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DDecember 3, 22013 

MMs. Elizabeth MM. Murphy, SSecretary 
UU.S. Securitiess and Exchannge Commissiion 
1000 F Street, NNE 
WWashington, DDC 20549-10990 

DDear Ms. Murpphy, 

Subject: Commments on Propposed Rules Relating to P ay Ratio Discclosure 
RRelease Nos. 333-9452; 34-770443; File No. S7-07-13 ((the “Releasee”) 

WWe respectfullyy submit this letter in respoonse to the soolicitation by tthe U.S. Secuurities and Exxchange 
CCommission (tthe “Commisssion”) for commments on thee proposed ammendments too Item 402 of 
RRegulation S-KK (“Proposed Rules”) requiiring disclosu re of: 

� The mediaan of the annuual total comppensation of aall employeess of an issuer,, excluding th e chief 
executive oofficer (“medi an compensaation”); 

� The annuaal total compeensation of thaat issuer’s ch ief executive officer; and 

� The ratio oof the median of the annuaal total compeensation of all  employees t o the annual total 
compensaation of the ch ief executive officer (“pay ratio”).  

The Proposed Rules are inttended to impplement Sectioon 953(b) of tthe Dodd-Fraank Wall Streeet Reform 
annd Consumerr Protection AAct (“Dodd Fraank”). 

AAon Hewitt is tthe world’s pr eeminent humman resourcees consulting and outsourccing firm with the 
reesources, exppertise, and global reach too solve the moost pressing aand complex people challeenges 
thhat organizatioons face todaay. 

WWe employ thee strongest teeam of professsionals in the e industry, wh o have accesss to the wideest 
brreadth and deepth of researrch, platformss, and servicees in more loccations and foor more indusstry 
seegments thann any other huuman capital ffirm. Our singgular focus is on our clientss: We deliverr 
distinctive valuue, top-rated ccustomer servvice, and meaasurable busiiness impact. 

WWe appreciatee the opportunnity to offer these commen nts and hope tthat the Commmission finds our 
obbservations aand recomme ndations usefful in developping final ruless. Our commeents providedd below 
arre limited to thhe following ffour areas:  

� Need for mmaximum flex ibility in seleccting a methoddology of calcculating mediian compensaation; 

� Need to limmit the relevant employee population to employees wworking in thee U.S.; 
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� Need to prrovide additio nal time betwween the referrence date forr the median compensatio on and the 
date the reegistrant’s filinng containing Item 402; annd 

� Need to coonsider pay raatio disclosuree as furnishedd rather than filed; or, in thhe alternative, provide 
clear “safee harbor” ruless for Issuer coompliance. 

NNeed for Maximum Flexibbility 
WWe support thee Commissionn’s position o f providing m maximum flexibbility with respect to identiffying the 
emmployee with the median ccompensationn. The propossed rules provvide in part thhe following: 

“(i) Registrantss may use (A)) a methodollogy that usees reasonablle estimates to identify thhe 
mmedian and (BB) reasonable estimates to calculate the annual total compennsation or anyy 
ellements of tottal compensaation for emplooyees other t than the PEOO. 

(ii) In determin ing the emplooyees from w hich the med ian is identifieed, a registra nt may use (AA) its 
emmployee popuulation or (B) statistical sammpling or othher reasonabble methods”” (emphasis inn bold 
itaalics added). 

Because the process of ide ntifying the emmployee withh the median ccompensationn is completely 
different than tthe process of identifying “named execuutive officers”  (whose com pensation muust be 
disclosed undeer the existingg Item 402 rulles), and becaause organizaational structuures of publicc 
coompanies tennd to be compplex (particulaarly in the conntext of a largee global comppany with sevveral 
huundred subsiddiaries), it is ccritical that the final rules isssued by the Commission retain the abbove-cited 
laanguage. We also recommmend that the CCommission clarify that whhen determining if an estimmate or 
mmethod is reassonable, regisstrants may coonsider the coomplexity of iits organizatioonal structuree, 
geeographic disspersion of thee employee ppopulation, annd the cost off obtaining emmployee comppensation 
innformation. 

