DavisPolk CLIENT MEMORANDUM

First Wave of Pay Ratio Disclosures Filed

March 7, 2018

U.S. public companies recently began disclosing their CEO-to-median employee pay ratios, as required
by the Dodd-Frank Act and Item 402(u) of Regulation S-K. It is still too early to draw conclusions, but we
outline some preliminary observations below based on our review of the pay ratio disclosure included in
35 SEC filings through February 2018. A list of these 35 companies with links to the applicable SEC filing
is included at the end of this memorandum.*

CEO-to-Median Employee Pay Ratios. The earliest pay ratios varied widely within and across
sectors. Using the Global Industry Classification Standards (GICS) to classify companies by sector, we
observed the following ranges of pay ratios:

= Financials: 1:1 — 429:1
= Health Care: 6.4:1 —388:1
= Industrials: 50:1 — 428:1
* Real Estate: 14.84:1 — 111:1
= Utilities: 55:1 —190:1
=  Energy: 0.9:1 -25:1
= Information Technology: 46:1*
= Materials: 59.6:1*
= Telecommunications Services: 85:1*
* A single ratio is provided instead of a range because only one company in the sector was identified.

Supplemental Pay Ratios. To supplement the prescribed pay ratio disclosure, nine companies
provided additional pay ratios, reflecting adjustments to certain elements of compensation and/or the
employee population used to calculate the required pay ratio, including, for example:

= Excluding special elements of CEO compensation (First Horizon, IQVIA, Teva)

= Excluding elements of compensation for both CEO and median employee (Cognex, Eli Lilly,
Magicjack)

= Adjusting CEO compensation to annualize compensation after an internal mid-year promotion
(Popular) and to value performance awards at target vs. maximum (IQVIA)

= Including U.S. employees only (AES, IQVIA)

= Including realized pay only (AES)

= Reflecting the effect of “add backs” for health and dental benefits (Fastenal)

The supplemental pay ratios disclosed by most companies had the effect of lowering the ratio. That said,
some companies provided higher supplemental pay ratios (Eli Lilly, Popular).

! For additional background on the pay ratio disclosure rule, please see our previous client memoranda —
and
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Add Backs. The pay ratio disclosure rule permits a company to “add back” certain compensation
elements that may be omitted from the summary compensation table. One company (Fastenal) disclosed
the use of such “add backs” — for health and dental benefits — and did so in connection with its
supplemental pay ratio.

Consistently Applied Compensation Measure (CACM). Some companies used base salary
(e.g., IQVIA, Magellan Midstream, Spirit Aerosystems) or W-2 wages (e.g., Pinnacle) as the CACM to
identify their median employee. Most opted for a “base pay plus” approach and added additional
compensation components to base salary, including, for example:

= Commissions, annual bonus, equity compensation and other incentive payments (Magicjack)
= Equity grants and non-equity incentive compensation (AES)

=  Target cash bonus (Pentair, Teva)

= Annual cash bonus and equity compensation (Apollo)

= Annual cash bonus, equity compensation and other incentive payments (Apartment Investment &
Management)

= Annual cash bonus, actual overtime, carried interest paid and equity granted (KKR)
= Bonuses earned (Carlyle)
= Bonuses and overtime paid (Honeywell)

Statistical Sampling. No companies disclosed the use of statistical sampling for purposes of
identifying their median employee.

Optional Description of Median Employee. When describing the methodology used to select the
median employee, some companies (e.g., Carlyle, Cincinnati Financial, Spirit Aerosystems) explained
why one particular individual was selected from two or more potential median employees. Other
companies provided a more detailed description of the identified median employee and his or her
particular circumstances, including, for example:

=  Whether the median employee is a full-time employee (Home Bancshares, Teva)
=  Whether the median employee is salaried or paid hourly (A.O. Smith, Teva)

= Whether the median employee received some special pay component (Eli Lilly, First Horizon,
Teva)

= The median employee’s role with the company (A.O. Smith, Home Bancshares)
= The median employee’s location (AES, A.O. Smith, Teva)

Location of Disclosure. Over half of the early filers included the pay ratio disclosure at the end of the
executive compensation section following the “potential payments upon termination or change in control”
disclosure (e.g., AES, A.O. Smith, AGNC, Apollo, Carlyle, Eli Lilly, Honeywell, IQVIA, Pentair, Pinnacle,
Spirit Aerosystems, Umpqua). Alternative placements of the pay ratio disclosure included, for example:

= After the summary compensation table (Citizens Financial, Teva)

= As part of the CD&A (Cincinnati Financial, First Defiance Financial, First Real Estate Investment
Trust of New Jersey)
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De Minimis Exemption. Seven companies utilized the de minimis exemption to exclude portions of
the companies’ non-U.S. employees in anywhere from one to 27 countries (A.O. Smith, Eli Lilly, Fastenal,
Honeywell, IQVIA, Pentair, Teva).

