available to 
them to ensure independence in board leadership: an independent chair, a combined 
chair/CEO with an independent lead5 director, and a non-CEO/non-independent chair with an 
independent lead director.  Proxy voting policies of some of the largest institutional 
shareholders recognize the lead independent director role as an effective alternative to an 
independent chair,6 and there are increasing examples of boards effectively shifting among 
these alternatives from time-to-time based on their own assessments of their needs.    Absent 
clear evidence that the leadership structure that a board has chosen does not empower board 
independence and is not providing effective oversight of the CEO and management, we believe 
that ISS should defer to boards’ own decisions as to their optimal operational structure.   
 
The Society believes that the new factors that ISS proposes to consider in evaluating 
independent chair proposals are not appropriate or justifiable.  As compared to ISS’s proposed 
new voting policy, the Society believes that ISS’s existing voting policy generally is better 
designed to focus on the structural and operational aspects of a company’s governance and 
board leadership structure while preserving the flexibility to consider governance concerns.  
The Society also believes that transparency and consistency in how ISS applies its voting policy 
on this topic is crucial, and therefore that ISS should maintain a clearly stated policy on when it 
will and will not support an independent chair shareholder proposal.  In this regard, we address 
ISS’s current policy and the additional factors that ISS has proposed to consider below.   
 

                                                      
5 Our references to a “lead” director also encompass the role of a “presiding” director, since the 
responsibilities assigned to that person, and not the title, are the critical factors to consider.   
6 Even institutions that express a preference for an independent chair often will support a lead 
independent director leadership structure.  See BlackRock, Proxy Voting Guidelines for U.S. Securities, at 6 
(April 2014) (“Where the chairman is also the CEO or is otherwise not independent[,] the company should have an 
independent lead director.  The role of this director is to enhance the effectiveness of the independent members 
of the board through shaping the agenda, ensuring adequate information is provided to the board and 
encouraging independent participation in board deliberations.  The lead independent board director should be 
available to shareholders where they have concerns they wish to discuss.”); Vanguard Group, Our governance and 
executive compensation principles (website posting as of June 2014) (“In those cases where the board chair is not 
independent, we believe that it is important for there to be an element of independent leadership on the board, in 
the form of a lead or presiding director.”); Hermes Equity Ownership Services, Corporate Governance Principles: 
United States of America (March 2014) (“Hermes EOS on a case-by-case basis, may support boards where one 
individual holds both roles providing a permanent lead director is appointed and that person has clearly defined 
responsibilities, including a significant role in establishing board meeting agendas, in board evaluation and 
succession planning. This helps to ensure that the independent directors are satisfied with the performance of the 
CEO. The lead director should also have the ability to call meetings of the board, which is of particular importance 
in situations in which the board wishes to remove the chair/CEO from one or both positions.”) 
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ISS’s Current Policy.  We believe the factors currently evaluated by ISS – the presence of a large 
number of independent directors, all-independent directors on key board committees as 
mandated by stock exchange listing standards, and the presence of an independent lead 
director with clearly delineated duties – are appropriately focused on assessing whether a 
board has a leadership structure in place to ensure independence and effective oversight of 
management.  We note that many companies currently disclose, either in their proxy 
statements pursuant to SEC-mandated disclosures regarding the board leadership structure or 
in their board governance guidelines, that their independent directors periodically discuss their 
leadership structure and are free to vary that structure from time-to-time as the board 
determines.  Companies also increasingly disclose that their independent lead directors fulfill 
responsibilities that go beyond those that ISS has identified as appropriate.  Thus, we believe 
that there are appropriately robust discussions and disclosures around the leadership structure 
that company boards have implemented, and that ISS’s existing voting standards appropriately 
recognize current governance practices.   
 
We note that one factor currently considered by ISS – whether a company has “any problematic 
governance issues” – is somewhat subjective and currently provides ISS an opportunity for 
consideration of whether there are other events or situations that call for supporting an 
independent chair proposal.  However, we understand that this factor is currently applied when 
there is a clear failure in independent board leadership and oversight.  In contrast, as discussed 
below, we do not believe that the additional factors ISS has proposed under its revised policy 
correlate to independent board leadership or effective board oversight.   
 
Absence/Presence of an Executive Chair.  ISS asserts that “it is debatable whether a lead 
independent director can act as an effective counterbalance to both a CEO and an executive 
chair.”  We are not aware of any support for this assertion, and ISS cites none.  In fact, 
situations involving a non-CEO executive chair have been included in many studies on board 
leadership structure.  As noted above those studies do not support ISS’s assertion.  Nor is it 
intuitive that a board which satisfies ISS’s existing voting policy standard, including having at 
least two-thirds independent directors, would cease to operate independently as a result of 
having the CEO and board chair split between two executives.  We believe there are many 
situations in which a board may choose to have a non-CEO executive chair that manifest the 
operation of an independent board exercising appropriate oversight.  One common situation 
where this may arise is the context of effective succession planning by a board, where a board 
requests that a retiring CEO serve as board chair for a one- or two-year period to promote a 
smooth transition.7  This situation also may arise as a result of a board recognizing that a non-
CEO executive chair has particular skills or knowledge determined to be significant for the 

                                                      

7 The fact that this practice is not universal indicates that independent directors are making case-by-case 
decisions as to whether retaining a former CEO on the board is in the best interests of the company.   
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board’s leadership.8  In short, no case has been made that this situation is symptomatic of a 
non-functioning independent lead director or other board governance dysfunction, and we 
therefore believe it would be inappropriate for ISS to include this factor as a criterion in 
assessing independent chair proposals.  
 
