e —
MERIDIAN.

COMPENSATION PARTNERS

2021 Study of Executive
Severance Arrangements Not
Related to a Change in Control

December 2021

To protect the confidential and proprietary information included in this material, it may not be disclosed
or provided to any third parties without the approval of Meridian Compensation Partners, LLC
© 2021 Meridian Compensation Partners, LLC.




Contents

Introduction

e Report Scope and Study Group Characteristics
e Overview of Executive Severance Arrangements

e Key Findings

Executive Severance Benefits

* Executive Severance Arrangements

e Payment Triggers for Cash Severance Benefits
e Cash Severance Benefits

e Stub-Year Bonus

e Continuation of Health Care Benefits

e Treatment of Long-Term Incentive Awards

Appendix — List of S&P 500® Companies in Study Group
Meridian Compensation Partners Profile

——
MERIDIAN. 2021 Study of Executive Severance Not Related to a Change-in-Control

COMPENSATION PARTNERS



Report Scope and Study Characteristics

Meridian’s 2021 Study of Executive Severance Arrangements Not Related to a Change in Control
(“Study”) provides current information and data on severance practices, not in the context of a
change in control, at 100 large U.S. public companies (“Study Group”). Each of the 100 companies in
the Study (“Study Group”) was a component company of the Standard & Poor’s 500® Index?

(*S&P 500®") as of December 31, 2020.

Development of Study Group Statistics

We derived data and information for the Study primarily from Main Data Group and our separate review of
annual shareholder proxies filed with the Securities and Exchange Commission by Study Group companies.
Throughout this Study, we reference data according to the fiscal year covered by the proxy statement,
not according to the year in which the proxy statement was filed with the SEC.

Generally, the Study shows prevalence statistics for the chief executive officer (“CEO”) and average
prevalence statistics for the other NEOs.

Study Group Characteristics
The Study Group companies cover each major industrial sector of the S&P 500®. The median revenues and
market capitalization of the Study Group and S&P 500® are compared in the table below.

Market Capitalization
December 31, 2020

FY 2020 Revenues
($ Millions)

($ Millions)

Study Group S&P 500® Study Group S&P 500®
25t Percentile $8,441 $4,432 $17,365 $15,328
Median $13,748 $9,605 $33,181 $26,911
75t Percentile $25,343 $19,811 $71,441 $57,874

Report Scope

The Study provides prevalence data on the following aspects of executive severance arrangements that cover
named executive officers? (“NEOs”): (i) payment triggers, (ii) cash severance benefits, (iii) stub year annual
bonus, (iv) continuation of health care benefits and (v) treatment of long-term incentive awards. However, the
Study does not take into account benefits that may be payable to an NEO upon death, disability or retirement,
or capture potential enhancements that may be negotiated upon actual termination.

1The S&P 500° Index is a registered trademark of S&P Dow Jones Indices LLC, a division of S&P Global, Inc.
2 Named executive officers or NEOs refer to the chief executive officer, chief financial officer and the three highest paid named executive
officers other than the chief executive officer and chief financial officer.
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Overview of Executive Severance Arrangements

Executive severance arrangements refer to any arrangement that provides benefits to an NEO upon a
qualifying termination of employment that is not related to or contingent upon a change in control of the
enterprise.

Rationale for Executive Severance Arrangements
There are important business rationales for maintaining executive severance arrangements, which include the
following:

e Attracting executives by providing an appropriate level of financial protection against involuntary job loss,
e Providing a competitive component of compensation,
e Retaining executives through turbulent times, and

e  Securing restrictive covenants such as non-compete, non-solicitation, etc.

Forms of General Severance Arrangements

Executive severance arrangements typically take the form of either: (i) an executive severance plan or policy
covering executives by name or by group (the current trend), or (ii) an individual employment contract or
severance agreement. Executives also may be eligible to receive severance benefits solely under a broad-
based severance plan. Separately, a company’s equity incentive plan or applicable award agreements may
provide special treatment of outstanding equity awards upon certain termination of employment events.

Trigger for Executive Severance Benefits

Executive severance benefits are universally triggered upon an executive’s termination of employment without
“cause.” Less frequently, executive severance benefits are triggered upon an NEQO'’s voluntary termination of
employment for “good reason.” The lower prevalence is primarily due to company preference to retain
flexibility to modify compensation and benefit arrangements, reporting relationships, duties and/or office
location over time, without triggering executive severance benefits.

Types of Executive Severance Benefits
The Study covers the two most common types of severance benefits — cash severance and vesting of
long-term incentive compensation. Other severance benefits that are often provided to executives include:

e Current year bonus,
e Continuation of health care benefits, and

e Outplacement services.

