
 

June 28, 2007 
 
 
Mr. John Stevenson, Secretary  
Ontario Securit ies Com m ission  
20 Queen St reet  West   
Suite 1900, Box 55  
Toronto, Ontario M5H 3S8  
E-m ail:  j stevenson@osc.gov.on.ca  
 
Ms. Anne-Marie Beaudoin, Direct r ice du secrétar iat   
Autor ité des m archés financiers  
Tour de la Bourse  
800, square Victor ia  
C.P 243, 22 étage 
Mont réal, Québec, H4Z 1G3  
E-m ail:  consultat ion-en-cours@lautorite.com   
 
 
Re:  Proposed Form  51-102F6 Statem ent  of Execut ive Com pensat ion 
 
 
Dear Mr. Stevenson and Ms. Beaudoin, 
 
The Ethical Funds Com pany®  is an investm ent  firm  based in Vancouver, BC, with $2.7 billion 
in assets under m anagem ent . Our approach to investm ent  is based on the thesis that  com panies 
incorporat ing environm ental, social, and governance (ESG)  factors into their st rategy and 
operat ions will provide lower r isks and higher returns to investors over the long term .  
 
We are writ ing to you today to offer our com m ents on the proposed repeal and subst itut ion of 
Form  51-102F6 Statem ent  of Execut ive Com pensat ion, hereafter the “proposed rules” . With 
regular headlines on excessive execut ive pay, and growing director and investor dissat isfact ion 
with pay com pared to perform ance, we welcom e the proposed rules to increase the t ransparency 
of execut ive com pensat ion packages. We believe the proposed rules will im prove disclosure for 
investors and create greater accountability from  board com pensat ion com m it tees. We would also 
like to offer a few addit ional points for considerat ion. 
 
 
Com pensat ion Discussion and Analysis 

Our com m ents focus largely on the Com pensat ion Discussion and Analysis. We support  a new 
Com pensat ion Discussion and Analysis aim ing to bet ter illum inate all elem ents of execut ive 
com pensat ion packages. The provisions and support ing com m entary offer sufficient  guidance 
such that  future disclosure should offer a useful analysis of execut ive com pensat ion and avoid 
boilerplate language.  
 

 



 

We understand that  in developing the proposed rules, including the new CD&A, the CSA reviewed 
the Securit ies and Exchange Com m ission’s (SEC)  recent  execut ive com pensat ion disclosure 
rules. We also understand the CSA sought  to balance the SEC rules with Canada’s principles 
based approach to governance. With this in m ind we are hopeful that  com panies will produce 
m ore m eaningful CD&A’s in com parison to the first  round of disclosures seen in the US. However, 
we ask the CSA to consider m easures to m onitor com pliance with the new disclosure 
requirements.  
 
 
Qualitat ive and Quant itat ive Perform ance Targets 

We st rongly support  the recomm ended disclosure of quant itat ive and qualitat ive performance 
targets. Greater investor scrut iny of com pensat ion packages is the best  way to address the 
growing frust rat ion with excessive execut ive pay. Meaningful disclosure of performance cr iter ia 
and specific targets are crit ical for evaluat ing the pay for perform ance m erits of com pensat ion 
packages. I f guidance with regard to the scope and content  of the CD&A is sufficient , we 
ant icipate a useful analysis of perform ance criter ia, the rat ionale for these cr iter ia, specific 
targets for perform ance cr iter ia, any assum pt ions underlying the execut ive com pensat ion plan, 
and im portant ly, any changes made to performance targets dur ing the year.  
 
 
Current  and Forw ard looking disclosure 

We recomm end the CSA dist inguish between current  and forward looking performance cr iter ia 
disclosure. This will provide greater clar ity in understanding execut ives’ short  and long term  
performance cr iter ia. I nvestors agree there is an unbalanced focus today on short  term  
perform ance. The inclusion of long term  perform ance criter ia in execut ive com pensat ion 
packages is cent ral to the successful achievement  of long term  shareholder value creat ion. 
Disclosure of forward looking performance criter ia is vital to enable a full analysis of a com pany’s 
st rategic approach to long term  shareholder value creat ion.  
 
We note with concern the opt ion to withhold inform at ion on targets in cases where com panies 
believe disclosure m ay result  in com pet it ive harm . We ant icipate great  disparity in how 
companies will apply this non disclosure clause. We ask the CSA to consider lim it ing this non 
disclosure clause only to forward looking disclosures and then only to a lim ited extent . Current  
year perform ance targets are histor ical at  the t im e of disclosure in the proxy circular. For this 
reason we do not  see any com pet it ive harm  in disclosing the current  year perform ance targets. 
While com panies m ay hesitate to disclose specif ic targets for forward looking perform ance 
cr iter ia, a general descript ion of qualitat ive and quant itat ive perform ance cr iter ia should not  pose 
any compet it ive harm . The UK, Aust ralia, and the Netherlands current ly require detailed forward 
looking disclosure of com pensat ion plan perform ance cr iter ia. Research from  the Corporate 
Library found that  a num ber of US companies already offered this level of disclosure for 
investors. Alternat ively, and at  a m inim um , in the absence of our recom m endat ions for the non 
disclosure clause we expect  that  com panies disclose the percentage of an execut ive’s total 
com pensat ion that  relates to the undisclosed perform ance target . 
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Narrat ive Discussion  