Recent Board and Executive Leadership Transitions at the Company.   ISS has not disclosed why 
it believes this criterion is relevant to an evaluation of independent chair proposals, but notes 
that “[r]ecent high-profile board leadership changeovers at Hewlett-Packard and Bank of 
America may focus investors’ attention on directors’ decisions to revert to a combined 
CEO/chair role after years of independent leadership.”   We do not believe that ISS has a better 
perspective on how a board’s leadership should be structured in these situations than the view 
of a majority of the board’s independent directors.  Instead, the decision by a majority of 
independent directors to move from an independent chair to a combined CEO/chair should be 
viewed as a manifestation of the board’s decision that it can continue to operate independently 
and can be more effective with this alternative structure.  Moreover, as discussed above, 
pursuant to SEC-mandated disclosure requirements many companies disclose that their 
independent directors periodically assess their board leadership structure and select the 
structure that at the time is viewed as most appropriate and effective.  We strongly believe that 
it is not appropriate for ISS to apply different standards to companies that have had an 
independent chair than it applies to those that have not ever operated under an independent 
chair.  Boards should put in place the leadership structure based on what they determine to be 
best at that particular time.         
 
Director/CEO Tenure.  Again, ISS has not disclosed why it believes this criterion is relevant or 
how it proposes to take this factor into account.  We are concerned that ISS is proposing to take 
into account a topic – director tenure – the relevance of which is questionable and only recently 
being debated in the U.S.  Based on our members’ experience, we support the view that long-
term directors are often particularly well-positioned to operate independently and provide 
effective oversight of the CEO, regardless of a board’s leadership structure. 
 
Five-Year TSR.  The Society does not believe it appropriate for ISS to consider total shareholder 
return (“TSR”) in evaluating independent chair proposals.  TSR is not necessarily indicative of 
board governance or leadership concerns, for the simple fact that so many factors can affect 
relative TSR.  In this respect, the studies cited above indicate that there is no correlation 
between TSR and the presence of either a chairman who also serves as CEO or an independent 
chairman.  Accordingly, we believe that TSR should not be a factor when assessing independent 
chair proposals.  However, if ISS determines to retain TSR as a factor that it considers, we 

                                                      

8 Importantly, the Quigley and Hambrick study cited by ISS controlled for only whether the former CEO 
served as executive chair and stated, “it is noteworthy that our control for ‘other chair,’ or instances in which 
someone other than the predecessor or successor was chair, did not exhibit a constraining effect on change.” 



Institutional Shareholder Services Inc. 
October 30, 2014 
Page 6 

 

 

generally support five-year TSR because of its focus on longer-term performance, although in 
cases where CEO tenure is shorter than five years we believe ISS should take that into account.   
 
To summarize: We ask that the Global Policy Board reject the proposed policy change or delay 
the policy change until ISS has provided a rationale for the change and explanation for why 
additional factors are considered relevant.  
 
Equity Plan Scorecard 
 
The Society believes that greater transparency is needed around ISS’s proposal to recommend 
votes on equity plan proposals based on an Equity Plan Scorecard model (the “Scorecard”) and 
that certain of the Scorecard factors should be omitted or de-emphasized. We recognize that 
equity plan proposals involve a wide variety of arrangements and contexts.  The Society 
therefore supports proxy voting standards that provide greater flexibility to accommodate such 
differences.  While we are unable to specifically endorse ISS’s proposed Scorecard based on the 
limited information that ISS has publicly disclosed to date, we have comments on the manner in 
which the Scorecard voting policy is implemented, and to whether certain of the factors are 
appropriate considerations for equity plan voting determinations.   
 
Implementation of the Scorecard Voting Policy.  As explained by ISS, the Scorecard model 
considers a range of positive and negative factors regarding a company’s proposed equity plan 
and equity compensation practices to evaluate equity incentive plan proposals, instead of a 
series of "pass/fail" tests as applied under ISS’s current policy. The factors are broadly 
categorized under “Plan Cost,” “Plan Features” and “Grant Practices.”  Under this approach, ISS 
reports that its intention is that voting recommendations on equity plan proposals “will largely 
be based on a combination of factors,” although “some highly egregious features will continue 
to result in negative recommendations regardless of other factors.” 
 