Data Privacy Exemption. No companies disclosed the use of the data privacy exemption.

COLA Adjustments. No companies disclosed the use of cost of living adjustments.

Pay Ratio Disclosure Reviewed

CORP (PRE14A)

BANC CORP (PRE 14A)

AES CORP (PRE14A) DORCHESTER HOME BANCSHARES PINNACLE FINANCIAL
MINERALS, LP INC (DEF14A) PARTNERS, INC
(PRE14A) (PRE14A)
A.O. SMITH CORP ELILILLY & CO HONEYWELL POPULAR, INC
(DEF14A) (PRE14A) INTERNATIONAL INC (PRE14A)
(PRE14A)
AGNC INVESTMENT FARMERS NATIONAL INVIVO THERAPEUTICS | PROTALIX

HOLDING COMPANY
(FORM S-1)

BIOTHERAPEUTICS,
INC (PRE14A)

APARTMENT
INVESTMENT &
MANAGEMENT CO
(PRE14A)

FASTENAL CO
(DEF14A)

IQVIA HOLDINGS INC
(DEF14A)

RLI CORP (PRE14A)

APOLLO GLOBAL
MANAGEMENT, LLC

FIRST DEFIANCE
FINANCIAL CORP (PRE

KKR & CO. LP (FORM
10-K)

SPIRIT AEROSYSTEMS
HOLDINGS, INC

(FORM 10-K) 14A) (PRE14A)
CARLYLE GROUP LP FIRST HORIZON MAGELLAN TENNANT CO (PRE
(FORM 10-K) NATIONAL CORP MIDSTREAM 14A)

(PRE14A) PARTNERS, LP

(DEF14A)

CINCINNATI FINANCIAL | FIRST MID ILLINOIS MAGICJACK TEVA
CORP (PRE14A) BANCSHARES INC VOCALTEC, LTD PHARMACEUTICAL

(PRE14A) (DEFM14A) INDUSTRIES LTD

(FORM 10-K)

CITIZENS FINANCIAL
SERVICES INC

FIRST REAL ESTATE
INVESTMENT TRUST

OTTER TAIL CORP
(DEF14A)

UMPQUA HOLDINGS
CORP (PRE14A)

(PRE14A)

TECHNOLOGIES INC
(PRE14A)

(PRE14A) OF NEW JERSEY
(DEF14A)
COGNEX CORP GCP APPLIED PENTAIR PLC (PRE14A)

