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EXECUTIVE SUMMARY 

 
Over the years, companies have continued to refine their compensation programs with the goal of 
effectively aligning pay with performance. The events of 2009 compelled companies to re-examine 
their current compensation practices. In the wake of 2008’s market volatility, and amidst a nascent 
2010 market recovery, the value of balanced pay practices, transparent disclosure, and corporate 
accountability cannot be overstated. 
 
During 2009, Congress was flooded with legislative proposals to rein in executive pay and align pay 
with performance. The Securities and Exchange Commission (SEC) and other regulators developed 
proposals aimed at fostering greater transparency in the process of setting compensation. The most 
potent of the new SEC rules, initiated last December, deals with disclosure. In recent proxy statements, 
companies have discussed a reassessment of traditional pay practices, evaluating policies for their 
ability to incentivize executive behavior that contributed to corporate success. This evaluation has not 
yielded a comprehensive shift in plan design, but many companies have begun implementing new 
strategies that focus on long-term company performance. Clawback policies, ownership guidelines, 
and deferral periods, among other practices, are increasingly used to align executives’ interests with 
shareholders’.  
 
In light of the widespread reassessment of pay during 2009, this report is intended to provide a broad-
base analysis of S&P 500 CEO compensation strategies, highlighting the resulting trends that emerged 
during this period. It also provides some early insight into key compensation strategies for 2010 and 
beyond. 
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KEY FINDINGS 

 
• Total Compensation Declines – Median S&P 500 CEO compensation fell for the second year in 

a row, declining by 7.9 percent from 2008 to 2009. In 2009, median total compensation for 
S&P 500 CEOs was approximately $7.5 million, down from approximately $8.2 million in 2008. 

 
• Bonuses Are Larger and More Prevalent – The bonus payout was the component of total 

compensation that saw the largest growth from 2008 to 2009. Median total bonus payouts 
for S&P 500 CEOs increased to $1,500,000 in 2009, up 8.5 percent from the 2008 median of 
$1,383,000. Additionally, only 14.6 percent of CEOs received no bonus payout at all in 2009, 
compared to 18.4 percent in 2008. 

 
• Equity Compensation Falls in 2009 – A sharp decline in the value of option awards was the 

greatest contributor to declines in total pay. The median value of option awards and stock 
awards fell by 17.7 percent and 0.6 percent, respectively. Options maintained their status as 
the most prevalent equity-award vehicle, with 71.9 percent of CEOs receiving option awards.  

 
• Annual Bonuses Bounce Back – Companies with fiscal years ending between June 2009 and 

November 2009 paid a lower median annual bonus in fiscal 2009 than in fiscal 2008. As the 
year progressed, however, bonuses for chief executives increased. The most recently available 
filings, from companies with fiscal years ending in December 2009 and January 2010, showed 
an increase of 13.3 percent in total CEO bonuses. 

 
• Pay Design Shows Incremental Signs of Change – Compensation design remained relatively 

stable in 2009, with stock awards continuing to constitute the largest portion of total pay. In 
2009, over 60 percent of total CEO compensation was delivered in the form of stock or 
options. 

 
• Equity Vehicle Mix Shifts to More Stock, Fewer Options – Although options are still the most 

popular equity type, more companies granted only restricted stock in 2009, and fewer 
awarded options in 2009 compared to 2008. Most of the equity mix remained stable, with a 
slight increase in the number of companies awarding three different equity vehicles. 

 
• Bonuses Responsive to Performance – Annual bonus payouts tracked TSR performance closely, 

with bottom-quartile companies paying a median bonus that decreased 10.4 percent from 
2008 to 2009. At top-quartile companies, the median bonus increased by 86.8 percent from 
2008 to 2009. 

 
• Equity Awards Find New Life at End of 2009 – Large numbers of options were granted in early 

2009, with exercise prices at or near market lows, and are now seeing big gains in their 
intrinsic value as the market has rebounded. Stock awards also benefited from the rise in 
prices, with an average increase of 18.7 percent over their grant-date value. 

