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The 2018 U.S. proxy season is now complete, with approximately 85 percent of Russell 3000 firms having held 
their annual shareholder meetings by June 30. As a preamble to ISS's post-season review reports, we take a look 
at some of the key takeaways from the 2018 proxy season. Board election vote results tell a complex story, 
whereby average rates of support have not changed, but investors appear to place greater scrutiny on a wider 
range of topics. In compensation, we see an uptick in votes against say-on-pay proposals, potentially as a 
response to record-level payouts and CEO pay increases. On the shareholder proposals front, individual 
investors seemed determined to make headway on issues such as special meeting rights, independent board 
chair, and the ability to act by written consent. Meanwhile, environmental and social issues continue to gain 
momentum, with high levels of support and a record number of withdrawn proposals. 

Director Elections and Board Composition 

More directors face significant opposition. Depending on how one reads the numbers, director opposition 
levels stayed flat, increased, and reached record lows at the same time. Overall average director support 
remained at similar levels as in the past five years, with Russell 3000 directors receiving an average support of 
approximately 96 percent of votes cast. Although average support levels remain high, boards face increased 
scrutiny on multiple issues, such as board gender diversity, board refreshment, risk oversight, and board 
accountability concerns. In fact, the percentage of directors receiving significant levels of opposition has 
increased considerably in the past three years. The percentage of directors receiving opposition by more than 20 
percent of votes cast rose to 4.7 percent in 2018, up from an all-time low of 3.2 percent in 2015. Measured this 
way, this level of director opposition is one of the highest in the post-financial crisis era. At the same time, the 
percentage of directors receiving majority opposition reached a decade low of 26 directors for Russell 3000 
companies holding meetings in the first six months of the year. 
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So what explains these seemingly contradicting trends? On the one hand, company practices have improved in 
areas where investors historically reached consensus and were likely to cause majority opposition, such as 
poison pill adoptions, board and committee independence concerns, and poor director attendance. At the same 
time, and especially in the past three to five years, investors are actively and publicly holding boards 
accountable for a wider range of issues – board diversity, refreshment, and accountability – where market 
consensus has not formed, but it becomes clear that momentum is building.  

Gender diversity becomes key factor in board evaluations. Gender diversity is a case in point. As large 
institutional shareholders have voiced their desire for greater gender diversity on boards, companies have 
accelerated their nomination of women directors. In the 2018 proxy season, approximately 33 percent of the 
incoming director class were women. In all of 2017, by comparison, nearly 27 percent of newly appointed 
directors were women. Investor pressure on gender diversity is also evident in vote results records. Companies 
with no women on the board appear to receive the highest opposition rates on director elections, while gender-
diverse boards tend to receive higher rates of support. 
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Proposal Trends 

Record number of companies propose to remove supermajority vote requirement. Reflecting investors' 
continuing negative sentiment toward the practice, a record number of companies placed management 
proposals on ballot to reduce or eliminate supermajority vote requirements in their governing documents. While 
only 28 companies sought to reduce supermajority requirements in the 2017 proxy season, this figure rose to 51 
companies this proxy season. Large-cap legacy S&P 500 companies continued to make up the largest proportion 
of companies seeking to reduce their supermajority vote requirements, but over a quarter of the 51 companies 
had only been public for less than four years, suggesting that boards are responding to investor criticism of 
recent IPOs introducing such provisions in their bylaws. 

Tax reform results in disappearance of 162(m) proposals. The Tax and Jobs Act of 2017 made section 162(m) of 
internal revenue code obsolete as far as tax deductibility of performance-based compensation is concerned. As 
such, companies no longer had an incentive to put proposals on the ballot for the purposes of complying with 
the provisions of the code. As a result, equity compensation plans proposals dropped by a staggering 34 percent. 
At the same time, proposals filed in relation the approval of cash bonus programs nearly vanished, with only 14 
such proposals on the ballot of Russell 3000 companies in the first six months of 2018, compared to average of 
more than 160 such proposals per year in the previous decade.  

Compensation Highlights  

The year of the mega grant. The biggest headline for executive pay this proxy season were the so-called "mega 
awards" that provide astronomical payout opportunities over the long term. ISS has identified at least 10 
companies that provided super-sized awards to top brass – the highest among these being the stock option 
grant made by Tesla's board to company founder and CEO Elon Musk. Musk's award carried an estimated $2.6 
billion valuation and a potential maximum payout of $56 billion should he achieve the company's far-reaching 
market and economic goals. 

Increased say-on-pay failures in 2018. The number of say-on-pay failures in the Russell 3000 Index nearly 
doubled this year, rising from 1.2 percent of proposals failing in 2017 to 2.5 percent in 2018. Following a steady 
decline in failures over the last several years, this represents the highest failure rate since 2012, the first full year 
of say-on-pay. In 2012, approximately 2.7 percent of proposals failed. Contested meetings likely played a role, 
with a number of failures related to proxy contests. In addition, average say-on-pay support was also at a low 
since 2012 with an average support level of 91 percent. Changes in CEO pay may also explain this trend. 
Excluding changes in pensions, the median increase in CEO pay was one of the highest since the advent of say-
on-pay, with the median S&P 500 CEO receiving a raise of 9.3 percent, according to ISS Analytics calculations. 
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Director pay proposals return to ballots. With recent judicial developments surrounding shareholder-contested 
board pay, more companies have sought shareholder ratification of their director pay programs, seemingly in an 
effort to stave off potential litigation. After only one such proposal was submitted in 2017, so far in 2018 we 
have identified seven proposals. And for the first time, we saw one such proposal voted down at Clovis 
Oncology Inc., where the company proposed a relatively high upper limit for annual pay. 

