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Liniversity ol l'.:jll_rmnm
The Role of the Committee Berkelev
Haas School af |FIJ.'.|I1:!II-E|

= Delegated by the Board of Directors and stock exchange

listing requirements and subject to fiduciary duties in state of
Incorporation

* Duty of Care - Make decisions that are informed

« Duty of Loyalty - Act without conflict and always put interests
of company before those of individual director

e Business Judgement/Acting in Good Faith - Act in good faith
In accordance with corporate governance practices

= Responsibilities - Historical
 Primary roles are to make certain that first-rate leadership is in
place and then ensure that a program perpetuating such
leadership is operative ... encouraged to adopt a charter

which outlines the role and duties of the committee expected
by the full board.....Conference Board 2001 CC Best Practices
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University of Calilornia

The Role of the Committee - Historical Berkelev
Haas Schosl of Business

= Responsibilities defined

Establish Charter of duties/responsibilities
Articulate pay-for-performance philosophy
Approve employment agreements with key executives

Approve CEO and other officer pay levels and plans, including
special situation (e.g. change in control, spinoff)

Ensure executive succession planning and CEO evaluation

Respond to shareholder concerns regarding shareholder
dilution

Determine participation in compensation plans

Ensure total compensation is reasonable as compared to
competitors and based on current resources

Produce Compensation Committee report (now CD&A
prepared by management and CC report)

©2008 Pearl Meyer & Partners



Liniversity ol l'.:jll_rmnm
The Role of the Committee - Exchanges Berkelev
Haas School of Business

= Minimum requirements (NASDAQ)

e Does not require Compensation Committee, however CEO
and executive officer compensation determined by majority of
the independent directors

= Minimum requirements (NYSE)
 Compensation Committee (unless controlled company)
« Written charter of purpose and responsibilities
» Committee report
» Review/approve goals and objectives for CEO
» Evaluate CEO performance

» Determine (committee or independent board members)
CEO compensation

» Recommend to the board non-CEO compensation,
Incentive compensation plans and equity plans

» Evaluate the Committee’s performance

3
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Impact of New Disclosure Rules Berkelev
Haas School af |FIJ.'.|I1:!II-E|

= More rigorous examination of overall program “fit and finish”

= More formal CEO evaluation process

= Reconsideration of process by which pay of CEO’s
subordinates decided

= Greater focus on previously “less-disclosed” elements of
compensation

« Qver time, reductions in pergs, severance and CIC benefits
= Significant challenges in employee and labor relations
= Higher levels of executive pay
= Much more emphasis on director pay

« Data readily accessible

* Press and investor focus on governance issues

©2008 Pearl Meyer & Partners



University of Calilornia

Role of CEO vis-a-vis Committee in Direct

Report Pay Decisions BEI‘kElE}’

Haas School of Business

CD&A must describe CEQO’s role in pay decisions for named
executive officers

 What “checks” should there be on CEQO’s sole decision-
making?
CD&A must discuss differential treatment of named
executive officers

Most companies unlikely to change roles of decision-makers;
however, clarification or formalization is likely

« Committee approval of individual goals in addition to
performance measures

* Mid-year updates on individual/business unit performance?

How do Boards develop opportunities to get to know the
direct reports?

©2008 Pearl Meyer & Partners



Charter Definition -- Scope and Nature of

Authority

ISSUE/PLAN
= Hire
= Fire
= Performance Review
= Salary
= |[ncentives
= Equity
= Perquisites
= NQ Benefits
= Employee Benefits
= Employment contracts

= C|C / Severance

EMPLOYEE
CATEGORY
= Section 16
= Other Executives

= Managers and
Professionals

= Exempt

= Non-exempt

= Hourly

" Part-time

University of Calilornia

Berkeley

Haas School of Business

NATURE OF ACTION

= Advise/review
" Recommend

= Approve

©2008 Pearl Meyer & Partners



University of Calilarnia
Haas Schosl of Business
= CEO compensation
* Approve relevant goals
« Evaluate performance
« Establish pay levels
= Compensation program management
 Compensation of individual Section 16 officers
 Management incentive plan parameters
« All equity plans
= Succession
e Assuring availability of candidates
e Orderly transition

e Maintaining investor confidence
= Board remuneration?

