
Introduction 

The SEC released its final version of the rules mandated by Dodd-Frank regarding the disclosure of pay versus performance (PVP) 

on August 25, 2022. Since then, thousands of calendar-year U.S. companies have been working diligently to prepare the required 

information for their 2023 proxies, including compensation actually paid (CAP), a new definition of compensation that is intended to 

demonstrate the potential value of total pay that has been or may be received by proxy-named executive officers. Importantly, many 

of the components included in the SEC’s definition of CAP are highly contingent on future financial performance and stock price and 

do not reflect compensation actually received during the year. 

 

There is a long history of media, government officials, academics, pension funds, and investors criticizing U.S. companies for exec-

utive pay and performance disconnects. Such disconnects may be caused, for example, by large grants of time-vested shares and 

may also be driven in part by the use of grant date fair value of equity incentives that are not adjusted for actual, post-grant financial 

performance or stock price changes. These grant date values are currently disclosed in the Summary Compensation Table (SCT) and 

Grants of Plan-Based Awards Table. The SEC PVP disclosure is intended to provide investors with a clear analysis of the alignment or 

misalignment of the top executives’ CAP with the company’s financial and stock price performance over a 5-year period, starting with 

3 years of data in the inaugural year. This analysis, while complex, was intended by the SEC to be viewed by investors as a window 

into the governance and workings of the company’s pay for performance model.  

Pay Governance LLC has prepared this Viewpoint using the PVP disclosure of 50 S&P 500 companies that filed their proxies on or 

before March 10, 2023, based on data collected by ESGAUGE. 

Our Analysis 

Because virtually all publicly traded companies use short-term cash and stock-based incentives that are valued for CAP purposes us-

ing recent operating and stock price performance, it was expected that the SEC’s new PVP disclosure requirement would demonstrate 

some degree of alignment of the companies’ executive compensation with stock price and financial performance. What was unknown 

was just how strong the alignment might be and if the new disclosure would truly assist shareholders in understanding the relationship 

of a company’s pay and performance.

To begin addressing these questions, we used the 50 companies’ PVP data to calculate the degree of alignment based on the year-

over-year (YOY) change in CAP compared to the YOY change in total shareholder return (TSR), relative TSR, GAAP net income, and 

the company selected measure. For this initial study, we focused on whether changes in CAP were directionally correlated with each 

company’s changes in TSR.
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Table 1: Illustration of Assessment of YOY CAP and TSR Alignment for Individual Companies

We illustrate this approach in examples in Table 1 below. Future Viewpoints will explore the alignment with the other measures, but 

preliminary analysis of these measures also shows alignment with CAP (although to a lesser degree than observed with TSR in our 

initial sample). 

Given the initial year’s PVP disclosure is limited to the 3 most recently completed fiscal years, our analysis reflects 2 years of change 

(i.e., 2021 vs 2020 and 2022 vs 2021) for 50 companies yielding a total sample size of 100 data points. Because the PVP dis-

closure adds an additional fiscal year each of the next 2 years, there will eventually be a “rolling” 5-year data set to evaluate the 

alignment of pay and performance.

We used the following taxonomy to categorize each data point:

	 1.	 “Positive Alignment” is where the changes for both YOY CAP and YOY TSR are positive.

	 2.	 “Negative Alignment” is where the changes for both YOY CAP and YOY TSR are negative.

	 3.	 “Not Aligned, but Positive” is where change in YOY CAP is negative and change in YOY TSR is positive.

	 4.	 “Not Aligned, but Negative” is where change in YOY CAP is positive and change in YOY TSR is negative.

 

Table 1 (column b) shows that the Company 1 Principal Executive Officer’s (PEO’s) CAP increased by 40% from 2020 to 2021 and 

cumulative TSR (column c) increased by 45%. For 2021 to 2022, the Company 1 PEO’s CAP decreased by 141% and cumulative 

TSR declined 32%. Company 1 demonstrates positive and negative alignment in 2021 and 2022, respectively. It also illustrates the 

potential volatility of CAP and the substantial impact of stock price and earned or expected incentive payouts on CAP, which is what 

most compensation committees intend when designing and setting executive compensation. Table 1 (column e) shows that the Com-

pany 2 PEO’s CAP decreased by 3% from 2020 to 2021 and cumulative TSR (column f) increased by 12%. While not directionally 

aligned, it is unlikely shareholders would vote against Say on Pay in this situation. For 2021 to 2022, the Company 2 PEO’s CAP 

increased by 51% and cumulative TSR declined by 9% which falls under our category of not aligned.

