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Today’s Speakers

Peter R. Gleason is Managing Director and Chief Financial Officer
of the National Association of Corporate Directors.

Jim Heim, Managing Director in Pearl Meyer & Partners’ Boston
office, specializes in executive and board compensation,
compensation strategy, compensation-related corporate
governance, incentive and equity plan design, and competitive
analyses.

Greg Stoeckel, Managing Director in Pearl Meyer & Partners’
Atlanta office, has consulted for nearly 15 years on executive
compensation programs, with a focus on peer group development,
pay and performance alignment, new share requests, and proxy
disclosure issues.
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Agenda 'A‘NACD®

= Qverview of Executive Pay Landscape
= Another challenging year for decision making
= Key variables impacting 2010 executive pay decisions
= Potential disconnects and discrepancies

= Survey: Looking Ahead to Executive Pay Practices in 2010
= Methodologies & research

= OQverall findings
= Company performance & impact on decisions
» Base salaries
» Annual incentives
» Long-term incentives
» Perquisites
= Severance/CIC

= Closing Remarks



Another Challenging Year for Decision-Making f‘NACD®

“From Uncertainty to........ Uncertainty” CoRPoRATE REETORS
That was then...... This is now......
* Financial sector meltdown  Continued economic weakness, tight

. Housing collapse credit, and high unemployment

» Potentially significant healthcare and tax

e High profile corporate failures ) _
reforms creating more uncertainty

* High profile investment fraud _ o _
» Banking reforms and limitations “leaking”

* Rapidly declining economic conditions into broader policies/mandates

 Disastrous Q4 2008 « Pending legislation in the House and

» Severe stock price declines Senate designed to curb executive pay

* New leadership in Washington « Proposed SEC disclosure changes

« Massive stimulus spending regarding executive pay

« TARP legislation  New policy updates from RiskMetrics and

. Poor visibility into 2009 other proxy advisory firms

. Rising shareholder activism * Continuing push from institutional

shareholders for a “say on pay”

* Growing discontent with executive pay in
the “court of public opinion”



Nonetheless, Directors Need to Make Decisions y“NACD“’
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Key Variables ImpaCting 2010 Executive Pay Decisions CORPORATE DIRECTORS

e Selecting measures and setting goals

RMG Policy Updates -—p ¢ Reducing / eliminating “egregious” practices
e Carefully managing share usage

Pending SEC Disclosures = =+ Incorporating a risk perspective in design & disclosure
e Assuring committee and consultant independence

Competitive Practices - .  Maintain competitive positioning (target pay)
* Maintain relative pay and performance linkage (actual pay)



But All Signs Don’t Point in the Same Direction FY\NACD
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Potential Disconnects and Discrepancies Conraue anEcTos

o Pay for performance.... but limit risk

» Attract and retain the best.... but limit pay

* Reduce the impact of benchmarking....but disclose more

» Create greater shareholder alignment...but use fewer shares
* Focus on long-term value... but meet short-term expectations
« Align executive and shareholder interests...but reduce CIC protection
 Manage relative to conditions...but reward only absolute improvements




Our Survey F'\NACD
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“PM&P on Compensation Planning: Looking Ahead to Executive Pay Practices in 2010”
» Focused on forward-looking expectations, not prior year practices

= Conducted in September 2009

= 395 respondents

= Majority of respondents are publicly-traded

= Wide representation by company size and industry

Participants by Ownership Structure Publicly Held Participants by Industry Participants by Revenue, Assets or Budget
Tax Exempt /
. Industrials /
Govt C;r;/artered Energy / Utilities Materials Over f3OB Under $300M
° 12% 19% 10% 15%
Closely / $10B - $30B
Privately Held 12%
0,
20% IT / Telecom
Sves $300M - $1B
21% 19%
Consumer Discr /
Staples
2204 $3B - $10B
Publicly Held 23%
73% . .
F'”a“f'a's Health / Equip / $1B - $3B
18% Pharm 21%

8%



Expected Year-over-Year Performance VA‘NACD
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FY09 Expected Performance vs. FY08

100% -
75% -
50% -
25% -
0% - P— :
Profitability Revenue Growth Share Price Performance
mWell above 7% 5% 12%
@ Somewhat above 22% 20% 24%
OIn line with 20% 18% 17%
@ Somewhat lower than //W,, | 35% | 28% )
B Much lower than W _ 22% 19% ]