©2008 Pearl Meyer & Partners



Committee Responsibilities and Activities

(cont’'d

)

University of Calilornia

Berkeley

Haas School of Business

= The extent of Committee’s involvement in ABC’s compensation

programs is summarized on the following pages

Compensation Committee Responsibility Matrix

Base Salary

Committee Reviews and Recommends to Board of Directors

>

A\

Salary increases for NEOs

Comparative framework and competitive position for executive
compensation

Committee Is Briefed On, but Takes
No Action

» Salary budgets for broad-based
employee population

Annual Bonuses
= Base bonus
= Supplemental bonus

Prospective performance measures and goals for NEOs
Award opportunity levels for NEOs

Certification of goal achievement — prior year

Payouts for NEOs

Bonus pools for Key Employee population (if applicable)

» Bonus payouts to key employees
versus approved pools

Equity Pay

YVVV|VVYYYVYY

Stock option awards for NEOs
Performance-based restricted stock grant for NEOs

Prospective performance measures and goals for performance-
based restricted stock

Certification of goal achievement
Pool of shares for broad-based employee stock option grants
Equity plan design features

» Total distribution against pool

» Individual stock option awards to
broad-based employee
population

» Equity plan communication
programs

Executive Benefits

VIV VY

Implementation and design of any supplemental benefit plans for
NEOs

= Deferred Compensation Plan

» Selection of investment
managers/administrators

» Enrollment and communication
materials

Contractual Arrangements

Y

Terms of employment agreements for NEOs
Change in Control policy for any employees

» Communication materials

©2008 Pearl Meyer & Partiners




University of Calilornia

Berkeley

Haas School of Business

Committee Responsibilities and Activities

(cont’'d)

Program

Compensation Committee Responsibility Matrix

Committee Reviews and Recommends to Board of Directors

Committee Is Briefed On, but
Takes No Action

Board of Directors » Structure and levels of Board compensation » Board membership needs;
(BOD) Compensation = Annual retainer + Board meeting fees recruiting

= Equity — annual + “welcome” grants

= Committee compensation — Chair retainer; meeting fees
Proxy Compensation » Review and revise CD&A draft » Other sections / tables in
Committee Report / = Compensation program applicable to CEO and NEOs, and relation to proxy related to
CD&A company financial performance compensation

= Performance and rationale for compensation paid = Summary compensation

= Certification of incentive goal achievement?! table

» Finalize and sign Compensation Committee report * Option grant table
= Post-term payments
CEO and President » Criteriato be utilized to evaluate CEO and Pres performance » Results of evaluations for
Performance > Conduct review and summarize results of evaluation other executives and key
Evaluations » Communication with CEO and Pres employees (as applicable)
» Summary of CEO performance for proxy
Compensation » Criteria to evaluate Committee and member performance (meeting » Criteria used by other
Committee attendance and preparation, calendar and agenda items committees
Performance accomplished, etc.)
Evaluation » Summarize and review results - identify development gaps and
issues or membership needs

©2008 Pearl Meyer & Partners




University of Calilornia

Committee Responsibilities and Activities

(cont'd) Berkeley

Haas School of Business

Compensation Committee Responsibility Matrix

Committee Reviews and Recommends to Board of Directors Committee Is Briefed On, but Takes No
Action

Review Competitiveness of | » Confirm that the compensation program is aligned with company » Competitiveness of
Compensation strategy and objectives compensation for executives, key
* Executives » Ensure compensation levels and opportunities are competitive with employees qnd other employees
« BOD changing market conditions (as appropriate)

= Appropriate and relevant Peer Group is utilized for comparisons

= Program and incentive opportunities continue to retain and motivate
executives

» Compensation levels and opportunities outlined in NEO
employment agreements represent projections/checkpoints based
on profitability

= Represent “minimum” compensation opportunities
= Not reflective of future market conditions

> Monitor and ensure compensation is commensurate with
performance, and performance relative to Peers

Committee involvement/oversight
» Context for comparison
= Philosophy / strategy
= Competitive objectives
= Peer Group selection
= Relevant size and performance measures
> Results, competitive posture, gaps and recommendations

> Review competitiveness of executive and BOD compensation
biennially (every other year)