We applaud the CSA’s inclusion of qualitat ive targets as a com ponent  for disclosure. We 
recom m end m ore em phat ic language to ensure com panies adopt  this disclosure. We also ask the 
CSA to consider adding addit ional guidance on the scope and content  of the narrat ive descript ion 
of qualitat ive targets. There has been a dram at ic shift  in recent  years by inst itut ional investors 
towards a new understanding of fiduciary duty. As a result  a growing number of inst itut ional 
investors now integrate m aterial environm ental, social, and governance (ESG)  issues into 
investment  decision making. This, in turn, is dr iv ing demand for enhanced disclosure of 
corporate ESG perform ance. I n Canada, a 2007 Social I nvestm ent  Organizat ion report  found that  
investors represent ing approximately $500 billion in Canadian assets under m anagem ent  now 
integrate ESG analysis into investm ent  decision m aking. I nternat ionally, the United Nat ions 
Principles for Responsible I nvestm ent  are another clear dem onst rat ion of this t rend. 
Represent ing m ore than USD$8 t r illion in assets under m anagem ent , signator ies agree to 
consider ESG issues in their investm ent  decision making. Further, the internat ional Carbon 
Disclosure Project  current ly totals USD $42 t r illion in assets under m anagem ent , represent ing 
investors with a shared concern for corporate readiness with regard to the r isks and 
opportunit ies arising from  climate change.  
 
We believe this t rend is heading quickly towards investor dem and for enhanced disclosure of ESG 
perform ance cr iter ia in execut ive com pensat ion packages. Corporate ESG perform ance is a 
recognized driver of long term  shareholder value. For example, a recent  survey from  the 
Canadian Coalit ion for Good Governance found that  investors and directors support  the use of 
qualitat ive or ESG perform ance criter ia such as em ployee sat isfact ion, leadership developm ent , 
or sustainable developm ent . These types of qualitat ive criter ia are an im portant  com ponent  of 
long term  shareholder value creat ion. Narrat ive disclosure of ESG performance is cr it ical to our 
evaluat ion of a com pany’s st rategic com m itm ent  to long term  value creat ion.  
 
 
Perform ance Plan Scenario Test ing 

We support  scenario test ing to demonst rate how pay may vary based on the level of 
achievem ent  of key perform ance cr iter ia. Execut ive com pensat ion packages are highly com plex 
and this disclosure will offer investors som e indicat ion of how pay is linked to short  and long 
term  performance criter ia. I nternally , scenario test ing is also an im portant  tool for the board 
com pensat ion com m it tee to understand and evaluate the im pacts of various com pensat ion 
packages on long term  value creat ion. 
 
 
Perform ance Graph 

We support  maintaining the perform ance graph as well as the CSA’s recommendat ion to require 
analysis of stock perform ance com pared to the t rend in the com pany’s com pensat ion for 
execut ives over the sam e period. Com panies typically base a port ion of execut ive com pensat ion 
against  their  peer group’s performance. With this in m ind we further recom m end that  the graph 
also include perform ance against  the com pany’s peers along with a narrat ive disclosure of the 
actual peer group. While recognizing that  stock perform ance is not  an exclusive m easure of 
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shareholder value, nevertheless, a graphic representat ion of perform ance against  a disclosed 
com pet itor peer group is useful in evaluat ing perform ance. 
 
 

Definit ion of NEO  

I n the interests of prom ot ing best  pract ices in disclosure we recom m end the CSA consider 
exist ing UK disclosure requirem ents whereby com pensat ion for all execut ives m ust  be disclosed. 
According to the Corporate Library, companies report ing in this jur isdict ion have not  faced any 
obstacles in complying with this provision. I n response to the CSA’s query, we recom m end that  
com pensat ion inform at ion be disclosed separately for each NEO. Transparency and clar ity are 
best  achieved through separate disclosure. 
 
 
Conclusion 

Canadian com panies have been successful in garnering a respectable corporate governance 
reputat ion globally under our current  pr inciples based requirem ents. I nvestors are increasingly 
frust rated with excessive execut ive com pensat ion that  too often does not  reflect  stock 
perform ance and does not  balance the need for long term  shareholder value creat ion. We 
support  the proposed rules and respect fully ask the CSA to consider our recom m endat ions in the 
spir it  of maintaining Canada’s posit ive reputat ion on governance disclosure.  
 
 
Sincerely, 
 

 
 
Robert  Walker 
Vice President  Sustainabilit y 
The Ethical Funds Com pany 

4 