 
• Healthcare CEOs Maintain Highest Total Pay – Healthcare CEOs continued to receive the 

highest compensation by industry, with median total pay of $10.5 million in 2009. However, 
median total CEO compensation in the Services and Utilities industries saw the largest growth 
from 2008 to 2009, increasing 9.8 percent and 5.6 percent, respectively.  
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REPORT SCOPE 

 
Equilar’s analysis of S&P 500 CEO compensation draws on recently filed proxy data for 342 companies 
in the S&P 500, all of which have had their CEOs in place for at least two full years. By selecting only 
incumbent CEOs, the study avoids distortion from new-hire awards and more accurately tracks year-
over-year changes in compensation. The companies included in this report ended their most recent 
fiscal year between June 30, 2009 and January 31, 2010. Key financial characteristics of this group are 
described in the sections below. 
 
 
Revenue 
 
Median revenue for the 342 companies in 
the S&P 500 fell by 5.4 percent from 2008 to 
2009. The median revenue in 2009 was $7.6 
billion, compared to $8.0 billion in 2008. The 
average revenue decreased by 12.3 percent 
over the same period. 
 

 
Net Income 
 
S&P 500 net income fell for the year, 
dropping to a median of $434.7 million in 
2009. This represents a decline in median net 
income of 6.9 percent from 2008.  
 

 
Market Capitalization 
 
In 2009, S&P 500 companies saw considerable 
stock price increases, resulting in a 27.9 
percent growth in median market 
capitalization. S&P 500 market capitalization 
grew from a median of $7.3 billion in 2008 
to a median of $9.3 billion in 2009.  
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COMPENSATION TRENDS 

 
Total Compensation Declines 
 
Median total compensation for S&P 500 CEOs fell by 7.9 percent from 2008 to 2009, marking the 
second year in a row of overall compensation decline. Median total compensation in 2009 was 
approximately $7.5 million, down from $8.2 million in 2008. For the purposes of this analysis, total 
compensation is comprised of base salary, annual and long-term cash bonus payouts, the grant-date 
value of stock and option awards made during the year, and all other compensation.  
 
A sharp decrease in option awards drove much of the overall decline in compensation. The median 
value of option awards fell from approximately $2.3 million in 2008 to $1.9 million in 2009. Other 
compensation, a category that includes benefits and perquisites, saw a 17.6 percent decline, falling 
from a median of $162,287 in 2008 to a median of $133,659 in 2009. In 2009, many companies 
reassessed this category of compensation, particularly the payment of tax gross-ups on perquisites. 
 
While the median values of equity awards and other compensation fell in 2009, salary and bonus 
amounts increased. Median bonus payouts grew from a median of $1.4 million in 2008 to a median of 
$1.5 million in 2009, an 8.5 percent rise. Similarly, median salary rose by 2.2 percent from 2008 to 2009, 
reaching $1,025,000 in 2009.  
 
The chart below shows the change in median value for each major compensation component from 
2008 to 2009: 
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Bonuses Larger, More Prevalent 
 
Aggregate bonus payouts, which include annual incentive payouts, discretionary bonuses, and long-
term cash incentive payouts, rose from a median of $1,383,000 in 2008 to a median of $1,500,000 in 
2009, an increase of 8.5 percent. 
 
Annual bonus payouts, which represent the largest share of the aggregate bonus, grew most sharply 
in 2009. The median value of annual bonuses grew from $1,065,450 in 2008 to $1,203,000 in 2009, a 
12.9 percent increase. In addition, 85.4 percent of S&P 500 CEOs received an annual bonus payout in 
2009, compared with 81.6 percent of CEOs in 2008.  
 
The following chart shows the prevalence of CEOs receiving short-term incentive plan bonuses, long-
term incentive plan bonuses, and discretionary bonuses in 2008 and 2009. While fewer CEOs received 
payouts under long-term incentive plans or received discretionary bonus awards, more CEOs were 
awarded payouts under annual incentive plans. These plans rewarded CEOs for company performance 
after the downturn.  
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Annual Bonuses Bounce Back 

 
To demonstrate how bonus payouts tracked overall economic performance, the chart below compares 
the change in bonus payout by fiscal year-end. Companies were divided into three groups, based on 
when they completed their most recent fiscal year: June 2009 to August 2009 for the first group, 
September 2009 to November 2009 for the second group, and December or January 2010 for the final 
group.  
 
Members of the first group completed their fiscal year amidst the turmoil of the last quarter of 2008. 
Subsequently, the average annual bonus for this group decreased from 2008 to 2009. Influenced by 
market trends, the second group of companies continued to see reduced bonus levels. However, 
companies in the final group (which constituted over 80 percent of the total companies in this study) 
saw a 13.3 percent increase in average bonus payouts from 2008 to 2009. 

