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ISS Issues Final Policy Updates for 2019 
On Monday, November 19, 2018, Institutional Shareholder Services (ISS) issued final updates to i ts 
proxy voting policies for 2019  – the most important of which relates to board gender diversity .  

ISS final policy updates cover four key areas: (i) board of directors, (ii) shareholders rights and defenses, 
(iii) capital/restructuring, and (iv) social and environmental issues. No updates specifically relate to executive 
compensation. Equally important, ISS chose not to issue a final policy update modifying in its pay-for-
performance (“PfP”) quantitative model to replace GAAP-based metrics used with Economic Value Added 
(“EVA”) metrics.  

Final Policy Update Relating to Board Gender Diversity 
ISS will phase-in its new policy on board gender diversity, which is substantially similar to the proposed ISS 
policy. 

Current policy . Under its current proxy voting guidelines, ISS has adopted a principle that a board “should be 
sufficiently diverse to ensure consideration of a wide range of perspectives.” To that end, in its proxy research 
report, ISS identifies when a company’s board lacks any female directors. However, ISS does not use the 
lack of board gender diversity as a factor in its vote recommendations on directors or on any other matter. 

New policy.  Effective for the 2020 proxy season (i.e., meetings held on or after February 1, 2020), ISS will 
generally recommend AGAINST the nominating committee chair (or other directors on a case-by-case basis) 
if a company does not have any female directors serving on its board of directors, absent mitigating factors. 
This policy is applicable to component companies of the Russell 3000 or S&P 1500 indices. 

Under the final policy, the following factors may mitigate ISS concern regarding lack of board gender diversity: 

■ A firm commitment to appoint at least one female director to the board in the near term, as disclosed in the 
proxy statement, 

■ The presence of at least one female director on the board at the immediately preceding annual meeting 
(i.e., the female director is not a member of the board at the current annual meeting), and/or 

■ Any other relevant factors as applicable. 

ISS states the following rationale for the new policy: (i) investors favor gender diverse boards, (ii) board 
gender diversity has been positively correlated to better company performance in some studies, and 
(iii) gender diverse boards are the market norm.  
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Other Final Policy Updates for 2019 
The other final changes in ISS policies relate to: (i) board composition, accountability and responsiveness, (ii) 
reverse stock splits, and (iii) shareholder proposals on ESG matters. These policy updates reflect modest 
changes to existing ISS policies, generally affect few companies, and are non-controversial in nature.  

ISS Chooses Not to Update Its PfP Policy to Include EVA Metrics 
ISS did not revise its quantitative PfP model for 2019. ISS had proposed replacing the current GAAP-based 
financial metrics with EVA metrics used in the relative financial performance assessment (FPA) component of 
the model. However, in 2019, ISS will continue to use GAAP-based financial measures in the FPA and will 
include EVA metrics in its reports solely  for informational purposes. ISS explained that feedback received 
from investors indicated that “investors would like more time to fully understand the EVA methodology and its 
potential to add additional insight to pay-for-performance evaluation.” ISS states that it “will continue to 
explore the potential for future use of EVA” in the FPA for 2020 or later proxy seasons. 

Meridian Comment. ISS’s final policy on board gender diversity appears to strike a reasonable balance 
between promoting board diversity and imposing quotas. In line with the final ISS policy, we expect that 
companies will increasingly focus on the gender composition of corporate boards and explain in proxy 
disclosures and investor engagement why the current board includes an appropriate mix of individuals, the 
factors considered in director nominations and refreshment, and actions taken to improve board diversity.  

ISS’s decision to not replace GAAP-based metrics with EVA metrics in its quantitative pay-for-performance 
methodology is not surprising, given that a plurality of both investors and non-investors indicated that ISS 
should continue to use GAAP metrics in the latest ISS policy survey. However, ISS’s decision to include EVA 
metrics in 2019 reports, and to further consider its use in the FPA for 2020, appears to confirm an ISS 
strategy to sell EVA consulting services to public companies through EVA Dimensions, a recently acquired 
firm that measures and values corporate performance based on an EVA framework. 

*     *     *     *     * 

The Client Update is prepared by Meridian Compensation Partners’ Technical Team led by Donald Kalfen. Questions regarding this 
Client Update or executive compensation technical issues may be directed to Donald Kalfen at 847-235-3605 or 
dkalfen@meridiancp.com. 

This report is a publication of Meridian Compensation Partners, LLC, 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. 
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