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Holding Steady with Say on Pay

In contrast to the mandatory (but non-binding) advisory votes on executive compensation (“Say on Pay”
votes) in the U.S., Say on Pay remains voluntary in Canada. Close to 80% of the S&P/TSX 60 companies
have a Say on Pay vote — a level that has remained fairly stable for the last few years. The S&P/TSX 60
companies that have not adopted Say on Pay are generally closely held or controlled companies.

Participation rates among the broader S&P/TSX Composite companies are continuing to increase, to
approximately 56% of Composite companies so far in 2016 (up from 48% in 2015). Overall participation by
Canadian companies has increased by about 20% in the last year, and we expect that rates will continue
to trend upward, particularly among mid- to large-cap companies.

2016 voting patterns among S&P/TSX 60 companies look a lot like results from 2014, with about two-thirds
of companies receiving at least 90% support. However, strong support for Say on Pay is much lower than
in 2015, due primarily to the number of proxy advisor recommendations “Against” Say on Pay. The pattern
in Canada for the last several years has been for the vast majority of companies to receive at least 70%
support. In this respect, Say on Pay in Canada is similar to what has been seen in the U.S., where 93% of
S&P 500 companies have received at least 70% support on Say on Pay through August 1, 2016.

Level of Shareholder Support for Say on Pay Proposals
Among S&P/TSX 60 Companies
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Say on Pay Failures in 2016

Last year there were three very public Say on Pay failures among S&P/TSX 60 companies — at Barrick
Gold, CIBC, and Yamana Gold. All three of those companies held Say on Pay votes again in 2016, and all
three votes passed this time, with 87% - 96% support.

In 2016 there have been two Say on Pay failures among TSX Composite companies:

B Canadian Pacific Railway just barely failed, with 49.9% of shareholders voting in favour of Say
on Pay. Proxy advisory firms Institutional Shareholder Services (ISS) and Glass Lewis both
recommended a vote “Against” Say on Pay. ISS took issue with the size of the CEQ’s pay
package compared to total shareholder return (TSR) performance and noted “significant
concerns” with the design of the incentive compensation program, including the rigour of the
annual incentive plan goals, assessment of the individual performance component for the CEO at
“Maximum”, significant compensation paid to a short service CFO, sign on awards for the new
CFO, personal use of company aircraft, and long-term award grant values that were targeted to
the 75" percentile of peer values.

B Crescent Point Energy failed by a more significant margin, with only 31% support from
shareholders. The company made changes to its program in 2014 following 2013 vote results that
were below 60% (still a passing grade, but in the “yellow card” zone of 50% - 70% support). ISS’s
“Against” vote recommendation was driven primarily by high CEO pay coupled with low TSR
performance compared to peers. ISS also cited the “overly complex” pay structure in place, and
design features that weaken the pay-for-performance linkages in long-term compensation.

Other notable vote results in the “yellow card” zone include Valeant Pharmaceuticals (62% support),
Alamos Gold (65%), and RioCan REIT (67%). ISS recommended against the ballots at all three
companies.

Impact of Negative ISS Vote Recommendation on Vote Qutcome

In 2016, ISS recommendations “Against” Say on Pay jumped up to 8.3% of all Canadian companies
holding votes so far this year, up significantly compared to 2015’s 4.9%. Among companies where 1SS
recommended “For” Say on Pay, average shareholder support was 94%. By contrast, companies receiving
an “Against” vote recommendation had average support of 67% (or 74% based just on companies that
passed their Say on Pay votes). A 25-30 point swing is generally consistent with the impact that an ISS
vote recommendation can have in the U.S., although the impact in Canada this year is less than in 2015
(when an ISS “Against” recommendation was associated with shareholder support that was nearly 40
points lower).

Increasingly, however, we are seeing that the extent of ISS’s influence depends to a large degree on the
composition of a company’s investor base. Larger investors in particular tend not to be straight-ticket
voters along proxy advisor lines, but have their own policies and will conduct their own proprietary
research prior to making voting decisions.
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Meridian Commentary: Many companies have now restructured their pay designs and
compensation-related governance policies to bring them into line with best practices (and/or
eliminate “problematic” policies). In a Say on Pay world, compensation committees will need
to remain focused on three critical but recurring tasks going forward:

1. Regularly evaluating incentive plan metrics and goals, to ensure that these remain
aligned with shareholder expectations and the creation of value

2. Making circular disclosures as clear and straightforward as possible, particularly
when a company’s pay program differs from market norms for well-considered reasons

3. Engagingin regular outreach with major investors on pay-related issues as a matter of
normal business activities (not solely when there is a pay-related hot button issue).
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The Client Update is prepared by Meridian Compensation Partners. Questions regarding this Client Update or
executive compensation technical issues may be directed to:

Christina Medland at (416) 646-0195, or cmedland@meridiancp.com
Andrew McElheran at (416) 646-5307, or amcelheran@meridiancp.com
Andrew Stancel at (647) 478-3052, or astancel@meridiancp.com
Andrew Conradi at (416) 646-5308, or aconradi@meridiancp.com

John Anderson at (847) 235-3601, or janderson@meridiancp.com

This report is a publication of Meridian Compensation Partners Inc. It provides general information for
reference purposes only and should not be construed as legal or accounting advice or a legal or accounting
opinion on any specific fact or circumstances. The information provided herein should be reviewed with
appropriate advisors concerning your own situation and issues.

www.meridiancp.com
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