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The past year was unique in Canada’s financial sector because four out of five major banks
appointed new CEOs in their 2013‐2014 fiscal years, as follows:
Bank of Nova Sco a
(BNS)
Canadian Imperial
Bank of Commerce
(CIBC)
Royal Bank of
Canada (RBC)
Toronto‐Dominion
Bank (TD)

Outgoing CEO
Rick Waugh

New CEO
Brian Porter

Appointment Date
November 1, 2013

Gerry McCaughey

Victor Dodig

September 15,
2014

Gord Nixon

David McKay

August 1, 2014

Ed Clark

Bharat Masrani

November 1, 2014

These appointments give us a unique opportunity to assess whether the banks are changing the
compensa on of their new CEOs. In addi on, we can see how the banks have responded to the
Canadian Coali on for Good Governance’s emphasis on lower weigh ng of stock op ons, capping of
pension benefits, no special perquisites, and no generous severance or change of control provisions.
Our analysis is based on the execu ve compensa on disclosures provided by the banks in their
management proxy circulars.

TARGET COMPENSATION
With the notable excep on of RBC, the banks have reduced their new CEO salaries by one third and
reduced their target total direct compensa on by from 18 to 25%, as illustrated below:
Outgoing CEO
(millions)
1.

New CEO
(millions)

Change

Base Salary

BNS

$1.5

$1.0

‐33%

CIBC

$1.5

$1.0

‐33%

RBC

$1.5

$1.3

‐13%

TD

$1.5

$1.0

‐33%

BNS

$10.7

$8.0

‐25%

CIBC

$9.5

$7.5

‐21%

RBC

$11.3

$10.0

‐11%

TD

$11.0

$9.0

‐18%

2.

Target Total Direct
Compensa on

Are The Banks Changing The Compensation Of Their CEOs?| 2

McDowall Associates

www.mcdowallassociates.com

If we include the compensa on of the longest‐tenured CEO of the Bank of Montreal (BMO), Bill
Downe1, into the analysis, the median CEO compensa on of the five major banks for 2014 calls for a
base salary of $1.0 million and target total direct compensa on of $9.0 million, down from $1.5
million and $10.7 million respec vely in 2013.
Unlike typical prac ce in the past, no promo onal awards (such as special bonuses and/or equity
awards) were made to any of the four new CEOs.

STOCK OPTIONS
The banks have been reducing the rela ve weigh ng of stock op ons in their incen ve compensa on
awards in response to pressures from ins tu onal investors and from the financial regulators. In
recent years, bank stock op on award weigh ngs typically represented 50% of long‐term incen ve
(LTI) awards to their top execu ves. However, for 2014 the median stock op on LTI weigh ng has
declined to 20%:
Stock Op on Weigh ngs
BMO

25%

Mid‐Term Incen ve
Weigh ngs
75%

BNS

20%

80%

CIBC

20%

80%

RBC

20%

80%

TD

33%

67%

In a related trend, the banks have been a emp ng to reduce their top execu ve stock op on
weigh ngs to no more than 10% of their total incen ve awards (i.e. annual incen ve cash plus LTI) in
order to respond to pressures from the U.S. regulators that are administering the financial ins tu on
restraint provisions of the Dodd‐Frank legisla on.

1

$1. 5 million base salary and $10.5 million target total direct compensa on for 2014.
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EQUITY COMPENSATION STAKE
The equity stake of CEOs is usually looked at in rela on to a mul ple of their base salary. However, in
the case of the banks, their CEO equity stake typically is substan al, making the salary comparison less
relevant than for other industries. We have developed what we believe to be a more telling approach
that compares the CEOs’ total equity compensa on stake, including unvested in‐the‐money awards, to
their target total direct compensa on (target TDC).
On this basis we found the newly appointed CEOs had significantly lower equity compensa on stakes
than their predecessors had, both absolutely and rela vely, with the excep on of RBC:
Outgoing CEO’s
Last Year In‐The
‐Money Value
(millions)

Mul ple of
Target TDC

New CEO’s First
Year In‐The‐
Money Value

Mul ple of
Target TDC

New CEO Value
as Percent of
Outgoing CEO
Value

(millions)
BNS

$66.2

6.2

$19.5

1.7

29%

CIBC

$64.42

6.7

$6.9

0.9

11%

RBC

$38.7

2.6

$27.0

2.7

70%

TD

$126.9

11.5

$49.4

5.5

39%

Median

$65.3

6.4

$23.2

2.2

34%

It should be noted that a significant por on of the outgoing CEOs’ equity stakes resulted from stock
op ons they had been awarded over the years, but had not exercised before their expiry dates. As the
new CEOs will receive rela vely low op on awards going forward, they will not have the equity
exposure their predecessors had.

2

Including $42 million of es mated value of previously vested units paid out on or shortly a er Mr. McGaughey’s September 15, 2014
re rement date.
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RETIREMENT BENEFITS
Less generous re rement income arrangements are being provided to all four of the new CEOs than to
their predecessors, as follows.

BNS
CIBC

RBC

TD

Outgoing CEO’s Arrangement

New CEO’s Arrangement

$2.0 million absolute annual pension
cap at age 63
Pensionable earnings capped at $2.3
million, but no absolute annual
pension cap
$2.0 million annual pension cap at
age 60

$1.5 million absolute annual pension
cap of at age 65
$1.0 million absolute annual pension
cap at age 61

$2.5 million absolute annual pension
cap at age 63

$0.7 million annual pension cap at
age 55, increasing to $1.25 million at
age 60
$1.35 million absolute annual
pension cap at age 63

If we include the US $1.0 million pension cap for BMO, the median CEO annual pension cap has
dropped 37.5% from $2.0 million to $1.25 million.
CEO promo ons can significantly increase company pension costs due to the retroac ve impact of CEO
pay increases on the actuarial value of pension credits for previous years of service. Notwithstanding
the lower absolute annual pension caps, we es mate the median incremental value of the impact of
the promo onal increases in the four new CEOs’ compensa on to be significant at $1.9 million.

