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CEO Pay Ratio Rule Compliance: Here's How  

 

Key Takeaways from Society for Corporate Governance Member Teleconference 

August 2, 2017 

 

1. Cross-Functional Working Group: If you have not already done so, it’s important to build 

a cross-functional team as soon as possible to tackle your CEO pay ratio calculation and 

disclosure requirements.  Consider including representatives from Legal, HR, IT, IR and 

corporate communications functions in the process.  

 

For companies without a global HR system, enlisting the help of your local HR and tax 

reporting colleagues early and often is important. Solicit their input on the accessibility of 

complete and accurate compensation data to select a compensation measure. Deputize HR 

colleagues to compile data locally and to help work through data privacy issues with data 

gathering and analysis at the corporate level. 

 

2. Conduct a Dry-Run: Conduct a dry-run of the process to identify your median employee 

and calculate your ratio. Most companies will need to make several interpretations and 

decisions when going through the process that should be considered in advance. For 

example, if currency conversion is needed, using an average rate may be more 

appropriate/representative than a spot rate. Using a spot rate could create major distortions 

given currency volatilities in the current environment. 

 

3. Document Your Process: Importantly, document your complete process to support the 

company's disclosure, which is covered by the CEO/CFO SOX certifications, and so the 

process can be replicated consistently in future years. 

 

4. Is My CACM your CACM?: While the SEC rules provide flexibility in which consistently 

applied compensation measure (CACM) may be used to determine the median employee, for 

larger companies the most common CACMs are likely to be base salary, “taxable wages” as 

defined by the local law of each country, or “cash compensation,” depending on which of 

these numbers is more readily available. 

 

5. Consider (Re-Consider) Use of Statistical Sampling: If you are not already planning to 

utilize statistical sampling to identify your median employee, consider conducting a dry-run 

using both full data and statistical sampling. Initially, many companies believed that the costs 

and burdens of statistical sampling would outweigh considering this approach. But depending 

on the nature of your employee workforce, statistical sampling may be valuable in reducing 

“noise” and identifying an employee who is truly representative of the median of the 

employee population—which could make it easier to “tell your pay ratio story.” Sampling 

can also be used as a “test” of the calculation using full data. Note, however, that statistical 

sampling may not save a significant amount of time or effort - at least when conducting 

initial calculations.  
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6. Choose Your Determination Date Wisely: Where seasonality is not a factor, the most 

important consideration is to select a date that allows ample time to gather the data and run 

and review the calculations before year-end when other matters typically already create a 

timing crunch for companies and boards. For year-end companies, this may mean October 1 

or 31. Different considerations will be in play if a company has a large number of seasonal 

employees (at year-end or another time in the year). 

 

7. Privacy Exemption of Limited Help: While the privacy exemption may be utilized in some 

specific situations, the consensus is that most data privacy laws do not prohibit the 

transmission and disclosure of employee data (especially when anonymized). However, don’t 

forget to make sure you comply with local laws when transmitting employee compensation 

information.  

 

8. Map Out a Compliance Timeline: Be sure to build in sufficient time in your data collection 

process to appropriately “scrub” the data. Depending on the nature of your employee 

populations and HR systems, you may need to communicate with payroll managers in 

multiple jurisdictions to pull and review data, often from multiple sources for different 

compensation elements. It will take time to confirm that consistent data is being provided 

from all jurisdictions and that appropriate adjustments are being made (e.g., COLA, currency 

exchange rates, annualization of salaries). 

 

9. Proxy Disclosure – How Much is Enough?: Providing the SEC-required disclosure 

(including calculation methodology and any material assumptions, adjustments or estimates) 

may be sufficient.  However, in some or perhaps many circumstances, it may be advisable to 

include additional disclosure (beyond what is required by SEC rules) that provides context 

for the ratio or supplemental information and/or, in some cases, companies may decide to 

provide an additional, supplemental ratio. For example, a multinational company with a 

“higher” ratio within its industry may want to also include a ratio that represents a 

comparison only to U.S. employees. 

 

10. Location and Context Matter: Consider whether to include the pay ratio disclosure within 

or outside the CD&A in your proxy statement. While many companies are still considering 

the appropriate location, it appears most companies will include this disclosure outside the 

CD&A. Unless the compensation committee has taken into account the CEO pay ratio when 

setting NEO pay, it is not necessary to include the ratio in the CD&A and subject it to the 

compensation committee report certification requirement. 

 

11. Prepare an Employee Communication Plan (in addition to media plan): All companies 

should consider and be prepared for media inquiries and potential publicity about their CEO 

pay ratio. In addition, consider how your employees will react to the pay ratio disclosure. 

While some companies may take a proactive communication approach, many will likely 

prepare HR, IR and other groups with FAQs to address employee questions. If you believe 

your ratio will be perceived by various stakeholders as "high," it may be helpful to provide a 

communication that will provide context about what the ratio reflects. For example, in a 

largely part-time workforce with international operations, explaining how the pay ratio was 

calculated and what it includes may help employees' understanding. Be prepared to answer 

questions, including from employees below the "median employee."  
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12. Review with Senior Management and the Board: Senior management and the board 

should be alerted to what is being done to comply with the CEO pay ratio rule and given the 

opportunity to review any key testing, disclosure or messaging issues, particularly for 

companies that anticipate atypical or unique employee, investor or public relations issues.  

This should be done before the draft 2018 proxy statement is sent to senior management and 

the board for their final review. Some companies are vetting draft sample CEO pay ratio 

disclosure with their senior management and compensation committees in early/mid Q4 

before the crush of year-end matters. 

 

13. Don’t Be an Outlier (Unnecessarily): While CEO pay ratios are likely to diverge widely 

based upon different company employment practices, work force locations, local welfare 

schemes, etc., companies should assess the employment facts and compensation practices of 

companies in their peer groups to anticipate any possible anomalies in their situations that 

may deserve special analysis or explanation.  Companies should continue to work together 

through the Society and otherwise to develop consensuses on key issues and approaches to 

calculating, disclosing and messaging their ratios.   

 


