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COVID-19 and corporate governance: leading proxy advisors weigh in
In  l i gh t  o f  COVID-19  and  the  i m pact  i t  i s havi ng  on  how com pan i es conduct  busi ness,  the  two  l ead i ng  p roxy advi so rs have  p rovi ded  gu i dance  i n
re l a t i on  to  the  pandem i c.  Inst i tu t i ona l  Shareho l de r Servi ces,  Inc.  (ISS) and  Gl ass Lewi s,  &  Co .  (Gl ass Lewi s) recen t l y sha red  the i r i nsi gh ts.

On  M arch  19 ,  Gl ass Lewi s upda ted  i ts approach  to  vi rtua l  m ee t i ngs.  T he  com pany advi sed  i t  was re l axi ng  i ts revi ew o f  vi rtua l  sha reho l de r m ee t i ngs i n
l i gh t  o f  COVID-19 .  In  add i t i on ,  on  M arch  26 ,  Gl ass Lewi s pub l i shed  an  a rt i cl e  t i t l ed  “Everyth i ng  i n  Governance  i s A ffected  by the  Coronavi rus
Pandem i c.  T h i s i s Gl ass Lewi s’ Approach” (the  Governance  Report ),where  i t  exam i ned  how COVID-19  a ffects co rpo ra te  governance  m atte rs.

ISS has no t  o ff i ci a l l y p rovi ded  wri t ten  gu i dance  on  governance  o r vi rtua l  m ee t i ngs.  However,  a  l ead i ng  shareho l de r and  advi so ry f i rm  i n fo rm ed  us i t  has
been  i n  touch  wi th  ISS, who  i nd i ca ted  tha t ,  fo r the  2020  p roxy season ,  i t  wi l l  re l ax i ts po l i ci es regard i ng  vi rtua l -on l y m ee t i ngs.

M ore  de ta i l ed  sum m ari es o f  the  p roxy advi so rs’ vi ews a re  p rovi ded  be l ow.

ISS

ISS wi l l  requ i re  i ssuers to  p rovi de  d i scl osu re  ensuri ng  tha t  a  vi rtua l  sha reho l de rs m ee t i ng  wi l l  no t  l i m i t  the i r ri gh t  to  pa rt i ci pa te .  Speci f i ca l l y,  ISS
expects vi rtua l  m ee t i ngs to  be  t ransparen t  and  i ncl ude  two-way com m un i ca t i on ,  a l l owi ng  shareho l de rs to  ask quest i ons,  be  cri t i ca l  o f  a  com pany’s
perfo rm ance  o r governance  and  p resen t  the i r p roposa l s.  

Glass Lewis

Virtual meeting release

On M arch  19 ,  2020 ,  Gl ass Lewi s i ssued  an  upda te coveri ng  i ts gu i dance  on  vi rtua l  sha reho l de r m ee t i ngs.  Gl ass Lewi s i s genera l l y neu tra l  on  vi rtua l -
on l y m ee t i ngs,  so  l ong  as they a re  st ructu red  to  ensure  m ean i ng fu l  sha reho l de r pa rt i ci pa t i on .  T he  com pany sta ted  fo r the  rest  o f  the  2020  p roxy season
(M arch  1 - June  30 ),  i t  wi l l  re l ax i ts approach  to  vi rtua l  sha reho l de r m ee t i ngs and  wi l l  genera l l y no t  recom m end aga i nst  m em bers o f  governance
com m i t tees,  as l ong  as the  i ssuer d i scl oses i ts ra t i ona l e  fo r ho l d i ng  a  vi rtua l  m ee t i ng .  A re fe rence  to  COVID-19  wi l l  su ff i ce .

