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Introduction

“PM&P on Compensation Planning: Looking Ahead to Executive Pay Practices in

2010” was designed to arm executive pay decision makers with information on Participants by Industry

how others are confronting competitive and regulatory challenges in the current

environment. Telecom Semi & Semi
Services Equipment

18% 16%

The survey is unique in its approach to assessing how executive pay practices are
changing year-over-year, and is intended to provide “forward looking” guidance
rather than “backward looking” validation. While a wide variety of data sources
can answer questions such as “what did executives earn in 2008?”, very few
address questions along the lines of “how do companies anticipate modifying their Technology HW
executive annual incentive program design in 2010?” We hope that this survey & Equipment
helps fill the gap. 28%

Software &
Services
38%

The survey was conducted during September 2009. Of the 395 total respondents,
75 represented the Technology sector.

This Trends and Issues Report includes the following: Participants by R
artcipants ny rRevenue

. A high level overview of the current executive pay decision making
environment for Technology firms. Over $10B Under $300M
16% 19%
. Key highlights from our survey findings on topics ranging from executive

base salary changes to incentives to other areas of concern for

Technology firms in the upcoming year.
$3B - $10B

The complete results from the PM&P Compensation Planning: Looking Ahead to 20%

Executive Pay Practices in 2010 survey are available for purchase at
www.pearlmeyer.com.

$300M - $1B
27%

$1B - $3B
18%

We hope you find this information useful. If you would like to discuss any aspect
of these findings further, please contact Jim Heim at jim.heim@pearlmeyer.com or
(508) 630-1502.
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Summary of Executive Pay Decision Making Environment for Technology Firms

Technology firms are not immune to the worldwide financial meltdown that has fueled an unprecedented level of outrage and
activism regarding executive compensation on multiple fronts. Investors, politicians and regulators are calling on corporate leaders
to redesign executive compensation programs to better focus on long-term value creation. The fallout has already begun to reframe
the regulatory environment in which pay decisions are made, and pay decision makers are operating in the shadow of Say on Pay,
new SEC disclosure requirements, and an expanding list of “poor pay practices” from various institutional shareholders and proxy
advisory firms. These developments will have sweeping ramifications for pay programs at all public companies, as well as
implications for closely held and not-for-profit entities that compete in the ongoing war for executive talent.

Executive pay decision makers at Technology firms are also facing challenges unique to their industry:

. Equity compensation is emphasized to a greater degree, and pay programs are designed with more leverage than in other
industries.

- Falling share prices are especially painful from a retention and employee engagement perspective.

- Underwater options hurt more than in other sectors because a larger population holds options and options represent a
larger slice of the total long-term incentive pie.

- Technology firms have higher run rates than other industries, and must submit additional equity pool requests more
frequently.

Timing a new equity pool request after a year with poor shareholder returns is less than ideal.

If companies cannot find a way to “refresh” equity holdings for their top talent, that talent realizes that their best
available alternative may be to implement their own “stock option exchange” by going to a competitor for a new
hire grant.

. Goal-setting and metric selection is especially challenging in cyclical sectors (such as semiconductors and semiconductor
equipment) and for companies with growth-oriented business models (including most software firms).

- Volatile market conditions have increased the difficulty of setting multi-year goals for equity-based incentives.

— More sophisticated analyses to identify true “value drivers” are required.
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Company Performance

While company performance is down year-over-year across all sub-industry categories, Software & Services firms are feeling less
pain than Telecommunications Services firms. Semiconductor and Semiconductor Equipment firms are faring better than other sub-
industries relative to internal budget numbers for FYQ9.