Restricted Covenants and Release and Waivers of Claims

Often, the payment of severance benefits is conditioned upon an executive’s adherence to restrictive
covenants and/or execution of a comprehensive release and waiver of claims. Restrictive covenants may
include non-compete, non-solicitation, non-disclosure and non-disparagement provisions. Releases and
waivers typically prohibit a departing executive from bringing a lawsuit against the former employer for
employment-related causes of actions, including actions under the Age Discrimination in Employment Act.
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Key Findings
Executive Severance Arrangements
69% of Study Group Companies provided Cash Severance to at least one named executive officer.

Payment Triggers for Cash Severence Benefits
The payment of cash severance is always triggered upon an involuntary termination without “cause” and to a
significantly lesser extent upon a voluntary termination for “good reason.”

Cash Severance Benefits
85% of companies determined the amount of cash severance based on a fixed multiple of “pay”.

e Definition of Pay — The majority practice is to define pay as the sum of base salary and bonus (with
bonus typically defined as current year target bonus).

e Cash Severance Based on a Fixed Multiple of Pay — The dominant severance multiple for CEOs and
other NEOs was 2.0x (62% and 40% of companies, respectively).

Stub-Year Bonus
61% of companies that maintained executive severance arrangements paid stub-year bonuses on a pro rata
basis (typically based on target).

Continuation of Health Care Benefits
The most prevalent continuation periods were 24 months (38%) and 12 months (23%) for CEOs, and 18
months (27%) and 12 months (34%) for other NEOs.

Treatment of Long-Term Incentive Awards

Treatment of long-term incentive with a qualifying termination varies by type of award and, for certain awards,
differs between CEOs and other NEOs. Upon a qualifying termination the various LTI instruments are treated
as follows:

Treatment in Connection with a Qualifying
Termination (2020)

Committee
Award Type Forfeit Full Vest Discretion
Stock Options (CEO) 53% 19% 26% 2%
Stock Options (Other NEOSs) 59% 9% 28% 4%
Restricted Stock/Units (CEO) 41% 18% 40% 1%
Restricted Stock/Units (Other NEOs) 46% 14% 37% 3%
Performance Shares (all NEOs) 40% 8% 47% 5%
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Executive Severance Arrangements

Executive severance arrangements are a widespread practice among the Study Group. These
arrangements provide cash severance and frequently other benefits, including the acceleration of
vesting of long-term incentive awards in connection with an NEO’s qualifying termination.

e Prevalence of severance arrangements providing cash severance benefits. 69% of the Study Group
disclosed severance arrangements that provide cash severance to one or more NEOs upon a qualifying
termination. Unless otherwise indicated, additional statistics presented in this Study are based on the
population of Study Group companies that pay cash severance benefits upon a qualifying termination.

e Prevalence of vesting and settlement of long-term incentive awards in connection with a
qualifying termination. A majority of the Study Group companies forfeit stock options upon a qualifying
termination. In contrast, a majority of the Study Group companies fully or partially vest restricted
stock/restricted stock units (“RSUs”) in connection with a qualifying termination. For performance shares,
practice is roughly split among Study Group companies between forfeit and full or partial vest in
connection with a qualifying termination.
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Payment Triggers for Cash Severance Benefits

Among Study Group companies that disclose covering at least one NEO under a severance arrangement, all
pay cash severance upon an NEQO's involuntary termination of employment without cause. Approximately half

of such companies also pay cash severance to CEOs (and just over 1/3™ to other NEOSs) upon a voluntary
termination of employment for “good reason”.

Payment Triggers — CEO (2020) Payment Triggers — Other NEOs (2020)

100% 100%

51%

35%

Involuntary termination  Voluntary termination

Involuntary termination Voluntary termination for
without "cause" for "good reason"

without "cause" "good reason"

The effect of a qualifying termination on non-vested long-term incentive awards is discussed separately in this
Study (see pages 11-13).
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Cash Severance Benefits

69% of the Study Group disclosed severance arrangements that provide cash severance to one or more
NEOs upon a qualifying termination. Of these companies, 85% determine the amount of cash severance
based on a fixed multiple of an NEO’s compensation. The table below shows the different methods used for

determining cash severance benefits.

Basis for Determining Cash Severance — All NEOs

Prevalence Among Study Group
Companies that
Maintain Severance Arrangements

Fixed multiple of pay

Years of service or fixed multiple of pay and years of service

Cash Severance Multiples

2020

85%

15%

For CEOs, a 2x severance multiple is the majority practice (62%). For other NEOs, 40% of companies
determine cash severance based on a 2x multiple and 38% determine cash severance based on a

1x multiple.