Governance affected by COVID-19 release

On M arch  26 ,  Gl ass Lewi s re l eased  i ts Governance  Report.  In  the  report ,  the  com pany sta ted  tha t  i t  expects tha t  m any governance  i ssues wi l l  be
i m pacted  by COVID-19 ,  po ten t i a l l y i n to  2021 .  T he  com pany be l i eves the  best  way to  observe  the  e ffect i veness o f  governance  i s i n  a  cri si s.  Com pan i es
tha t  p rovi de  shareho l de rs wi th  e ffect i ve  d i scl osu re ,  ce rta i n ty and  a  consi sten t  approach  tha t  consi de rs the  i m pact  o f  i ts deci si ons,  wi l l  be  m ost
successfu l .

Gl ass Lewi s be l i eves tha t  wh i l e  i n i t i a l  a t ten t i on  fo r m any i ssuers wi l l  be  on  vi rtua l  m ee t i ngs,  focus wi l l  qu i ckl y sh i f t  to  execu t i ve  rem unera t i on  and
ba l ance  shee ts.  Wh i l e  i t  i s no t  an  exhaust i ve  l i st ,  the  fo l l owi ng  a re  the  key governance  a reas Gl ass Lewi s d i scussed  i n  i ts report .

Compensa t i on  and  Ba l ance  Shee ts –  Gl ass Lewi s be l i eves those  tha t  take  a  p roport i ona l  approach  to  the  i m pacts on  shareho l de rs and  em p l oyees a re
m ore  l i ke l y to  see  wi de  support .  Gl ass Lewi s expects to  see  a  m arked  i ncrease  i n  sha reho l de r concerns on  rep ri ci ng ,  d i l u t i on ,  bu rn  ra tes,  hu rd l e
ad j ustm en ts,  changes to  vest i ng  pe ri ods,  caps and  cu ts on  i ncen t i ves.  T here  wi l l  be  a  heavy bu rden  o f  p roo f  fo r boards and  execu t i ves to  j ust i fy the i r
com pensa t i on  l eve l s i n  a  d rast i ca l l y d i ffe ren t  m arke t  fo r ta l en t .

Gl ass Lewi s sta ted  wi th  regards to  ba l ance  shee ts and  cap i ta l  m anagem ent,  wi despread  pausi ng  o f  buyback p rog ram s, suspend i ng  d i vi dends and  an
i ncrease  i n  cap i ta l  ra i si ngs and  p l acem ents appear to  be  a  fo rgone  concl usi on .  I t  no ted  som e com pan i es wi l l  need  to  be  f l exi b l e  i n  the i r approaches to
cap i ta l  ra i si ngs.

Board  Composi t i on  and  Ef fect i veness –  Gi ven  the  d i sp roport i ona te  i m pact  tha t  COVID-19  i s havi ng  on  those  65  and  o l de r,  boards tha t  l ack age  and ,  to
a  l esse r exten t ,  gender,  d i ve rsi ty m ay be  severe l y i m pacted  by COVID-19 .  Gl ass Lewi s an t i ci pa tes tha t  the re  m ay be  reduct i ons i n  a t tendance  and
requ i red  changes to  com m i t tees as com pan i es address the  m ark-up  o f  the i r boards.  Fo r boards to  be  e ffect i ve  com pan i es wi l l  need  to  have  e ffect i ve
so f tware  to  ensure  tha t  m ee t i ngs can  con t i nue  vi rtua l l y.

Act i vi sm and  M&A - Duri ng  the  g l oba l  f i nanci a l  cri si s,  poor governance  and  shareho l de r re tu rns,  pa rt i cu l a rl y when  avo i dab l e ,  i nsp i red  a  wave  o f
shareho l de r act i vi sm , M &A, l awsu i ts and  conso l i da t i on .  Gl ass Lewi s expects to  see  si m i l a r behavi ou r now.

Shareho l de r Proposa l s and  ESG - Gi ven  tha t  sha reho l de r p roposa l s a re  no rm a l l y requ i red  to  be  subm i t ted  m on ths i n  advance ,  those  fo r the  cu rren t
p roxy season  wou l d  no t  have  taken  the  i m pacts o f  COVID-19  i n to  consi de ra t i on .  Approach i ng  these  i ssues f rom  a  l ong -te rm  perspect i ve ,  wh i l e  ensuri ng
com pan i es a re  ab l e  to  opera te  i n  the  short  to  m ed i um  te rm , i s cruci a l .