Our Findings

The overall findings for the full sample are straightforward and unambiguous, as seen in Table 2 and Chart 1: we find that the vast 

majority of companies have directionally aligned changes in CAP and cumulative TSR. 
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Based on our analysis, we found that: 

•	 82% of the companies in the analysis demonstrated directional alignment of change in CAP and cumulative TSR (53%

positive and 28% negative alignment). Initial findings also show that 83% of the companies with positive alignment also outperformed 

the peer group TSR and that 86% of the companies with negative alignment performed below the peer group TSR.

•	 15% of the companies in the sample had a negative change in CAP and a positive change in cumulative TSR, which we have 

labeled as “not aligned, but positive.” This may have been due to downward adjustments in expected performance share plan 

payouts and/or transition in CEO incumbents.   

•	 The remaining 3% of companies in the sample had positive changes in CAP and negative changes in TSR, which we have la-

beled “not aligned, but negative.” For this sample, it appears the disconnect was related to a substantial increase in compensa-

tion granted during the year and/or transition in CEO incumbents. Further, these same 3% of companies show positive alignment 

(1) Our potential sample of 100 data points excludes one data point due to a PEO transition that resulted in insufficient data to calculate YOY change in CAP.

(2) The correlation coefficient indicates the strength of the relationship between change in CAP and change in TSR. A value closer to 1.00 represents a stronger rela-

tionship, while a value closer to 0.00 represents a weaker relationship.

(3) Outliers have been adjusted to reduce their outsized impact on the statistics. 

Table 2: Results of Analysis of Alignment of Change in CAP with Change in TSR

Chart 1: Change in CEO CAP versus Change in TSR for 50 S&P 500 Early Filers

(1) The yellow band is the “perfect alignment zone” that centers on identical percentage changes for both CAP and TSR.
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Conclusions

While it may be too early to draw definitive conclusions given the relatively small sample size, our findings are encouraging: changes 

in CEO CAP show alignment to changes in Company TSR, which is what shareholders expect due to the significant proportion of CEO 

pay delivered through equity-based compensation. Should these early findings continue to show alignment, the new PVP disclosure 

would appear to support shareholders’ consistent strong support for Say on Pay over the past 12 years. 

This new disclosure provides an additional tool to review pay decisions in the context of the relationship between pay and perfor-

mance. While we believe the new PVP disclosure is a better tool for evaluating pay for performance than relying on the grant date fair 

value of equity awards, there are alternative methodologies for evaluating pay for performance alignment, such as a realizable pay2 

analysis, that evaluates a company’s relative realizable pay rank and performance rank over a 3-5 year period. 

While this Viewpoint considers the directional alignment of changes in CAP and TSR performance, future Viewpoints will take a more 

in-depth look at these figures. For instance, we will examine the magnitude of such alignment and identification of the causal factors 

driving CAP besides TSR, such as the impact of changes in equity-based compensation grant values over time as reflected in the SCT 

and executive transitions. 

General questions about this Viewpoint can be directed to Ira Kay (ira.kay@paygovernance.com), Mike Kesner (mike.

kesner@paygovernance.com), Linda Pappas (linda.pappas@paygovernance.com) or Ed Sim (edward.sim@paygover-

nance.com).  

1.	 The analysis is based on data provided by ESGAUGE.

2.	 Pay Governance’s definition of realizable pay includes the sum of salary, actual annual incentives/bonuses earned, 

time-vested equity awards valued as of the end of the measurement period, long-term performance plan awards val-

ued as of the end of the measurement period (based on actual and/or projected payout levels), and the in-the-money 

value of stock options as of the end of the measurement period.
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