Performance vs. Internal Goals r‘NACD
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FY09 Expected Performance vs. Internal Budget

] —
75%
50%
- - -
0% —
Profitability Revenue Growth
mWell above 6% 4%
m Somewhat above 14% 12%
O In line with 42% 44%
@m Somewhat lower than 28% 29%
B Much lower than w 11%




Pay Decisions of Strong vs. Weak Performers 'A‘NACD
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Respondents Expecting FY09 Performance "Above Peers" vs. Those
Expecting Performance "Below Peers"

100%
75%
50% -
25% -
%7 Expect b tf
Expect base salary Expect bonus payout for Xpect bonus payout for
. A FYQ9 performance will be
increase >= 3% FYQ9 performance
above target
m Performing Above Peers 53% 86% 34%
m Performing Below Peers 32% 65% 20%
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FYO09 Base Salary Changes Expected FY10 Base Salary Changes
4%
6% 12%
@ Salary Cut @ Salary Cut
m0% @m0%
11% 00%-2% 00%-2%
@ 2%-3% m2%-3%
@ 3%-4% 27% @ 3%-4%
6% 0 4%-5% 13% 1 5 4%6-5%
0O5% or more 0O5% or more

4%

27%

= Even those expecting strong performance plan modest base salary increases.
= Companies hesitant to increase fixed costs given volatile market conditions.

= Retention concerns are addressed in other ways.
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Annual Incentives: Anticipated Payouts r'y NACD

Expected FY09 Annual Incentive Payout as Percent of Target = More than one out of five
paid no annual incentives
for FY08 performance.

= Even among “strong
performers”, only 34%

m None expect to pay out above
m <50% target for FY09
@ 50%-99% performance.

@ 100%-149%
@ 150%-199%
00 200% or more

= Results run counter to
criticism that companies
have “sandbagged”
performance targets.

31%
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Annual Incentives: Modifications to Design I'\NACD
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Actions Contemplated in FY09 or FY10

Decrease use of discretion _ 10%
Increase use of discretion | 37%
Narrow performance zone that pays annual incentive _ 14%
Widen performance zone that pays annual incentive |37%

Have likely
widened
performance
zone

Raise "target" performance goals 39%

Lower "target" performance goals | 33%
Lengthen performance measurement period __ 11%
Shorten performance measurement period |33%
Change metric selection 44%
Migrate from relative to absolute metrics _ 19%
Migrate from absolute to relative metrics 28%
0% 10% 20% 30% 40% 50%

Olive bars represent actions that might be expected in a down economy.
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Long-term Incentives: Grant Levels 'A‘NACD

CORPORATE DIRECTORS

Expectations for FY09 LTI
100% 1 =  Slightly more expect
number of shares granted
80% - to execs will increase
(34%) than decrease
60% - (29%) year-over-year.
38% 37% 9% = BUT...these grants are
40% - T being made at lower
share prices. 36%
20% anticipate a decrease in
the value of awards made
0% | 8% 0% to EeXecs, Vs. _30% who
_ anticipate an increase.
Company Burn Rate # of Shares to Execs Economic Value to
Execs
m Much Low er @ Somew hat Low er g Same m Somew hat Ahead m Well Above
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Long-term Incentives: Modifications to Design r‘NACD

CORPORATE DIRECTORS

Request more shares

Change performance measures

New ow nership guidelines

Key question: “Do our plans
focus execs on long-term
performance that aligns with
shareholder interests?”

Change existing ow nership guidelines
Migrate from absolute to relative metrics

Lengthen performance measurement period

Increase vesting period =  Stock ownership and retention

requirements help maintain
long-term view of
performance...and reduce the
likelihood that execs will take

Decrease vesting period
Reprice options

New "Hold to Retirement” provision

Migrate from relative to absolute metrics undue risks.
Shorten performance measurement period
New "Hold Past Retirement" provision
) ) ) 1
0.0% 10.0% 20.0% 30.0% 40.0% 50.0%

m Implemented g Contemplating
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Perquisites

Implemented and Contemplated
Changes to Perquisites

Reduce legal advice reimbursement

Increase legal advice reimbursment

Reduce supplemental health & welfare

Increase supplemental health & welfare

Reduce personal use of aircraft

Increase personal use of aircraft

Reduce financial planning

Reduce car allowance

Increase car allowance

0.0%

Increase financial planning #

5.0% 10.0% 15.0% 20.0%

m 'mplemented [ Contemplating

25.0%

30.0%

I'\YNACD

NATIONAL ASSOCIATION OF
CORPORATE DIRECTORS

Eliminate exec pergs that lack
a legitimate business purpose
& that other employees must
cover on their own (e.g.,
personal use of corporate
aircraft, car allowance, club
dues, tax preparation
services).