NNotwithstandinng the propos ed flexibility uunder the pro posed rules, a registrant wwill still need tto institute 
mmany new proccesses whichh may, dependding on the ciircumstancess, include the following: 

� Establishinng guidelines for identifyingg individuals wwho provide sservices direcctly to or on bbehalf of 
the registraant (includingg subsidiaries of the registrrant) who wouuld be treatedd as “employeees” for 
purposes oof the pay ratio disclosure; 

� Reviewing  current data gathering sysstems to deteermine wheree new or enhaanced system s will 
need to bee implementedd to gather coompensation data for thosee individuals identified as 
employeess; 

� Analyzing employee su bpopulations across regio nal and organnizational diviisions and cu rrent 
compensaation retrieval systems to deetermine the most cost-effficient manneer of estimatinng the 
median coompensated eemployee; 

� Developingg communicaation and trainning for local hhuman resou rce staff memmbers to colleect the 
required innformation; 
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� Working wwith “data privaacy officers” i n various couuntries to makke sure that trransmission oof 
individual ccompensationn data does nnot violate privvacy laws in aa given localee; 

� Capturing and applying  necessary fooreign exchannge informatioon so that commpensation ddata can 
be organizzed under a s ingle currencyy; and 

� Testing coollected data for reasonableeness. 

It is essential the registrantss be allowed tto exercise juudgment in theese areas an d to use reassonable 
mmethods and t o make reasoonable estimaates to determmine the mediian compensaated employeee. We 
beelieve the prooposed rules pprovide for th is and recommmend that thee Commissio n not scale b ack the 
prroposed use of reasonablee estimates. 

NNeed to UUse Onlyy Employyees Woorking in the U.S. 
Based on reseearch by Radfford, a unit of Aon Hewitt, i ncluding empployees outsidde the U.S. wwhen 
deetermining m edian compe nsation can r esult in a signnificant, and in our view, distorting shift in the 
paay ratio. Wheen non-U.S. e mployees aree included in ddetermining mmedian comp ensation, the pay ratio 
caan be from 1. 75 to 2.20 timmes greater (oor more) than n the pay ratioo determined wwithout thesee
emmployees. Thhe impact variies with the s ize of the commpany, industtry, and countries in which the 
coompany oper ates. As a ressult, CEOs wiith identical c compensation , in similarly-ssized compannies could 
haave dramaticaally different ppay ratios, baased on the faact that one company has all, or most of its 
emmployees in tthe U.S., and the other hass all, or most of its employ ees located eelsewhere in tthe world. 
Further, the coompensation oof U.S. emplooyees in thesee companies could be idenntical. 

Innvestors do noot know the ccountry-by-couuntry makeupp of a companny’s employeees, neither the 
coountries in whhich employeees reside nor the pay pracctices that ma ay be competi tive in that coountry. 
WWithout this coontextual inforrmation, the ppay ratio discllosure cannott serve any mmeaningful pu rpose. 
HHowever, if thee compensati on is restrictedd to the U.S. alone, investt a dataon compariso ors will have 
pooint that is cleearly understaandable—the  CEO’s total ccompensationn is a specifieed multiple of all its 
UU.S. employeees. If, on the oother hand, thhe pay ratio iss determined on a global b asis (putting aside a 
isssues of data privacy and tthe difficulty aapplying U.S. compensatioon measuremeent rules to 
siignificantly diffferent pay paackages suchh as a Singapoore housing aallowance or aa “13th monthh bonus” 
inn China), investors would hhave to have aan enormouss amount of addditional inforrmation to understand 
wwhat a discloseed global payy ratio really mmeans. Such additional infoormation is wwell beyond thhe scope 
off Section 953 (b) of Dodd FFrank and wouuld place a si ignificant burdden on registrrants with largge non-
UU.S. employeee populations..

