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COVID-19 Business Impacts – Recent Headlines

The impacts of COVID-19 transcend industries and geographies. Nearly every sector of our global 
economy has been impacted. Some of today’s headlines:
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Newport Survey – Coronavirus Impact on Rewards 
and Staffing
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2020 Annual Incentive Programs
Presenting Issues

• The potential impact of COVID-19 to executive annual incentive programs (AIPs) is becoming 
apparent as the virus continues to spread and business conditions deteriorate.

• In many cases, AIP goals that were finalized in Q1 before the onset of the pandemic may no longer be 
realistic or attainable, even at threshold performance levels.

Potential Remediation Strategies

• Companies might consider revising their metrics to attainable levels, or implementing additional 
metrics that are aligned with current priorities, to ensure that executives are appropriately incentivized.

• For some companies, it may make sense to defer revising goals until there is more stability, or to rely 
upon Board discretion to create flexibility in terms of payouts.

• Consider shorter performance periods (e.g., 6-months as opposed to 12 months).

Considerations

• Any payouts should take into account decreases in shareholder value/returns caused by COVID-19. 
(What is “appropriate” given the business climate?)

• Certain executives may elect to forgo 2020 payouts to preserve liquidity to prevent RIFs, job 
eliminations, and/or unpaid furloughs for non-executive staff, particularly at closely-held firms.
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2020 Long-Term Incentive Grants
Presenting Issues

• For companies that granted equity awards in Q1 – reduction in market value may have resulted in 
accelerated depletion of the available share pool to arrive at target award amounts (e.g., 1,000 shares 
at $50/share = $50K vs. 2,000 shares at $25/share = $50K award).

• For “performance-based” LTI grants (both equity and cash-based): Extreme market volatility may result 
in lack of vesting (and zero payouts) for FY 2020.

Potential Remediation Strategies

• Consider delaying grants until a period of greater stability resurfaces with a commitment that delayed 
grants will vest according to the customary grant schedule.

• Consider time-based vesting for 2020 LTI grants (in lieu of performance-based vesting).

• Consider using relative performance criteria (as opposed to GAAP) for the 2020 performance period.

• Give the Board or the Compensation Committee the discretion to settle awards in shares or cash at the 
end of the performance period.

Considerations

• Consider limiting upside opportunity if companies implement strategies that provide downside 
protection. Consider appropriateness of target grant award amounts in current business climate.
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Potential LTIP Silver Linings

Long-term Performance Orientation

• For LTIPs that feature multi-year performance periods, extreme volatility in one year can be “smoothed 
out” in subsequent years, provided the performance in those years exceeds target performance levels.

• Here is an example of a cash-based LTIP with a multi-year performance period (i.e., performance unit 
program):
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Change-in-Control Provisions

Presenting Issues

• Depressed stock values and lackluster company valuations could lead to takeover activity (hostile 
bids or voluntary combinations).
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Considerations

• A potential bid could disrupt a target’s 
employees and damage the target’s business 
irrespective of whether a transaction 
materializes.

• To maintain business continuity in the event of 
a hostile bid, ensure that executives have 
appropriate CIC provisions memorialized in 
their employment agreements.

• Double trigger provisions have become 
widespread in executive employment 
agreements.
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Executive Pay Transparency – Shareholder Concerns

• Institutional shareholders and the proxy 
advisory firms are watching the steps that 
companies take regarding compensation to 
ensure that good governance practices are 
maintained and executives do not receive 
windfalls in the face of severe shareholder 
losses.

• One way to strike the appropriate balance 
for performance goals based on peer group 
comparison criteria may be capping payouts 
at target regardless of performance relative 
to peers if shareholder return is otherwise 
flat or negative during the applicable 
performance period.
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Public Company Disclosure Requirements in Light of 
COVID-19
• If a company is making changes to its annual or long-term 2020 incentive compensation program, the 

following considerations will be important in determining whether the changes will need to be 
disclosed on a Form 8-K: 

– As a general matter, the terms of incentives do not need to be disclosed unless they are material 
and are not within the terms of the company’s previously disclosed plans and programs.

– A company’s historical disclosure practices often influence its ongoing disclosure decisions and 
should be taken into account. Whether or not disclosure is made may also have a precedent-
setting effect, which companies may wish to consider.

– Companies will want to consider in advance whether additional disclosure would be required if 
discretion is exercised at the end of a performance period. If performance targets are completely 
missed and a company uses its discretion to provide for significant payouts, a Form 8-K will likely 
need to be filed disclosing that discretion was exercised and the ultimate payout amount. 

– If only minor changes are made to the payout amounts, whether or not disclosure is required will 
be based on the particular facts and circumstances of the payout, including the company’s historic 
Form 8-K filing practices.

– Any changes to short or long-term incentive compensation will need to be disclosed in the 
company’s Compensation Discussion and Analysis section of the proxy statement for the year in 
which such changes occur.
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