 
 
 
 
 
  

-39.7%
-33.0%

13.3%

-50.0%

-25.0%

0.0%

25.0%

50.0%

June - Aug. Sept. - Nov. Dec. - Jan.

Change in Average Annual Bonus 
Payouts by Fiscal Year End

9



Copyright 2010 Equilar, Inc.® All rights reserved. www.equilar.com

2010 CEO Pay Strategies Report

Restricted Stock Sees Rise in Use, Despite Smaller Values 
 
The troubled market certainly had its effect on the equity portion of pay during the last year. Option-
value declines of over 15 percent played a significant role in the overall drop in pay in 2009. Options 
saw a decline of 17.7 percent, while restricted stock fell by 0.6 percent from its 2008 level. Since the 
timing of many companies’ equity grants, awarded in early 2009, overlapped with the low point of 
their stock prices, the unit value of options and stock was lower than in years past. In order to 
maintain a consistent level of value for restricted stock, companies were forced to grant more shares. 
Now that the markets have begun to rebound, we are already seeing signs of growth in equity values 
for 2010, and a subsequent decrease in the number of shares granted.    
 
Restricted stock made the biggest gains among equity types employed in 2009, transitioning from a 
minority-used to a majority-used vehicle. The prevalence of full-value shares grew from 48.8 percent 
to 52.6 percent among the CEOs studied, continuing the move towards full-value shares and away 
from options that has been seen in recent years. 
 
A somewhat surprising trend is the stability of performance shares. Despite pressure from the 
government and shareholders to tie pay with performance, companies appear to be choosing time-
vested stock over performance-based equity. Prior to 2009, we saw increases in the use of performance 
shares as a pay vehicle.  
 
The chart below displays the percentage of CEOs in the S&P 500 who received each of the listed forms 
of equity in 2008 and 2009. 
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Pay Design Shows Incremental Signs of Change 
 
While the value of pay, and option awards in particular, shifted significantly, the overall design of pay 
packages remained relatively stable. The only major change was the percentage of compensation paid 
in options, which fell from 32.2 percent of aggregate S&P 500 CEO pay in 2008 to 27.3 percent in 2009. 
We also saw the percentage of compensation paid in bonuses grow from 20.8 percent to 23.4 percent 
over the past year. In general, other pay components saw little change.  
 
To determine these figures, Equilar added up each element of pay, then calculated the percentage of 
aggregate total pay each element represented. The following chart shows the percentage of total pay 
consisting of each compensation element in 2008 and 2009 for S&P 500 CEOs. 
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Equity Design Mix Sees Shift to Restricted Stock and Away from Options 
 
The overall design of pay packages did not change significantly in 2009, with only two areas seeing 
increases. The first was the use of only restricted stock, which grew 50 percent, from 20 to 30 CEOs. 
The second was the use of all three equity vehicles, which climbed from 39 to 43 recipients. The equity 
mix that saw the biggest decline was the use of options; the number of chief executives receiving only 
options fell from 56 to 50. Another area of decline was the number of CEOs not receiving any equity, 
which dipped from 34 to 30 chiefs.  
 
The chart below shows the number of companies in the S&P 500 that awarded the specified mix of 
equity in 2008 and 2009:  
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PAY FOR PERFORMANCE 

 
Bonuses More Responsive to Performance 
 
The concept of “pay for performance” has become increasingly important to shareholders. To study 
this trend, Equilar divided the 342 companies into four equal quartiles, based on one-year TSR 
performance. Companies with the highest TSR were placed in the top quartile, and companies in the 
next-highest TSR group were in the second quartile. For this study, the top quartile had a median TSR 
of 82.7 percent in 2009. This was a substantial improvement over the bottom quartile, which had a 
median TSR of -9.3 percent for the year. As can be seen in the chart below, top-performing companies 
rewarded their CEOs with bonus payouts that were 86.8 percent higher in 2009 compared to 2008. 
CEOs in the bottom quartile experienced bonus declines, with the median total bonus falling by 10.4 
percent for this group. 
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Equity Value Grows for 2009 Awards, As 2008 Struggles to Catch Up 
 
2009 equity grants show a decline over last year, a key facet of the overall drop in pay. Thanks to a 
market rebound in the second half of 2009, however, executives may end up realizing more pay than 
they originally estimated. Falling stock prices not only lowered the value of equity awarded but also 
forced companies to grant more shares, in an attempt to mitigate the difference. Consequently, this 
increase in shares has begun to provide executives with strong values for their awards—only a year 
after they were granted. The pessimism surrounding the value of equity granted in 2008 has been 
replaced by excitement about the fortunate timing of increased shares and decreased exercise prices 
for equity granted in 2009. 
 