Cash Severance Multiples — CEO (2020)

62%

22%

7% 7%
2%
] ] s
3.0x 2.0x 1.5x 1.0x Other

Cash Severance Multiples — Other NEOs (2020)

40%
38%

19%

3%
0%

3.0x 2.0x 1.5x 1.0x Other
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Definition of Pay Used to Determine Cash Severance Benefits
For CEOs, 73% of companies define pay as the sum of base salary and annual bonus and, for other NEOs,
59% of companies define pay as the sum of base salary and annual bonus.

Definitions of Pay — CEO (2020) Definitions of Pay — Other NEOs (2020)

73%

59%

41%

27%

Base + bonus Base only Base + bonus Base only

When a severance formula includes an NEQO's bonus, typically the definition of bonus refers to target bonus
(71% prevalence). To a significantly lesser extent (23% prevalence), the definition is based on the bonus
actually earned by the NEO (e.g., prior year’s actual bonus, multi-year average).
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Stub-Year Bonus

Approximately 61% of Study Group that maintain cash severance arrangements also pay current (stub) year
bonuses for the year in which an NEO incurs a qualifying termination either based on actual or target
performance. Generally, stub year refers to the year in which an NEO incurs a qualifying termination of
employment.

Continuation of Health Care Benéefits

The continuation of health care benefits is a common feature of executive severance arrangements. The
continuation period for health care benefits often corresponds to an NEQ's cash severance multiple (e.g., 24
months if the cash severance multiple is 2x) or the 18-month COBRA continuation period. However, a
minority practice is for the continuation of health care benefits to cease if an NEO becomes eligible for health
care benefits with a new employer.

Prevalence of Continuation Periods — Prevalence of Continuation Periods —
CEOs (2020) Other NEOs (2020)
38%
34%
0,
23% 27%
24%
18%
16%
14%
5%

36 Months 24 Months 18 Months 12 Months  Other 36 Months 24 Months 18 Months 12 Months Other
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Treatment of Long-Term Incentive Awards

Overview of Long-Term Incentive Awards
This section of the Study examines the effect of a qualifying termination on the following types of long-term
incentive awards:

e  Stock options (subject to time-based vesting),

e Restricted stock/RSUs (subject to time-based vesting), and

e Performance shares (including share units).

A “performance share” refers to a share-denominated performance-based award that derives its value by
reference to the value of a share of common stock. This means one performance share (or share unit) is
equal in value to one share of company stock.

Effect of a Qualifying Termination on Long-Term Incentive Awards

Treatment of Stock Options

A majority of the Study Group companies disclosed that non-vested stock options are forfeited upon a
qualifying termination for CEOs and other NEOs.

Effect of a Qualifying Termination on Non- Effect of a Qualifying Termination on Non-
Vested Stock Option — CEO (2020) Vested Stock Option — Other NEOs (2020)
53% 59%
26% 28%
19%
9%
2% 4%
|
Forfeit Fully vest Vest pro rata Vest at Forfeit Fully vest Vest pro rata Vest at
Committee .
i X Committee
discretion di .
iscretion
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Treatment of Restricted Stock/Restricted Stock Units

Forfieture of restricted stock/restricted stock units upon a qualifying termination is the dominant practice
among Study Group companies, with pro rata vesting the next most prevalant practice.

Effect of a Qualifying Termination on Non-
Vested RS/RSUs — CEO (2020)

Effect of a Qualifying Termination on Non-
Vested RS/RSUs — Other NEOs (2020)

41% 40%

18%

1%
: e
Forfeit Fully vest Vest pro rata Vest at
Committee
discretion

46%

37%

14%

3%

. — .

Forfeit Fully vest Vest pro rata Vest at
Committee
discretion
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Treatment of Performance Shares

Unlike options and restricted stock/RSUs, the most dominant practice is to pro rata vest performance shares
upon a qualifying termination, with forfeiture the next most prevalent practice.

Effect of Qualifying Termination on
Performance Shares — All NEOs (2020)

47%

40%

8%
5%

T T . T l

Forfeit Pro rata vest Fully vest Vest at
Committee
discretion

In cases where performance shares fully or pro rata vest in connection with a qualifying termination, the
number of shares that vest is most commonly determined based on actual performance (81%).
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Appendix — List of S&P 500® Companies in Study Group

Abbott Laboratories

Adobe Inc.

Alphabet Inc.

Altria Group, Inc.

Ameren Corporation
American Electric Power Company
American Express Company
Anthem, Inc.

Assurant, Inc.

Autodesk, Inc.

AutoZone, Inc.

Bank of America Corporation
Bank of New York Mellon Corporation
Baxter International Inc.
Booking Holdings Inc.
Campbell Soup Company
Capital One Financial Corporation
Caterpillar Inc.