Davis Polk & Wardwell LLP


https://www.sec.gov/Archives/edgar/data/874761/000087476118000016/a2018proxystatement.htm
https://www.sec.gov/Archives/edgar/data/1172358/000143774918003337/dmlp20180223_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1172358/000143774918003337/dmlp20180223_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1331520/000119312518060936/d521986ddef14a.htm
https://www.sec.gov/Archives/edgar/data/1331520/000119312518060936/d521986ddef14a.htm
https://www.sec.gov/Archives/edgar/data/1115055/000111505518000007/pnfpdef14a.htm
https://www.sec.gov/Archives/edgar/data/1115055/000111505518000007/pnfpdef14a.htm
https://www.sec.gov/Archives/edgar/data/91142/000119312518062086/d519766ddef14a.htm
https://www.sec.gov/Archives/edgar/data/59478/000005947818000101/prelimproxy2018.htm
https://www.sec.gov/Archives/edgar/data/59478/000005947818000101/prelimproxy2018.htm
https://www.sec.gov/Archives/edgar/data/773840/000093041318000526/c89618_pre14a.htm
https://www.sec.gov/Archives/edgar/data/773840/000093041318000526/c89618_pre14a.htm
https://www.sec.gov/Archives/edgar/data/763901/000119312518061054/d471942dpre14a.htm
https://www.sec.gov/Archives/edgar/data/763901/000119312518061054/d471942dpre14a.htm
https://www.sec.gov/Archives/edgar/data/1423689/000119312518054164/d522653dpre14a.htm
https://www.sec.gov/Archives/edgar/data/1423689/000119312518054164/d522653dpre14a.htm
https://www.sec.gov/Archives/edgar/data/709337/000119312518064222/d499406dpre14a.htm
https://www.sec.gov/Archives/edgar/data/709337/000119312518064222/d499406dpre14a.htm
https://www.sec.gov/Archives/edgar/data/1292519/000110465918004326/a18-3643_1s1.htm
https://www.sec.gov/Archives/edgar/data/1292519/000110465918004326/a18-3643_1s1.htm
https://www.sec.gov/Archives/edgar/data/1006281/000114420418010571/tv486790_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1006281/000114420418010571/tv486790_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1006281/000114420418010571/tv486790_pre14a.htm
https://www.sec.gov/Archives/edgar/data/922864/000119312518058599/d490572dpre14a.htm
https://www.sec.gov/Archives/edgar/data/922864/000119312518058599/d490572dpre14a.htm
https://www.sec.gov/Archives/edgar/data/922864/000119312518058599/d490572dpre14a.htm
https://www.sec.gov/Archives/edgar/data/815556/000081555618000013/fast2018def14a.htm
https://www.sec.gov/Archives/edgar/data/1478242/000119312518064494/d512199ddef14a.htm
https://www.sec.gov/Archives/edgar/data/84246/000155837018000959/pre14a.htm
https://www.sec.gov/Archives/edgar/data/1411494/000141149418000010/apo-1231201710k.htm
https://www.sec.gov/Archives/edgar/data/1411494/000141149418000010/apo-1231201710k.htm
https://www.sec.gov/Archives/edgar/data/946647/000114420418011716/tv487173_pre14a.htm
https://www.sec.gov/Archives/edgar/data/946647/000114420418011716/tv487173_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1404912/000140491218000005/kkr-2017123110xk.htm
https://www.sec.gov/Archives/edgar/data/1364885/000130817918000014/lspr2018_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1364885/000130817918000014/lspr2018_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1527166/000152716618000008/cg2017123110-k.htm
https://www.sec.gov/Archives/edgar/data/36966/000093041318000536/c90447_pre14a.htm
https://www.sec.gov/Archives/edgar/data/36966/000093041318000536/c90447_pre14a.htm
https://www.sec.gov/Archives/edgar/data/1126975/000112697518000073/proxy2018.htm
https://www.sec.gov/Archives/edgar/data/1126975/000112697518000073/proxy2018.htm
https://www.sec.gov/Archives/edgar/data/1126975/000112697518000073/proxy2018.htm
https://www.sec.gov/Archives/edgar/data/97134/000104746918001162/a2234683zpre14a.htm
https://www.sec.gov/Archives/edgar/data/20286/000002028618000015/preliminaryproxystatement-.htm
https://www.sec.gov/Archives/edgar/data/20286/000002028618000015/preliminaryproxystatement-.htm
https://www.sec.gov/Archives/edgar/data/700565/000070056518000028/pre14a2018proxy.htm
https://www.sec.gov/Archives/edgar/data/700565/000070056518000028/pre14a2018proxy.htm
https://www.sec.gov/Archives/edgar/data/1005699/000117891318000430/zk1821125.htm
https://www.sec.gov/Archives/edgar/data/1005699/000117891318000430/zk1821125.htm
https://www.sec.gov/Archives/edgar/data/818686/000119312518039076/d529462d10k.htm
https://www.sec.gov/Archives/edgar/data/818686/000119312518039076/d529462d10k.htm
https://www.sec.gov/Archives/edgar/data/818686/000119312518039076/d529462d10k.htm
https://www.sec.gov/Archives/edgar/data/739421/000073942118000007/prelimproxy.htm
https://www.sec.gov/Archives/edgar/data/739421/000073942118000007/prelimproxy.htm
https://www.sec.gov/Archives/edgar/data/36840/000117494718000267/def14a-19487_frevs.htm
https://www.sec.gov/Archives/edgar/data/36840/000117494718000267/def14a-19487_frevs.htm
https://www.sec.gov/Archives/edgar/data/36840/000117494718000267/def14a-19487_frevs.htm
https://www.sec.gov/Archives/edgar/data/1466593/000119312518062384/d528301ddef14a.htm
https://www.sec.gov/Archives/edgar/data/1077771/000107777118000039/umpqpre14a2018proxystateme.htm
https://www.sec.gov/Archives/edgar/data/1077771/000107777118000039/umpqpre14a2018proxystateme.htm
https://www.sec.gov/Archives/edgar/data/851205/000119312518061203/d523299dpre14a.htm
https://www.sec.gov/Archives/edgar/data/1644440/000164444018000014/proxydraft2018.htm
https://www.sec.gov/Archives/edgar/data/1644440/000164444018000014/proxydraft2018.htm
https://www.sec.gov/Archives/edgar/data/77360/000007736018000010/a2018definitiveproxy.htm

Davis Polk

If you have any questions regarding the matters covered in this publication, please contact any of the
lawyers listed below or your regular Davis Polk contact.

Jeffrey P. Crandall 212 450 4880
Edmond T. FitzGerald 212 450 4644
Kyoko Takahashi Lin 212 450 4706
Jean M. McLoughlin 212 450 4416
Sarah K. Solum 650 752 2011
Veronica M. Wissel 212 450 4794
Ning Chiu 212 450 4908
Alicyn L. Gilbert 212 450 3289
R. Scott Matarese 212 450 3076
Travis Triano 212 450 3096
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