Com pan i es shou l d  be  m i nd fu l  no t  to  use  the  cri si s to  d i sm i ss o r ham per the  ab i l i ty o f  sha reho l de r p roponen ts to  pu t  fo rward  reso l u t i ons,  speak a t  vi rtua l
m ee t i ngs o r vo te  on  such  m atte rs.  Poor behavi ou r cou l d  encourage  m ore  act i vi st  a t ten t i on  and  be  re f l ected  i n  fu tu re  shareho l de r vo tes on  d i recto rs and
recom m enda t i ons f rom  p roxy advi so rs.

Oi l  and  Gas - Wh i l e  m any secto rs wi l l  be  h i t  ha rd  du ri ng  th i s t i m e ,  Gl ass Lewi s speci f i ca l l y no ted  the  i m pact  to  o i l  and  gas com pan i es.  T he
accum u l a t i on  o f  h i gh  and  poorl y-ra ted  deb t ,  the  Saud i -d ri ven  p l unge  i n  o i l  p ri ces and  sh ri nki ng  dem and  due  to  the  pandem i c and  soci a l  d i stanci ng
m easures th rea ten  the  l i ve l i hoods o f  m any com pan i es i n  the  secto r.  Gl ass Lewi s wi l l  cl ose l y m on i to r how com pan i es respond to  p ro tect  sha reho l de r
va l ue  i n  excep t i ona l l y cha l l eng i ng  cond i t i ons tha t  wi l l  l i ke l y i ncl ude  m any restructu res and  bankrup tci es.
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Gl ass Lewi s’ approach  to  governance  m atte rs

In  revi ewi ng  com pan i es’ approaches and  responses to  governance  m atte rs i n  the  COVID-19  e ra ,  Gl ass Lewi s wi l l  p ract i ce  d i scre t i on ,  p ri o ri t i ze
d i scl osu re ,  and  t i m i ng  and  ce rta i n ty on  such  m atte rs.

Di scl osu re  — Effect i ve  d i scl osu re  wi l l  be  cri t i ca l  i n  m aki ng  j udgem ents abou t  whe the r changes m ade  as a  resu l t  o f  th i s cri si s a re  j ust i f i ed .  Gl ass Lewi s
wi l l  assess the  reasonab l eness o f  p roposed  changes by consi de ri ng  i f  they a re  consi sten t  and  i n  p roport i on  to  the  i m pact  on  shareho l de r i n te rests and
em p l oyees.  Wi th  regards to  execu t i ve  pay,  Gl ass Lewi s expects boards to  p roact i ve l y seek changes tha t  a l i gn  wi th  em p l oyee  and  shareho l de r
experi ences,  recogn i zi ng  tha t  execu t i ves m i gh t  need  to  take  a  pay cu t .

Ti mi ng  and  Certa i n ty — Gl ass Lewi s sta tes tha t  i n  t i m es o f  cri si s,  deci si ons on  m ate ri a l  m a tte rs m ust  no t  be  de l ayed  o r si gn i f i can t l y postponed .
Com pan i es tha t  m ove  deci si ve l y,  i n  co -opera t i on  wi th  sha reho l de rs,  a re  m ore  l i ke l y to  con ta i n  the  dam age  and  i den t i fy opportun i t i es fo r posi t i ve
ou tcom es.  

P l ease  do  no t  hesi ta te  to  con tact  any m em ber o f  ou r Cap i ta l  M arke ts Group  wi th  any quest i ons.  BLG has a l so  crea ted  a  COVID-19  Resource  Cen tre  to
assi st  busi nesses on  a  va ri e ty o f  top i cs,  i ncl ud i ng  con tractua l  ri sks,  pub l i c d i scl osu re  requ i rem en ts,  schoo l s and  cri m i na l  l aw.
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