©2008 Pearl Meyer & Partners



University of Calilornia

Committee Responsibilities and Activities

(cont'd) Berkeley

Haas School of Business

Compensation Committee Responsibility Matrix

Committee Reviews and Recommends to Board of Directors Committee Is Briefed On, but Takes
No Action

Review Competitiveness » Prepare “tally sheet” annually » Competitiveness of
of Compensation (cont’d) = Calculation of total compensation “due” executives upon compensation for executives,
 Executives termination or Change-In-Control key employees and other

« BOD = Prepare for potential inclusion in proxy employees (as appropriate)

» Executive compensation program and incentive plan changes
» BOD compensation competitive posture and recommended

changes
Succession Planning » Succession plan for CEO under various circumstances » Succession planning and
= Retirement / voluntary (scheduled timeframe) development related to next

= Death / incapacity (sudden) level of executives

= Other (change-in-control)

» Succession and development plans for CEO’s direct reports
= Succession plans for current role
= Development needs for future role

©2008 Pearl Meyer & Partners



University of Calilornia

Organization: Schedule, Agenda, Data Berkelev

Haas School of Business

= Meetings

Frequent (4x or more per year)

Sufficient meeting time

Materials provided in advance, action items noted clearly
Discuss at one meeting, decide at another

Meeting minutes include a record of key deliberations and
materials reviewed by the Committee

Meet in executive session at every meeting

©2008 Pearl Meyer & Partners
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University of Calilornia

Organization: Schedule, Agenda, Data

(cont’d) BEYkElE}’

Haas School of Business

= Meeting Schedule/Calendar (example)

Quarter Activity

Approve prior year incentive awards after Audit Committee certifies financials

Set current year incentive goals

1st Approve option grants (could also be fourth quarter)

Approve salary increases (could also be fourth quarter)

Approve proxy disclosure

Review benefits and perquisites programs

2nd Review insider trading policy and activity

Evaluate Committee performance

Review competitive positioning of pay program

3rd Review performance vis-a-vis peers

Review general trends

Early look at incentive plan results
4th

Approve any plan changes for coming year

©2008 Pearl Meyer & Partners
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Organization: Schedule, Agenda, Data

University of Calilornia

(cont’d) BEYkElE}’

Haas School of Business

New non-employee director training program with orientation
of committee responsibilities

Data

Incumbent data

Company performance
Market pay data

Peer performance
Contingent payment amounts

Reference Manual Information

Compensation philosophy statement
Committee charter and calendar
Agendas and minutes from recent Committee meetings

Background materials reviewed by the Committee, including
reports from outside advisors

©2008 Pearl Meyer & Partners
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Organization: Schedule, Agenda, Data

University of Calilornia

(cont’d) BEYkElE}’

Haas School of Business

= Reference Manual Information (cont’d)

Incentive and benefit plan documents, plus “plain English” summary
of key plan provisions

Administrative procedures/guidelines

Compensation histories and stock ownership levels for individual
executives within the Committee’s purview

Employment, severance and/or change-in-control agreements and
associated costs

Proxy statement filings

Most recent shareholder dilution calculations/update on annual share
utilization and shares available for grant

NYSE/NASD Listing Standards

Disclosure requirements

Sarbanes-Oxley (recapture if malfeasance)

SEC rules (re: insider trading, transactions reporting)

= Formal performance evaluation program for committee, and
consider individual board member

©2008 Pearl Meyer & Partners
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University of Calilornia

Berkeley

Haas School of Business

Documenting Debate, Consensus and

Decisions

= Purpose of Committee minutes

* Record actions

 Demonstrate due diligence

 Back up CD&A

e Inform full Board
= Debate over thoroughness of minutes
= What to include?