2018 proxy season was the debut of mandated CEO pay ratio disclosure. This highly-debated disclosure 
requirement, characterized by some objectors as "sensationalist," has so far not played up to the hype that was 
expected. ISS collects company disclosure data on pay ratio and median employee pay figures, and our initial 
analysis will be included in the U.S. Compensation Post-Season Report. The highest ratio so far belongs to 
Mattel Inc. CEO Margaret Georgiadis whose total reported pay for 2017 was 4,987 times the median employee 
pay figure of $6,271. 

Governance Shareholder Proposals 

Right to call special meeting on top of filers' agenda. The first half of 2018 saw a resurgence of shareholder 
proposals regarding the right to call a special meeting. With 59 proposals on ballots, this year saw more than 
double the level of proposals on the topic in all of 2017. All special meeting shareholder proposals were filed by 
retail shareholders including John Chevedden, Kenneth Steiner, and Myra Young. Of the 59 proposals, 57 called 
for a reduction in the ownership threshold of an existing special meeting right, commonly to 10 or 15 percent. 
Both of the proposals requesting a new right to call special meetings, at Netflix Inc. and Nuance 
Communications Inc., passed. However, only five of the remaining proposals seeking to reduce the ownership 
threshold of an existing right received majority support.  
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Companies respond with requests to ratify existing provisions. Proposals regarding special meeting rights 
presented an unexpected level of controversy this proxy season. It is not uncommon for companies to seek no-
action relief from the SEC to allow the omission of a shareholder proposal from the proxy statement. While 
certain companies utilized this process, the basis given by some to omit a shareholder proposal requesting a 
lower ownership threshold to call special meetings was unusual. Six companies requested no-action relief to 
exclude the shareholder proposal under Rule 14a-8(i)(9), the "directly conflicts" exclusion. The use of this rule in 
no-action requests is itself not unusual. However, in their requests these companies indicated that they would 
seek ratification of their bylaws with the existing ownership threshold, rather than a management presented 
proposal to reduce the ownership threshold. The SEC permitted all six companies to omit the shareholder 
proposal on this basis. In response, the shareholder proponent, John Chevedden, raised concern that 
management's ratification proposal would not give shareholders a meaningful vote as to whether a lower 
ownership threshold was preferred. 

Proxy access loses momentum. As special meeting proposals took the spotlight in 2018, proxy access continued 
its decline. Only 12 proposals to adopt proxy access made it to ballots in 2018, while ISS identified nine 
proposals that were omitted or withdrawn after being submitted due to the company adopting proxy access 
prior to the shareholder meeting. Only three of the adopt proxy access shareholder proposals received majority 
support. 

Environmental & Social Shareholder Proposals 

In terms of Environmental and Social (E&S) shareholder proposals, the number of resolutions filed decreased 
slightly compared to last year. Interestingly, we saw a record number of withdrawn resolutions, as the number 
of withdrawn E&S proposals outnumbered the number of voted proposals for the first time on record. As a 
result, only 168 E&S shareholder proposals made it to ballots so far this year, with about a dozen more pending 
through the end of the year, down from 244 proposals on ballot in 2017. 
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Multiple issues gain traction. Climate change, political spending, gender/ethnicity pay equity, and workplace 
and board diversity were the top E&S issues this year. The number of resolutions related to human rights issues 
grew because of concerns about human trafficking and forced labor in companies' supply chains. Proponents 
also increasingly asked for the inclusion of environmental and social factors as performance measures for senior 
executive compensation, due to shareholders' concerns over various risks in the areas of cyber security, drug 
pricing, diversity, and environmental sustainability.    

A record level of withdrawals. One reason for the large number of withdrawals may be companies' willingness 
to reach agreements with proponents to satisfy the requests of their proposals rather than letting them go to a 
vote. The spike in withdrawals comes after the shift in policies by several large institutional investors last year to 
support certain E&S proposals going forward, and the increase in majority-supported E&S proposals. Another 
reason may be that some proponents chose to withdraw a small number of proposals for fear that the SEC 
would allow it to be omitted, setting a precedent for the future. In November 2017, the SEC issued new 
guidance expanding what proposals could be omitted on "ordinary business" and "economic relevance" 
exceptions. The number of omitted proposals didn't change from last year, but the new guidance may have 
influenced the number of withdrawals.  

High rates of support. The number of majority-supported E&S resolutions rose over 2017 levels, from six to 10, 
tying the 2016 season for most majority-supported E&S proposals. Four of the majority supported proposals 
were climate change-focused, the highest number received in one season. A majority of shareholders also 
supported a couple of proposals on two highly publicized social issues—gun safety and opioid abuse. Overall, 
average shareholder support (not counting abstentions), increased from 21% to 24% of votes cast. 
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Get Started with ISS.  

Email sales@issgovernance.com or visit www.issgovernance.com for more information. 

ABOUT ISS 

Founded in 1985 as Institutional Shareholder Services Inc., ISS is the world’s leading provider of corporate 
governance and responsible investment (RI) solutions for asset owners, asset managers, hedge funds, and asset 
service providers. ISS’ solutions include: objective governance research and recommendations; RI data, analytics, 
and research; end-to-end proxy voting and distribution solutions; turnkey securities class-action claims management 
(provided by Securities Class Action Services, LLC); and reliable global governance data and modeling tools. Clients 
rely on ISS' expertise to help them make informed corporate governance decisions. For more information, please 
visit www.issgovernance.com. This document and all of the information contained in it is the property of 
Institutional Shareholder Services Inc. (“ISS”) or its subsidiaries. The Information may not be reproduced or 
redisseminated in whole or in part without prior written permission of ISS. ISS MAKES NO EXPRESS OR IMPLIED 
WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION. 
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