Exec perqgs with a legitimate
business justification include
business use of corporate
aircraft, home security systems
and periodic physical exams.
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Severance and Change-in-Control r‘NACU
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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

m 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% 16% 18% 20%

=  Vast majority of respondents did not revise their severance or CIC arrangements in FYQ9.
= But...trend is clearly toward decreasing benefits.

=  Benchmarking efforts should focus on similarly situated executives (tenure, age, industry, carried
interest and / or past earnings may all be considered).
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Areas of Concern for 2010 — All Respondents r‘NACD
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Areas of Concern for Upcoming Year

Setting Performance Measures & Setting Goals 23%
Modifying Pay Programs for Changing Economic Environment 21%

Retaining Executives 17%

Access to Timely Benchmark Data 14%
m Extremely Concerned

@ Somewhat Concerned

SEC Disclosure Changes A%

Assessing Risk in Compensation Plans KLz

Perception of Pay Programs by Shareholders JEEOLZ

Selecting Peers for Benchmarking Efforts [

Say on Pay [WEZ

0% 10% 20% 30% 40% 50% 60% 70% 80%
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Areas of Concern for 2010: CEO vs. CC r‘NACD
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Areas of Concern for 2010:
CEOs vs. Compensation Committee Chairs

80%
Say on Assessing Selecting Selecting Retention Shareholder Timely Data Modifying Pay SEC

Pay Risk Perf. Peers Perceptions for Changing Disclosure
Measures Environment Changes
70% A

60%

50%

40%

30%

20%

10%

119%0

7%

0% i
CEO CC CEO CC CEO CC CEO CC CEO CC CEO CC

@ Extremely Concerned [ Somew hat Concerned
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Anticipated Directional Movement in 2010 'A‘HACD
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Continuing to Emerge

Internal Equity Review

WV Automatic Salary Increases Bonus Banking / Deferral

WV Guaranteed Bonuses Clawback Policies

w Uncapped Incentives Performance-Based EQUIty
WV Mega Stock Grants

WV Employment Contracts

Relative Measurement
Longer Vesting Periods
Ownership Requirements
Holding Periods (HTR)
Risk Assessment

WV Late Career Severance
WV Tax Gross-Ups

WV Executive Perquisites
Vv SERPs

WV Boilerplate CD&A’s

D DD DDDDD DD

Independent Consultants

Continuing to Decline

19



CDE Credit Information
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If you have any CDE questions, contact:

Blaine Elliott, Professional Development Coordinator
Phone: (202) 572-2088

Email: cbelliott@nacdonline.org

To learn more about the National Association of Corporate Directors,
visit www.nacdonline.org.
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Our Next Webcast:

Board Pay Preview: Results of the 2009/10 NACD Director
Compensation Study

January 21, 2010, 2pm ET

For more information and registration, visit nacdonline.org
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NACD Resources r‘NACD

N,
CORPORATE DIRECTORS

Educational Resources

1. Additional NACD Board Advisory Services - In-Boardroom Programs and
Evaluations - http://www.nacdonline.org/services

2. NACD Education — Director Professionalism® Course, Committee Seminars,
& Annual Governance Conference http://www.nacdonline.org/dp

3. NACD Chapters -
https://secure.nacdonline.org/source/meetings/chapter Page.cfm

4. NACD Publications - Blue Ribbon Commission Reports, Surveys, and
Handbooks - http://www.nacdonline.org/publications

5. NACD Directors Registry™ — Qualified Candidates for Effective Boards -
http://www.nacdonline.org/reqgistry/default.asp
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Thought of a Question After the Presentation? !‘\HACU
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Please feel free to direct additional questions regarding this
presentation to:

 Jim Heim, Pearl Meyer & Partners
 Managing Director, Boston office
e jim.heim@pearlmeyer.com
« 508-630-1502

» Greg Stoeckel, Pearl Meyer & Partners
 Managing Director, Atlanta office
o gregory.stoeckel@pearlmeyer.com
o 770-261-4086

 Peter R. Gleason, National Association of Corporate Directors
« Managing Director and Chief Financial Officer
 prgleason@nacdonline.org
o 202-572-2090
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