To address thi s, we believe the pay ratioo should look only at U.S.-bbased employyees. Furtherrmore, we 
doo not supportt the notion off multiple pay ratio disclosuures: one refl ecting only U .S. employeees and 
onne reflecting nnon-U.S. empployees. This approach woould simply doouble the effoort required too comply 
wwith the regulaation without pproviding meaaningful informmation to an iinvestor. It woould, in effectt, require 
thhe issuer to goo through thee effort of idenntifying two seets of median  employees——one in the UU.S. and 
onne outside thee U.S., and wwould not mitiggate the issuees surroundinng the determmination of wh at 
coonstitutes “coompensation” in various noon-U.S. locatioons. 
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AAs an addition al issue, manny companies  with internat tional operatioons do not haave a global hhuman 
reesources funcction with cen tralized globaal recordkeepping. If the payy ratio is limiteed to the U.SS., most 
emmployers will be able to loook at a commmon database of employeees with a conssistent definitioon of 
coompensation.. If a global paay ratio is reqquired, a comppany would bbe required (inn some casess, for the 
firrst time) to deefine, collect, aggregate, and analyze coompensation from a numbber of countriees, 
inncurring a subbstantial cost solely to calcculate one addditional discloosure under aan already commplex 
annd extensive set of Item 4002 disclosure s. Relative too the time andd effort needeed to collect d ata for a 
UU.S.-only apprroach, we beliieve the globaal data collec ction would bee, for most co mpanies, undduly 
buurdensome. 

NNeed to AAllow Addditional Time to Identify tthe Median Empployee 
UUnder the propposed rules, aa registrant wwill need to dettermine the mmedian compeensated emp loyee 
ammong its empployees who aare actively emmployed as oof the end of tthe registrant’’s current rep orting 
peeriod. Given oour consideraable experiencce in the areaa of compens sation and bennefit administtration, we 
beelieve it will bbe difficult for most compannies to gatherr this informattion in a timel y fashion andd have 
suufficient time for review by all of parties responsible ffor the Item 4402 disclosurees. At a minimmum, we 
reecommend th e Commissioon permit regisstrants to connsistently use e its employeee population aas of the 
fisscal year-endd next precediing the reportting period to identify the mmedian compeensated emp loyee. 
The registrant can then usee a reasonablee estimate of what that meedian compennsated employyee’s 
tootal compensaation for the ccurrent report ing period is wwhen calcula ating the pay rratio regardlesss of 
wwhether that inndividual was, in fact, emplloyed at the eend of the repporting period . 

Based on workk we have donne to date, wee believe thatt using the emmployee popuulation that exxisted one 
yeear prior to thhe end of the ccurrent reportting period wiill not have a material impaact on the payy ratio. It 
iss highly unlikeely that the coompensation aand benefit prrofile of the mmedian compeensated empl oyee is 
likkely to chang e radically froom year to year, and any pperceived addded value of uusing more 
coontemporane ous informati on for purposses of the payy ratio is likelyy to be neglig ible. 

NNeed to CConsiderr the Payy Ratio aas Furnisshed Nott Filed, oor in 
thhe Alternnative, PProvide SSpecific SSafe Harrbor Rulees 
Inn terms of pottential legal coosts to issuerrs relative to aan immaterial benefit to invvestors, we sttrongly 
beelieve that thee Commissionn needs to eitther: 

a. Consider the filing of thee pay ratio to be “furnishedd” rather thann “filed”; or, in the alternativve, 

b. Provide cleear “Safe Harrbor” rules forr issuers to m eet the methoodological reqquirements off 
computing the ratio. 