As noted above, we believe that transparency in voting policies is a key element to supporting 
informed shareholder engagement.  This is particularly relevant for ISS’s voting policies, so that 
companies can consider elements that ISS has indicated are based on feedback from 
shareholders and other market constituents, and so that shareholders can evaluate for 
themselves whether they assign the same significance to particular factors that will be 
considered under the Scorecard.   Accordingly, ISS should provide greater clarity on how factors 
are weighted under its Scorecard (both within each of the three broad categories and as 
between the three broad categories).  Similarly, in those cases when ISS recommends a vote 
against an equity plan proposal based on its Scorecard evaluation, ISS should identify the 
negative factors given the greatest weight (as opposed to listing all negatively weighted 
factors), as well as any feature that automatically resulted in the negative recommendation, so 
that shareholders can make informed voting decisions as to whether they concur with the 
Scorecard’s methodology.   
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Given the wide diversity of equity plans and equity compensation arrangements, we believe 
that even features that ISS identifies as resulting in a negative vote should be considered on a 
facts and circumstances basis.  For example, it would not make sense to recommend votes 
against an equity plan based on its failure to specifically prohibit stock option repricing if the 
plan does not even authorize the grant of stock options.  And, an automatic single-trigger 
change in control provision may make sense in the context of a plan being adopted to provide 
equity awards to employees in a division that is expected to be sold within a few years.  
However, if ISS determines to include factors that automatically result in a negative 
recommendation under the Scorecard, we believe ISS should clearly enumerate those factors in 
advance.   
 
Scorecard Factors.  While we recognize that under the Scorecard no one factor will typically be 
determinative of ISS’s voting recommendation, we believe ISS should reconsider whether and 
how certain factors are considered.   
 
First, we are concerned that consideration of past grant practices (including past burn rate) will 
in many cases be inappropriate.  This is because equity compensation practices are constantly 
evolving.  Companies in fact frequently seek shareholder approval to amend an equity 
compensation plan or adopt a new equity compensation plan so that they can change their 
grant practices going forward.  For example, companies that have granted only employee stock 
options in the past may be seeking to obtain greater flexibility to grant performance-based or 
time-vested full value awards.  In these contexts, companies often seek approval for plans that 
will provide a sufficient number of shares to support their equity plan program and employee 
growth over a number of years, as companies do not want to implement a new compensation 
program if, several years later, they will not have sufficient shares authorized to continue the 
program.  Thus, we generally believe that past grant practices should be given little or no 
weight under the Scorecard.  Alternatively, the weight given to past grant practices should be 
diminished when a company discloses in the context of seeking shareholder approval of an 
equity plan proposal that it intends to adopt different grant practices going forward.   
 
Similarly, the Society believes that the Scorecard should be sufficiently nuanced to take into 
account information that companies may disclose that is relevant to the weight assigned to a 
particular factor.  For example, the weight afforded to consideration of post-exercise or post-
vesting share retention requirements should depend on the percentage of total direct 
compensation delivered through equity.  This is the case because some level of equity sales 
should not be viewed as problematic among companies that deliver all or a significant 
percentage of their executives’ variable compensation in the form of equity. With respect to 
consideration of minimum vesting periods for grants, identified by ISS as a factor under the 
“Plan Features” category, the Scorecard should accommodate companies’ use of equity 
compensation programs in lieu of cash-based salary and bonus arrangements, such as financial 
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institutions’ use of “salary stock,” which therefore provide for vesting over the course of or at 
the end of a year.   
 
Within the “Grant Practices” categories of factors, we question whether it is appropriate to take 
into account the most recent grants to a company’s CEO, as those grants will be a primary focus 
of a company’s management say-on-pay proposal.  Factoring those grants into the Scorecard 
double-counts the significance of past CEO equity awards and, more importantly, tends to 
convert an equity plan proposal into a second say-on-pay vote.  Likewise, while many 
companies have implemented clawback policies, we do not believe that such policies are 
necessarily relevant in the consideration of equity plan proposals, as clawback policies generally 
are not applicable to time-vested stock options and stock awards, and are not applicable to 
performance-based equity awards that are conditioned upon criteria such as TSR.   
 
To summarize: We generally support the objectives of ISS’s move to the Scorecard as a basis for 
assessing equity plan proposals.  However, we believe that transparency around the standards 
is imperative. We also believe that it is important for ISS to re-evaluate some of the factors that 
it proposes to consider, both before implementing the Scorecard voting policy and as it obtains 
more experience with the Scorecard, and to provide sufficient flexibility in the Scorecard model 
so as to accommodate the wide variety of equity plan arrangements and contexts that ISS will 
encounter and take into account company-specific factors.   
 
Thank you for the opportunity to comment on the proposed policy changes.  We would be glad 
to discuss our concerns further, and/or respond to any questions you may have. 
 
Sincerely, 
 

 
Darla C. Stuckey 
Executive Vice President & General Counsel 
 
 
 
 