Most companies typically grant their equity at the beginning of the year. Due to the steep drops in 
stock prices at the end of 2008 and the beginning of 2009, a majority of executives found their 2008 
options underwater. Meanwhile, many of the 2009 annual awards grew well into the money, as their 
company’s stock rebounded towards the end of the year. This timing issue has created a large amount 
of intrinsic value for grants made in early 2009, while many 2008 grants are still underwater.  
 
The chart below shows the percentage of options granted in 2008 and 2009 that are in-the-money or 
underwater using the 2009 fiscal year-end stock price: 
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Much like options, 2009 grants of restricted stock saw a favorable climb in value from the grant date 
to the fiscal year-end, while the 2008 awards experienced a dip. As seen in the chart below, the value 
of restricted stock granted in 2008 declined an average of 29.7 percent by the end of the fiscal year it 
was granted. Conversely, the restricted stock given in 2009 saw an average increase of 18.7 percent at 
fiscal year-end. These changes represent the difference between the value disclosed in the proxy and 
the value at fiscal year-end. A CEO who received an award in early 2009 may have has that award 
initially valued at a lower level than their award a year prior, but the ultimate value realized may end 
up being much higher. 
 
The chart below represents the average change in the value of restricted stock from the time it was 
granted to the end of the fiscal year: 
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PAY BY SECTOR 

 
As one might expect, CEOs in certain sectors took harder hits than their peers in other fields. Basic 
Materials and Technology companies saw the largest decline in median total compensation for CEOs, 
falling by 16.7 percent and 16.0 percent, respectively, from 2008 to 2009. Despite the steep drop in pay 
at Basic Materials and Technology companies, total compensation was lowest at Financial firms, for 
the second year in a row. Total pay at Conglomerate and Healthcare firms remained steady in 2009; 
Healthcare CEOs received the highest median total compensation, at $10.5 million. Services and 
Utilities companies were the only firms that saw an increase in CEO compensation compared to 2008. 
The median total compensation grew 9.8 percent for Services CEOs and 5.6 percent for Utilities CEOs. 
The chart below shows median CEO total compensation for each designated sector: 
 

 
 
The next chart shows the change in median CEO total compensation from 2008 to 2009 for each S&P 
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The following chart shows the percentage of total pay, consisting of cash compensation and equity 
compensation, for S&P 500 CEOs in 2008 and 2009. To reach these figures, Equilar added up the total 
cash compensation, consisting of salary and bonus; the total equity compensation, consisting of stock 
and option awards; and other compensation, consisting of benefits and perquisites. We then 
calculated the percentage of aggregate total pay each element represented.  
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STRATEGIES TO WATCH IN 2010 

 
General Compensation Trends 
 

• Shift to Risk-Mitigating Pay Practices – With new disclosure regulations effective in 2010, 
companies face even greater pressure to outline a clear relationship between pay and 
performance. The requirement of a new proxy section, detailing pay policies and their 
potential to induce excessive risk, has caused many companies to review their practices. For 
some, the review has revealed a need to adopt effective policies that provide longer-term 
accountability, including clawbacks, ownership guidelines, and deferral periods. As regulators 
and investors alike push for more effective relationships between pay and performance, 
companies will look for new ways to make that connection real and apparent. 

 
• Widespread Holding Requirements – The use of additional holding requirements following 

the vesting of equity awards has greatly increased over the past year. These holding policies 
ensure that a portion of executive pay is directly related to the long-term performance of the 
company. In 2010, the number of companies using holding requirements continues to grow. 
Many companies have also modified their policies to require that a larger portion of equity 
awards be held for a given period before they are eligible for sale. 

 
• Diversification of Equity Types – As companies continue to alter pay plans to link them more 

closely to performance, some are starting to use multiple vehicles to incentivize their 
executives. The use of options, restricted stock, and performance shares promotes different 
approaches to adding value to a firm. Performance shares encourage executives to reach 
certain financial milestones besides increasing stock price. Restricted stock guarantees at least 
some value, while options rely on an increase in stock price to realize their value. The use of 
multiple vehicles can reward executives for success in a number of areas critical to a 
company’s success, instead of focusing on a singular approach to maximizing realized value 
for one type of equity.    
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