There has beeen an explosioon of litigationn over “say onn pay votes,” almost all of wwhich have b een 
dismissed withh prejudice. WWe believe thaat this practicee will be repeeated with reg ard to the payy ratio 
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disclosures if ccompanies ar e required to provide this i information ass “filed,” ratheer than “furnisshed”. As 
thhe Commissioon acknowleddges, there ar e myriad dec cisions a comppany must maake in compuuting the 
raatio—what meethodology is applicable, wwhen is the apppropriate meeasurement ddate, who is too be 
coonsidered an “employee” ffor purposes oof the calculaation, what constitutes “commpensation”, etc. If the 
raatio is to be coonsidered “fileed,” companiees will be opeen to the plainntiff’s bar cha llenging everyy 
asssumption a ccompany makkes, with the allegation thaat the companny has willfullyy misled investors by 
itss choice of asssumptions. TThere is no Generally Acceepted Accounnting Principa l or any otherr body of 
ruules that woulld guide a reggistrant in makking these asssumptions. TThe Commiss ion, by encouuraging 
coompanies to sselect their owwn “best fit” s olutions is oppening the do or to compannies being 
chhallenged—“WWhy did the ccompany chooose methodollogy ‘A’ whenn a majority off its peers choose 
mmethodology ‘BB’, which coinncidentally leaads to a higheer ratio?” 

If the Commisssion permits tthe pay ratio tto be conside ered "furnishe d," even thouugh it is contaained in 
doocuments thaat are "filed," iit would remoove liability unnder Section 118 and limit thhe ability of thhe 
pllaintiff’s bar too launch strik e suits with thhe view of exttorting settlemments from isssuers. (This iss an all 
tooo common p ractice today with regard t o “say on payy” votes and vvotes on stoc k plans, wherre suits 
arre being filed shortly befor e a shareholdder meeting, cclaiming that insufficient innformation ha s been 
prrovided to shaareholders, a nd demandinng companies s either settle quickly…withh little, if any mmoney 
acctually reachi ng shareholdders… or incu r the cost of rrescheduling annual meetiings.) 
If the Commisssion decides tthat registrants should be subject to thee “filed” ratherr than “furnishhed” 
ruules, then we would sugge st the followinng: 

a. The Commmission shouldd provide signnificantly greaater guidancee as to approvved methods (whether 
sampling, survey data, or other “reassonable estimmates” (as notted in the Commmission’s reelease on 
page 40). Because of thhe higher scruutiny applied to “filed” mateerial, and the likelihood of strike 
suits from the plaintiff’s bar, the Commmission shouuld provide suufficient guidaance to give isssuers a 
series of “ssafe harbors”  for determiniing the mediaan employee. 

b. In order to provide these safe harborrs, the Commmission shouldd provide furthher guidance in 
terms of: 

i. 	 Allowaable methodo logies; and 

ii. 	Rangee of acceptablle variation wwithin each meethodologies (e.g., for a staatistical samppling 
approaach, how big does the sammple need to bbe as a perceentage of the wworkforce, hoow to 
allocatte among diffeerent countriees, does the ssize of the sa mple needed  vary with thee number 
of countries includeed, what is an  acceptable cconfidence levvel and marg in of error, etcc.). 

c.. The Commmission shouldd explicitly incclude in the safe harbors thhe use of an alternative yeear-end 
reference point for deteermining the mmedian emplooyee (for who m total comp ensation for tthe 
current repporting periodd will be discloosed). As we have noted eearlier, the keyy is to consisttently 
apply a paarticular time pperiod—it neeed not be the same as the current reporrting period off the 
registrant. 
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WWe appreciatee the opportunnity to providee the Commisssion with commments relating to its proposed 
ruules under Seection 953(b) of Dodd Frannk, and we woould be happyy to discuss wwith the Commmission 
annd/or its staff any of our coomments provvided herein. 

Sincerely, 
AAon Hewitt 

Theodore R. BBuyniski 
Partner 
RRadford, an Aoon Hewitt Commpany 

DDavid M. Sugaar 
Partner 
AAon Hewitt 

Todd McGoverrn 
Partner 
AAon Hewitt 

Brian Dunn 
CCEO, Global CCompensationn, Aon Hewitt and 
President, McLLagan, an Ao n Hewitt Commpany 

DDS:mm 
INT/AA/SEC/MUR120 301e 
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