Profitability Revenue Growth Share Price Performance
100% -
FY09 Expected
0% |
Performance vs. 75%
25% +
0% "semi/ semi HW & | Tel Semi / Semi HW & | Tel Semi / Semi HW & | Tel
emi - emi SW / Sves ) elecom emi - emi SW / Sves ) elecom emi - emi SW / Sves ; elecom
Equip Equip Sves Equip Equip Sves Equip Equip Sves
@ Well above 0% 9% 0% 0% 0% 4% 0% 0% 11% 24% 6% 0%
B Somewhat above 25% 27% 21% 30% 13% 26% 11% 10% 33% 18% 22% 0%
Oln line with 25% 23% 21% 40% 38% 9% 21% 30% 0% 24% 28% 13%
@ Somewhat lower than 25% 32% 42% 20% 25% 48% 37% 40% 33% 24% 33% 63%
B Much lower than 25% 9% 16% 10% 25% 13% 32% 20% 22% 12% 11% 25%
Profitability Revenue Growth

100% -

FY09 Expected
Performance vs. 75%
Internal Budget

50% -

25%

0% -

Semi / Semi Equip SW / Sves HW & Equip Telecom Svcs Semi / Semi Equip SW / Sves HW & Equip Telecom Svcs
EWell above 13% 4% 0% 0% 13% 4% 0% 0%
@ Somewhat above 13% 13% 11% 9% 25% 9% 5% 0%
Oln line with 50% 52% 37% 64% 38% 48% 37% 55%
B Somewhat lower than 25% 22% 47% 27% 25% 22% 53% 36%
B Much lower than 0% 9% 5% 0% 0% 17% 5% 9%

PM&P Observation: The Semiconductor & Semiconductor Equipment Industry is traditionally more cyclical than other Technology
sectors, and these firms may have stronger internal processes for accommaodating volatile market conditions in incentive plan
performance measure and goal selection.
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Variations in Decision Making by Sub-Industry

There were interesting variations in responses by sub-industry.

. Telecommunications Services firms are providing very modest base salary increases, but are more likely than firms in other
sub-industries to pay out a bonus for FY09 performance.

° Technology Hardware & Equipment firms are anticipating LTI award values at or below FY08 levels, while Semiconductor &
Semiconductor Equipment firms expected to exceed FY08 levels.

Variations by Sub-Industry

100%

75%

50% ~

25% -

0% -

Expect base salary
increase >= 3%

Expect bonus payout for
FY09 performance

Expect bonus payout for
FYO09 performance will be

Expect economic value of
FYO09 LTI award will exceed

E Telecom Services

above target FY08

B Semi & Semi Equipment 29% 73% 15% 57%
@ Software & Services 29% 78% 12% 42%
OTechnology HW & Equipment 27% 71% 28% 0%
0% 90% 36% 22%

retention risk.

PM&P Observation: Decision making is especially difficult among “poor performers”, as the importance of differentiating pay based
on contribution and perceived “fairness” increases even as the award pool shrinks. While executives expect pay-for-performance, a
“no payout” result that is perceived to be linked primarily with external market factors is demotivational, and top talent is always a
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Executive Base Salary Changes

Respondents are coming off a year (FY09) in which 82% either froze or decreased executive base salaries. Anticipated FY10
increases are modest, with 20% anticipating a salary freeze, and 47% anticipating an increase in the 2% - 4% range (below the
historic 4% average of the past two decades).

FY09 Base Salary Changes Expected FY10 Base Salary Changes

5%

8%

2%

5%

| S:\Iary Cut B0%
3 0% B30%-2%
00%-2% 02%-3%

0- 0
E2%-3% H3%-4%

04-40,

= 30/0 40/0 B34%-5%
04%-5% 0O5% or more

59%

PM&P Observation: Even among companies that expect strong performance in FY10 (i.e., believe their performance will be “above
peers”), planned base salary increases are modest. Only 17% of these strong performers expect an FY10 executive team base
salary increase of 4% or more. Companies are very hesitant to increase fixed costs given volatile market conditions. Retention
concerns are likely to be addressed in other ways (e.g., through the use of special one-time equity awards).
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Modifications to Annual Incentive Program Design and Payout Levels

More than one out of five respondents paid no annual incentives for FY08 performance, and 23% anticipate no payout for FY09. Of
those who do expect a payment for FY09, the majority expect to pay “below target”. Moving away from the question of annual
incentive payouts and towards issues relating to program design, a significant number of companies contemplated or modified plans

in 2009, or expect to relook at incentive plan designs in 2010.

