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Posted by John R. Ellerman, Mike Kesner, and Ira T. Kay, Pay Governance LLC, on Wednesday, February 

23, 2022

In April 2015, the Securities and Exchange Commission (SEC) proposed an amendment to Item 

402 of Regulation S-K, which included specific terms and provisions for the disclosure of pay for 

performance (P4P) reporting.1 The P4P proposal emanated from the Dodd-Frank Wall Street 

Reform and Consumer Protection Act of 2010 (Dodd-Frank). One of the key unfulfilled provisions 

of Dodd-Frank is the requirement that registrants disclose how the named executive officers’ 

“compensation actually paid” relates to the registrant’s financial performance in both tabular and 

narrative disclosures.

On January 27, 2022, the SEC announced it is reopening the comment period for an additional 

30 days for the P4P proposing release.2 The reopening pertains to both the initial release of 2015 

as well as a new supplemental release stipulating additional reporting requirements being 

considered by the SEC. The supplemental release includes a proposal to expand the disclosure 

of financial measures the SEC believes would broaden investors’ understanding of the 

relationship of a company’s P4P. The new release is available on the SEC’s website.

The purpose of this post is to report on the additional disclosure of financial measures included in 

the January 27, 2022 proposal by the SEC.

The crux of the SEC’s supplemental release is an expansion of the original P4P table to include 

up to three additional financial metrics and the addition of a second P4P table that lists, in 

descending order, the key incentive plan metrics that drive compensation outcomes. All other 

aspects of the SEC’s initial proposal have remained the same as reported in 2015, including the 

                                                     

1 “Pay Versus Performance.” U.S. Securities and Exchange Commission. April 29, 
2015. https://www.sec.gov/rules/proposed/2015/34-74835.pdf.
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definition of compensation actually paid (CAP), use of total shareholder return (TSR) as a 

financial metric, use of a designated peer group, and related terms and provisions.

The first new table proposed by the SEC is shown in Figure 1 below.

*Small Reporting Companies are only required to show 3 years of data.

NEO: named executive officer; PEO: principal executive officer

The new table would require the registrant to disclose, in addition to their own TSR and the TSR 

of their peer group, three new measures of financial performance. Two of the new performance 

measures would be the registrant’s net income and pre-tax net income in aggregate dollar 

amounts. These two financial measures would be taken from the annual income statement as 

reported according to U.S. GAAP principles. The third new financial performance measure is 

referred to as the “Company-Selected Measure.” This third measure will be based upon the 

registrant’s assessment of the most important performance measure that is not already included 

in the table, which represents the metric with the strongest link of CAP and company 

performance.

The registrant will be required to also include a clear description of the relationship among the 

measures provided in the tabular form (including the three new measures) but will be given 

flexibility to choose the format used to present the relationship (such as a graph or narrative 

description).

The second new table proposed is presented in Figure 2 below.

1. Measure 1

2. Measure 2

3. Measure 3

4. Measure 4

5. Measure 5
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In addition to disclosure of the Company-Selected Measure noted above, the SEC is also 

considering a requirement for the registrant to list the five most important performance measures 

used to link CAP reported for the fiscal year to company performance. The five measures are to 

be ranked in their order of importance. If a registrant considers less than five performance 

measures, then it is required to only list those measures that it considers important to 

compensation outcomes.

The SEC believes that these additional disclosures may help facilitate the analysis of registrants’ 

executive compensation in relation to company performance. The SEC further states: “In 

particular, as discussed above, each of the additional disclosures under consideration may 

broaden the picture of financial performance presented in the disclosure. This additional detail 

and context could enhance the usefulness of the disclosure by certain registrants or for certain 

investors.”2

The proposed P4P disclosure rules, if finalized in their current form, will require an extensive 

effort to comply—especially the preparation of the narrative disclosure that will be necessary to 

explain how compensation actually paid and financial performance demonstrate alignment of 

P4P. We anticipate there will continue to be debate among many companies and the investment 

community as to the utility of these disclosures in reporting the alignment between executive pay 

and company performance.

                                                     

2 “Reopening of Comment Period for Pay Versus Performance.” U.S. Securities and Exchange Commission. 
January 27, 2022. https://www.sec.gov/rules/proposed/2022/34-94074.pdf.
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