PERQUISITES
In the past, it was not unusual for a bank CEO to be given special perquisites. In part due to pressure
from ins tu onal investors and increased scru ny generally, none of the new CEOs were given special
perquisites over and above the regular senior execu ve program.
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SEVERANCE AGREEMENTS
Two of the five big banks, RBC and TD, no longer have employment contracts with their CEOs.
Whether or not the bank CEOs have employment contracts, they are typically en tled to two years’
cash compensa on in severance and benefit con nua on in the event of termina on without cause,
consistent with common law norms at the CEO level.

CHANGE OF CONTROL PROVISIONS
Two of the five big banks (CIBC and RBC) have agreements or policies that specify the amount of
severance and benefits their top execu ves would receive if they were to be terminated or were to
resign with good reason following a change of control (COC). In both cases, the amount of the
severance treatment is the same as in a non‐COC termina on without cause situa on.
Ins tu onal investors have been pressing companies to no longer allow non‐vested equity awards to
automa cally vest upon a COC. The banks have responded. Accordingly, outstanding unvested mid‐
term incen ve awards (RSUs and PSUs) con nue to be subject to their pre‐COC ves ng requirements
at BMO and TD, while at BNS, CIBC and RBC they early vest only on employee termina on following a
COC. Stock op ons now early vest following a COC only on employee termina on at four of the banks,
but not at BNS where they to vest immediately on a COC as in the past.

OUTGOING CEO AWARD TREATMENT
While each of the outgoing CEOs were given regular (or in some cases pro‐rata) mid‐term and long‐
term incen ve awards for their final period of service notwithstanding their re rements, the way in
which these awards were allocated between performance share units (PSUs) and stock op ons varied
as follows:

BNS

Equity award alloca ons
60% in PSUs and 40% in op ons

Ves ng
Normal ves ng schedule con nues

CIBC

Paid in cash

100% immediate on re rement

RBC

100% in PSUs and no op ons *

Normal ves ng schedule con nues

TD

67% in PSUs and 33% in op ons

Normal ves ng schedule con nues

* No op ons were awarded for the 2014 year as Mr. Nixon was not an ac ve employee on
the date of grant.
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TOTAL CEO TURNOVER COST
CEO turnover can be very expensive. To es mate the total cost of the four bank CEO turnovers, we
took into account: the cost of any special arrangements under the outgoing CEO’s re rement
agreement where applicable, the diﬀerence between the former CEO’s and the new CEO’s target total
direct compensa on, and the incremental impact of the promo ons on the new CEOs’ pension values.
The results are as follows:
Incremental Cost
of the Outgoing
CEO’s Re rement
Agreement3

Reduc on in the
New CEO’s Target
TDC vs. the Out‐
going CEO’s Tar‐
get TDC
(millions)

First Year Impact
of Promo on on
the new CEO’s
Pension Value
(millions)

(millions)
BNS
CIBC
RBC
TD
Median

3

‐
$16.7
‐
‐
‐

CEO Transi on
Year Cost

(millions)
‐$2.7
‐$2.0
‐$1.3
‐$2.0
‐$2.4

+$1.5
+$2.3
+$5.1
‐$2.5
+$1.9

‐$1.2
+$16.9
+$3.8
‐$4.5
+$1.3

In past prac ce, re ring bank CEOs typically received special payments (“re ring allowances”) on their re rement in the order of two
mes their annual cash compensa on. CIBC was the only bank to make such a payment.
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CONCLUSION
From the foregoing analysis, we can conclude
that the banks have significantly reduced the
compensa on of their new CEOs. However, we
do not know whether they intend to phase in
the new CEO’s compensa on back to the
former CEO’s level over me.
RBC for one states in its proxy circular that “the
board took a mul ‐year approach to
transi oning Mr. McKay’s compensa on to the
appropriate posi oning rela ve to our peers.”
The three other banks did not make similar
comments, so stay tuned!

For further information, please contact the following
McDowall executive compensation consultants:
Robert Levasseur
Senior Consultant & Principal
Email: blevasseur@mcdowallassociates.com
Telephone: (416) 357‐0536
Domenico D’Alessandro
Senior Consultant
Email: ddalessandro@mcdowallassociates.com
Telephone: (647) 531‐3268
Bernie Martenson
Senior Consultant
Email: bmartenson@mcdowallassociates.com
Telephone: (647) 534‐7261
Ray Murrill
Senior Consultant
Email: ray.murrill@mcdowallassociates.com
Telephone: (416) 318‐0394
To learn more about McDowall Associates, please
call us at (416) 644 6584 or visit
www.mcdowallassociates.com
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T 416 644 6584
F 416 361 0931

Fully Independent Experts
McDowall Associates is a fully independent
consulting firm offering a complete range of advisory
services for Boards and management.
Strategic & Evidence-based Approach
Providing market intelligence based on research is
foundational to the consideration of alternative
strategies.
Subject Matter Experts
Experience matters. Our associates have in-depth
knowledge of executive compensation and related
areas of practice including Expert Witness Consulting.
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