Expected FY09 Annual Incentive Payout as Percent of Target

3%

ENone

B <50%
050%-99%
@100%-149%
E150%-199%

Actions Contemplated in FY09 or FY10

Decrease use of discretion 19%

Increase use of discretion | 36%

Narrow performance zone that pays annual incentive _ 24%
Widen performance zone that pays annual incentive | 39%
Lower "target" performance goals | 30%
Lengthen performance measurement period _ 19%

Shorten performance measurement period | 28%

Change metric selection 43%

23%

Migrate from relative to absolute metrics

Migrate from absolute to relative metrics | | 25%
T T T T T 1

0% 10% 20% 30% 40% 50%

PM&P Observation: The “Actions Contemplated in FY09 or FY10” table shows that, in general, companies are considering the types
of actions that might be expected in a down economy (the olive bars). An exception is that 44% have contemplated raising “target”
performance goals—however, many of these firms are coupling that increase in “target” with a widening of the performance zone that
will pay an annual incentive. In other words, executives must deliver stronger results than in the past to reach “target”, but they also
begin to earn annual incentive dollars at a lower level of “threshold” performance. Widening the performance zone can help to
ensure a company does not underpay executives if the economy takes a turn for the worse, or overpay when it recovers.
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Modifications to Long-Term Incentive Program Design and Award Levels

In the aggregate, respondents provided some indication that grant levels will be up year-over-year in terms of the number of shares
granted—however, these awards will be made at lower prices, so year-over-year grant values will be relatively steady or drop
slightly. Change appears to be slow but steady with regard to LTI program modifications that various pay critics have termed “best
practice” (e.g., stock ownership guidelines, hold-until and hold-through retirement provisions, and longer performance measurement
and vesting periods).

Expectations for FYQ9 LTI Implemented and Contemplated Changes to LTI Programs

100%
Request more shares

Change performance measures

80% L
New ow nership guidelines

Change existing ow nership guidelines

60% )
Lengthen performance measurement period

Shorten performance measurement period
40%
Migrate from absolute to relative metrics

Reprice options
Migrate from relative to absolute metrics

Increase vesting period

0%
Decrease vesting period

Company Burn Rate # of Shares to Execs  Economic Value to
Execs New "Hold to Retirement" provision

B Much Low er @ Somew hat Low er @ Same @ Somew hat Ahead @ Well Above

0% 10% 20% 30% 40% 50% 60%

m Implemented @ Contemplating

PM&P Observation: As companies consider the level of risk in their compensation plans, it is important to ask the question “Do our
plans focus executives on long-term performance that aligns with shareholder interests?” Stock ownership and retention
requirements are among the tools that help companies maintain a long-term view of performance and reduce the likelihood that
executives will take undue risks. Companies should also consider the full range of upside/downside payouts under incentive
payouts, which requires that LTI awards be calculated under best, realistic, and worst case stock price/payout scenarios.

PM  Pearl Meyer & Partners
8 Comprehensive Compensation®




Perquisites

The prevalence of various traditional executive perquisites continues to wane.

Implemented and Contemplated Changes to Perquisites

Reduce legal advice reimbursement

Increase legal advice reimbursment

|

Reduce supplemental health & w elfare 3%

Increase supplemental health & w elfare 8%

m Implemented

Reduce personal use of aircraft 21% o @ Contemplating

Increase personal use of aircraft 4%

Reduce financial planning

W

Increase financial planning

Reduce car allow ance 24%

Increase car allow ance | 0%

0% 5% 10% 15% 20% 25% 30%

PM&P Observation: Executive perquisites are a small percentage of total compensation value, but a significant driver of shareholder
and employee dissatisfaction. We recommend eliminating executive perquisites that generally lack a legitimate business purpose
and that other employees must cover on their own, such as personal use of a corporate aircraft; a car allowance and/or company car;
club dues; and tax preparation services. In contrast, executive perquisites with a potentially legitimate business justification include
business use of a corporate aircraft; a home security system; or a periodic physical exam.
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Severance and Change-in-Control Payments
While the vast majority of respondents did not revise their severance or CIC arrangements in FY09, the trend is clearly toward

decreasing cash severance benefits and requiring job loss (and not a Change-in-Control alone) to trigger equity award vesting
acceleration.