« Highlights of discussion on each issue

» Decisions

» Points made for and against
» Any changes made to original recommendation as result of
discussion
« Opinions/recommendations of outside experts plus their
report(s)
 Reasons for any abstention or dissenting votes on actions taken

©2008 Pearl Meyer & Partners
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University of Calilornia

Berkeley

Haas School of Business

Use of Outside Resources — Consultants &

Counsel

= Committees are not required to use outside advisors

= |f Committee uses advisors, listing guidelines require that
they report to the Committee

= Compensation Consultants
« Hired and fired by the Committee

 Work coordinated with designated management
representatives

* Regqular, direct contact with Committee chair
* Active involvement in agenda setting; attends most meetings

e Should not perform other work for Company without
Committee approval

Outside counsel
« Often needed when contracts or a deal being negotiated
« Should be employment law specialist
= General counsel may be conflicted on CEO-related issues

©2008 Pearl Meyer & Partners
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Limiv ersily o C .:Il[:ur
Haas Schooel of Bus

New Rules, New Day
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University of Calilornia

Additional External Forces Affecting

Deliberation BEI‘kElE}’

Haas School of Business

International Financial Reporting Standards

* Option expensing (accelerated vs. straight line), Revenue recognition
timing differences for bonuses

“Say on Pay”
« Aflac (approved for 2009), Blockbuster and others
* Representative Barney Frank and House approval
Consultant Independence
« Waxman letter
Litigation
» Options scandals — $7 mm penalty for Brocade, $12 mm for Broadcom,
Comverse, UnitedHealth Group, etc.
« Exit pay — Fannie/Freddie, Countrywide, Disney, Home Depot
Backlash

« Spotlight on investor advisors (Glass, Lewis — key departures after new
ownership)

e Martin Lipton — “Down with Shareholder Activism”
19

©2008 Pearl Meyer & Partners



University of Calilornia

Trends & Issues — What are Committees

Talking About? Berkeley

Haas School of Business

= Best intentions
« General good governance
e Consultant selection
« SEC disclosure

= Defending pay decisions
e Peer group selection
 Pay levels
 Incentive plan design
 Performance targets
o Equity plans
e Benefits & perquisites

= \Worst case scenarios
 Employment contracts & severance
e Change in control

= Director compensation -



University of Calilornia

Base Salary Decision Inputs Berkelev

Haas School of Business

Disclosed Factors Considered in Determining Base Salaries

100%
Market Data
Individual Performance 82%
Experience/Leadership 60%
CEO Recommendations/Discretion 46%
Co Perf . .
mpany Performance “% | Top 7 (>22% of Co’s Cited)
Tenure 24% 1. Market data
nternal Equty 22% 2. Individual performance
Economic/Inflationary Factors 10% 3 . Experience/LeaderShip
Peer Performance 10% 4. CEO recs/discretion
Retention 8% 5. Company performance
Expected Contribution/Grow th 8% 6 - Te nure
Affordability 6% 7 Internal EqUIty

Employment Agreement 2%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

©2008 Pearl Meyer & Partners

21



Annual Bonus Decision Inputs

University of Calilornia

Berkeley

Haas School of Business

Disclosed Factors Considered in Determining Short Term

Market Data

Company Performance

CEO Recommendations/Discretion
Individual Performance

Peer Performance
Experience/Leadership

Index Performance

Internal Equity

Tenure

Retention
Economic/Inflationary Factors
Affordability

External Factors

Incentives

22%
12%
8%
8%
4%
4%
2%
2%
2%

100%

100%

74%
2%

Top 6 (>12% of Co’s Cited)
Market data

Company performance
CEO recs/discretion
Individual performance
Peer Performance
Experience/Leadership

o0k whE

0%

10% 20%

30%

22

40%

50% 60% 70% 80% 90%  100%
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Long-Term Incentive Decision Inputs

University of Calilornia

Berkeley

Haas School of Business

Disclosed Factors Considered in Determining Long-Term Incentives

100%
Market Data
Company Performance 78%
CEO Recommendations/Discretion 48%
Individual Performance 48%
Peer Performance 18%
~etention 16% Top 7 (>16% of Co’s Cited)
Shares Previously Granted/Held 16% 1 Market data
Index Performance 14% 2. Company performance
Dilution 12% 3. CEO recs/discretion
Growth Potential/Expected Contribution 8% 4. Individual performance
Tenure [ 6% 5. Peer performance
Experience/Leadership 6% 6 Retention
=xiemal Factors. 4% 7. Shares granted/held
Internal Equity 4%
0“)/0 1(;% 2(;% 3(;% 4(;% 5C;% 6(;% 7(;% 8(;% 9(;% 106%

23
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Focuses Attention on Developing Quality Inputs

for Pay Decisions

Potential Inputs

Market Data

Individual Performance
Company Performance
Discretion

CEO Recommendations
Retention

Internal Equity
Executive Potential
Equity Held

Wealth Accumulation
Affordability

Dilution

Tenure

Peer/Index Performance
Experience/Leadership
Contractual Clauses

Economic/Inflationary Factors

External Factors

University of Calilornia

Berkeley

Haas School of Business

Pay

Decisions

©2008 Pearl Meyer & Partners
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University of Calilornia

Questions Committee’s should be asking Berkelev

Haas School of Business

= Compensation philosophy
 How does our philosophy support our Company culture?

