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SEC Adopts Amendments to Compensation Disclosure Rules—
Companies Should Prepare Now for Upcoming Proxy Season
At an open meeting yesterday, the SEC unanimously adopted new rules relating to executive compensation and
related party transaction disclosure. The new rules will be effective for the upcoming proxy season.
The actual text of the final rules is not yet available. Based on the statements made during the open meeting and the
SEC’s press release, it appears the SEC has adopted the rules substantially as proposed in January, with some notable
exceptions:
•

The comprehensive “Compensation Discussion and Analysis,” which will be “filed,” and therefore covered by
the CEO and CFO certifications required under the Sarbanes-Oxley Act, has been retained. As proposed, the
CD&A was to replace the compensation committee report. The compensation committee will now be required
to “furnish” a report indicating whether they have reviewed and discussed with management the
CD&A, and whether they have recommended that it be included in the proxy statement. This process
is intended to provide further support for the CEO and CFO certifications.

•

The Summary Compensation Table has been revised to add a separate column for disclosing the change in
actuarial present value of pension benefits (to be determined using the same assumptions and
measurement period used for financial reporting purposes under GAAP) and above-market or
preferential earnings on nonqualified deferred compensation, and by moving the total compensation
column to the far right of the table. As proposed, the change in pension value and all (not just above-market or
preferential) earnings on deferred compensation were to be lumped into the “other compensation column” and
the total compensation column was to be the first column. Attachment A is the SEC’s model template of the new
Summary Compensation Table.

•

The table will include the chief executive officer and chief financial officer (although the table uses “principal”
not “chief”) and the three highest paid executive officers based on total compensation, less the amount shown
in the new pension benefits/deferred compensation column. The proposed rules would have used the total
compensation figure.

•

The performance graph will be retained, but moved from the proxy statement to Form 10-K as part of the
required disclosures relating to market price of common equity and related matters.

•

Interpretive guidance will be provided for determining what is a perquisite. In the initial proposal, the
SEC had expressly stated it was not going to provide any guidance. The SEC has retained the proposed $10,000

VEDDER, PRICE, KAUFMAN & KAMMHOLZ, P.C.
www.vedderprice.com

Capital Markets and Securities – July 27, 2006
aggregate threshold for reporting perquisites in the Other Compensation column in the Summary Compensation
Table.
•

The so-called “Katie Couric” provision, requiring a description by position, and reporting of the compensation of
up to three employees whose total compensation exceeded the total compensation of anyone in the Summary
Compensation Table will be revised and reproposed. The new proposal will limit this disclosure to large
accelerated filers (generally companies with at least $700 million of market capitalization) and will exclude
employees who have no responsibility for significant policy decisions.

•

In response to recent concerns regarding “backdating” and other practices relating to stock option grants, the
rules will require detailed narrative disclosure and discussion of the company’s current plans, programs
and practices surrounding stock option granting.

•

The requirement to prepare all disclosures in “plain English” has been retained.

•

The changes to Form 8-K reporting of actions relating to executive compensation matters appear to have been
adopted as proposed, and will take effect 60 days after the rules are published. Changes relating to related party
transaction disclosure, including an increase in the reporting threshold to $120,000 from $60,000, also appear to
have been adopted as proposed.

We plan to provide a more comprehensive assessment of the rules once they are published in final form. In the
interim, we believe it is important for companies to begin pulling together the working group needed to gather the data
and prepare the required disclosures. We look forward to assisting you with this important task. If you have any
questions, please contact your Vedder Price attorney or any one of our attorneys in the firm’s Capital Markets and
Securities Group.
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our clients and other interested parties informed of developments in
corporate finance and securities matters. It is not a substitute for
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If you have any questions regarding material in this issue of Capital
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• debt and equity offerings, including initial public offerings,
structured debt financings, aircraft securitizations, dual-class
equity structures, and sophisticated preferred stock instruments;
• capital formation for initial capitalization, financing ongoing
operations, and acquisitions;
• corporate disclosure, periodic reporting, proxy
solicitations, and insider trading and beneficial ownership
compliance matters;
• private placement of securities, including Rule 144A and
Regulation S transactions;
• tender offers, mergers and acquisitions, and recapitalizations and
restructurings;
• international offerings of securities and compliance by foreign
issuers with U.S. securities laws;
• litigation and administrative and arbitration proceedings involving
various securities fraud claims, disclosure issues, and regulatory
enforcement matters; and
• municipal bond financings.
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