Implemented and Contemplated Changes to Severance and CIC Provisions

Decrease provisions for 280G gross-up payments

Increase provisions for 280G gross-up payments

Move from single to double trigger OR no equity vesting acceleration

Move from double to single trigger equity vesting acceleration m Implemented

@ Contemplating

Decrease cash severance (follow ing CIC)

Increase cash severance (follow ing CIC)

Decrease cash severance (no CIC)

Increase cash severance (no CIC)

0% 2% 4% 6% 8% 10% 12% 14%

PM&P Observation: Executive-level severance is now the veritable poster child for egregious compensation, having been
rechristened as “pay for failure”. While severance has a legitimate purpose, companies always should carefully review eligibility,
potential payouts, and the conditions under which severance would be provided to executives. To ameliorate concerns about
severance programs, more companies are excluding executives at later stages in their careers, reducing benefit formulas and levels,

and redefining contract terms such as “Cause”, “Change-in-Control,” and “Constructive Discharge”. A challenging case that should
be addressed is poor performance that falls short of the definition of “Cause.”
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Areas of Concern for 2010
As respondents consider executive pay for the upcoming year,issues relating to goal setting, pay plan flexibility and retention are
front of mind, while regulatory changes are generally less of a concern.

Areas of Concern for Upcoming Year

Modifying Pay Programs for Changing Economic Environment 29%
Retaining Executives 25%

Setting Performance Measures & Setting Goals AT}

Access to Timely Benchmark Data 18%

m Extremely Concerned

i 16%
Perception of Pay Programs by Shareholders () m Somewhat Concerned

SEC Disclosure Changes [EEZ)
Selecting Peers for Benchmarking Efforts [JReEA)
Assessing Risk in Compensation Plans JReEA)
Say on Pay %)

Consultant Independence

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

PM&P Observation: It is interesting that Peer Group selection and Say on Pay were not areas of great concern.

. Peer Group selection is the cornerstone for external benchmarking efforts. Under expanded proxy rules companies must list
the firms that they use for benchmarking purposes, and these new details are receiving close shareholder scrutiny.

° A major step towards Say on Pay votes at all public companies was taken on July 31, 2009, when the House of
Representatives approved the Corporate and Financial Institution Compensation Fairness Act of 2009. While mandatory Say
on Pay for most public companies may well be pushed into the 2011 proxy season, 2010 executive pay decisions would then
be the subject of initial Say on Pay votes.
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About Pearl Meyer & Partners

For 20 years, PM&P has served as a trusted independent advisor to Boards and their senior management in the areas of
compensation governance, strategy and program design. The firm provides comprehensive solutions to complex compensation
challenges through the development of programs that align rewards with business goals to create long-term value for all
stakeholders: shareholders, executives and employees. The firm maintains offices in New York, Atlanta, Boston, Charlotte, Chicago,
Houston, Los Angeles and San Jose.

About our Technology Expertise

Pearl Meyer & Partners specializes in working with technology firms from venture-backed start-ups to the largest multi-nationals. We
handle hundreds of assignments each year in software, semiconductors and semiconductor equipment, computers and peripherals,
technology services, research & development, consumer electronics, new media, medical devices, pharmaceuticals, and bioscience.

We know your market.

To learn more about PM&P's technology compensation services and to review additional content go to
www.pearlmeyer.com/technology or email us at technology@pearlmeyer.com.

Contact Us

For other information and guidance on compensation issues, or to learn more about Pearl Meyer & Partners’ services, please feel
free to contact any of our offices listed in this report or you may contact each office by email at the addresses listed below:

New York Chicago
newyork@pearlmeyer.com chicago@pearlmeyer.com
Atlanta Houston
atlanta@pearlmeyer.com houston@pearimeyer.com
Boston Los Angeles
boston@pearimeyer.com losangeles@pearlmeyer.com
Charlotte San Jose

charlotte @pearlmeyer.com sanjose@pearlmeyer.com
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(212) 644-2300
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