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The SEC also stated its view that, so long as a company’s pay ratio disclosure is based on reasonable estimates,
assumptions and methodologies, it would have no basis for an enforcement action unless the disclosure was
made or reaffirmed without a reasonable basis or was provided other than in good faith.

! The interpretive release is available at , the SEC staff guidance is
available at and the revised C&DlIs are
available at
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— Staff Guidance. The SEC staff guidance makes clear that in complying with the Rule companies may
combine the use of reasonable estimates with statistical sampling or other reasonable methodologies in order
to tailor their approach to their particular facts and circumstances. The guidance includes several hypothetical
examples, in question and answer format, of how statistical sampling, reasonable estimates and other
reasonable methods may be used in determining the median employee, including the use of different
methodologies for different employee populations within the company.

— Revised C&DIs. One pay ratio C&DI was updated to include a reference to the new interpretive release and a
new C&DI was added clarifying that the SEC would not object if a company stated that the pay ratio was a
“reasonable estimate”. Perhaps the most welcomed development was the withdrawal of an existing C&DI
which would have broadened the definition of “employee” to encompass individuals not considered
employees for tax or employment law purposes. Based on the withdrawal and the guidance provided under
the interpretative release, companies are not required to develop a newly defined employee population solely
for purposes of compliance with the Rule.

The Rule remains in effect and requires most companies to provide pay ratio disclosure for the first fiscal year
beginning on or after January 1, 2017, with the result that most companies will begin making disclosures in early
2018. While companies should continue to prepare for compliance with the Rule, companies should take some
comfort in the flexibility the new guidance provides.

If you have any questions or would like to discuss this further, please do not hesitate to contact your regular
contacts in the group.
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