CBRE Group, Inc.
CenterPoint Energy, Inc.
CIGNA Corporation

CMS Energy Corporation
Coca-Cola Company, The
Conagra Brands, Inc.
Constellation Brands, Inc.
Corning Incorporated

Costco Wholesale Corporation
CSX Corporation

Cummins Inc.

CVS Health Corporation
Darden Restaurants, Inc.
Davita Inc.

Deere & Company

Devon Energy Corporation
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Discover Financial Services
Discovery, Inc.

Dollar General Corporation
Dominion Energy, Inc.

DTE Energy Company
Eastman Chemical Company
Eaton Corporation plc
Ecolab Inc.

Edison International

Eli Lilly and Company
Equifax Inc.

F5 Networks, Inc.
FirstEnergy Corp.

Ford Motor Company
General Electric Company
General Mills, Inc.

Genuine Parts Company
Halliburton Company
Hartford Financial Services Group
Hasbro, Inc.

Hess Corporation

Host Hotels & Resorts, Inc.
Humana Inc.

Interpublic Group of Companies, Inc.
Kellogg Company
Kimberly-Clark Corporation
Lam Research Corporation
Lennar Corporation
Lockheed Martin Corporation
Lowe's Companies, Inc.
Marriott International, Inc.
Masco Corporation
McDonald's Corporation
MetLife, Inc.

Moody's Corporation

NiSource Inc.

Nucor Corporation

NVIDIA Corporation

Occidental Petroleum Corporation
Omnicom Group, Inc.

ONEOK, Inc.

PACCAR Inc

Pfizer Inc.

PNC Financial Services Group, Inc.
Principal Financial Group, Inc.
Prudential Financial Inc.

Public Service Enterprise Group
Incorporated

Ralph Lauren Corporation
Republic Services, Inc.
Rockwell Automation, Inc.
Ross Stores, Inc.
Schlumberger Limited

Sealed Air Corporation
Skyworks Solutions, Inc.

State Street Corporation
Target Corporation

TE Connectivity Ltd.

U.S. Bancorp

UnitedHealth Group Incorporated
Verizon Communications Inc.
W. W. Grainger, Inc.
Walgreens Boots Alliance, Inc.
Wells Fargo & Company
Whirlpool Corporation

Xylem Inc.

YUM! Brands, Inc.
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Meridian Compensation Partners Profile

Meridian Compensation Partners, LLC is the second largest independent executive compensation
consulting firm in North America, providing trusted counsel to Boards and Management at hundreds
of large and mid-sized companies. We consult on executive and board compensation and their
design, amounts and corporate governance. Our many consultants throughout the U.S. and in
Canada have decades of experience in pay solutions that are responsive to shareholders, reflect
good corporate governance principles and align pay with performance. Our partners average 25
years of executive compensation experience and collectively serve well over 700 clients. Well over
90% of our engagements are at the Board level. As a result, our depth of resources, content expertise
and Boardroom experience are unparalleled.

Our breadth of services includes:

Pay philosophy and business
strategy alignment

Total compensation program
evaluation and benchmarking
Short-term incentive plan
design

Long-term incentive plan
design

Performance measure
selection and stress testing
Employment contracts
Retirement and deferred
compensation

Risk evaluation

Informed business judgments
on executive pay
Pay-for-performance analyses
Corporate governance best
practices

Institutional shareholder and
ISS voting guidelines/issues
Senior management and board
evaluations

Change-in-control and/or
severance protections
Committee charter reviews
Peer group development

Peer company performance
and design comparisons
Benefits and perquisites design
and prevalence

Annual meeting preparation
Senior executive hiring
Succession planning
Outside director pay
comparisons

Clawback and anti-hedging
design

Retention programs and
strategies

Tally sheets

With consultants in 11 cities, we are located to serve you.

ATLANTA BOSTON
770-504-5942 781-591-5281

atlanta@meridiancp.com boston@meridiancp.com
DALLAS DETROIT HOUSTON

972-996-0625 313-309-2088 281-220-2842
dallas@meridiancp.com detroit@meridiancp.com houston@meridiancp.com
LOS ANGELES NEW YORK PHILADELPHIA
224-354-5704 646-737-1642 215-383-2632
losangeles@meridiancp.com newyork@meridiancp.com philadelphia@meridiancp.com

SAN FRANCISCO TORONTO
415-795-7365 416-471-8650

sanfrancisco@meridiancp.com toronto@meridiancp.com

CHICAGO - LAKE FOREST
847-235-3611
lakeforest@meridiancp.com

Web Site: www.meridiancp.com

Donald Kalfen, a partner of Meridian Compensation Partners, LLC is the principal author of this
Study. Other partners and consultants of the firm assisted in the preparation of the Study. Questions
and comments regarding the Study should be directed to Mr. Kalfen at dkalfen@meridiancp.com or
(847) 235-3605.
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