* What aspects of our philosophy and programs are unigue to
us?

= Program design

 What long-term (career, 10+ years) retention tools do we
have in place for the next generation of leaders?

e Do our programs provide sufficient flexibility to reward our
“stars™?

* In what areas is our executive compensation program most
vulnerable to shareholder criticism?

©2008 Pearl Meyer & Partners
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Liniversity ol l'.:jll_rmnm

Questions (cont’d) Berkelev
#

Haas School of Business

= Performance measures

 How do industry analysts assess our performance relative to
our peers?

» What measures do they use?
» How do we rate?

 What is the rationale for our STI measures?
» How do we set performance levels?

» Over the past 10 years how often have we missed
threshold? beat maximum?

« How do the LTI performance goals compare to the
Company’s strategic plan?
» If the Company can’t set LTI performance goals, then

what is the basis for business planning, capital resource
planning, etc.?

©2008 Pearl Meyer & Partners
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Liniversity ol l'.:jll_rmnm

Questions (cont’d) Berkelev
#

Haas School of Business

= Market Data

 What were the screening criteria used to develop the peer
group?
» What companies were specifically included or excluded
(despite meeting/not meeting the criteria)?

 Why is our pay peer group different from our comparators for
performance?

» If regression data is used, what is the variance (R-Square)?

» What does explain pay differences among the comparator
companies?

©2008 Pearl Meyer & Partners
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University of Calilornia

Questions (cont’d) Berkelev

Haas School of Business

Criteria Disclosed in Peer Group Selection

Industry 56%
Labor Market/Talent

Business Model/Business Complexity
Rewvenue

Index

Geographic Location/Scope of Operations
Other Size Metric/Size not defined
Assets

Market Cap

Number of Employees

Competitors for Stockholder Investment
Brand Equity

Clients/Customers

Market Share

Other Financial Metrics

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

©2008 Pearl Meyer & Partners

28



I..-I'I:I'I.'If'r.'i-l'l:.'ﬂr ['.:j.l_l_rﬂr'n.j:.t
Questions (cont’d) Berkeley
Haas Schooel of Busincss

= Pay Decision Input - Tenure

* When reviewing market data and citing tenure as pay decision
iInput, does Committee know tenure of peer group?

o CEO tenure in our study ranged from 1.4 years at the 25th
percentile to 8.3 years at the 75th percentile

CEO Tenure

10, 8.3

4.3

Years
1.4

N P X

25th Percentile 50th Percentile 75th Percentile

©2008 Pearl Meyer & Partners
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Liniversity ol l'.:jll_rmnm

Questions (cont’d) Berkelev
#

Haas School of Business

= Range of pay opportunity

 What is the least amount our executives might reasonably
earn next year?

» Is it too much (i.e., is there enough risk)?
» |Is it too little (i.e., does it create retention risk)?
 What is the most our executives might earn?
» Is it too much (i.e., could it be viewed as a windfall)?
» Is it too little (i.e., not enough to reward the extra effort)?

 Under what circumstances could pay be “out of sync” with
shareholder returns?

* Does our relative performance rank match our relative pay
rank?

©2008 Pearl Meyer & Partners
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Questions (cont’d)

Dynamic Pay Modeling Example

1.) Is this to much compensation for a CEO
performing between the 10t - 20th

percentile for company and stock price

performance?

Percentiles

Company Performance

University of Calilornia

Berkeley

Haas School of Business

2.) Is this an appropriate amount of
compensation for a CEO performing at
the 50t percentile for company and
stock price performance?

10%

$4,084,008

$4,375,795

$4,586,193 $4,765,970 $4,934,003 $5,186/054 $5,455,719 $5,771,316 $6,208,875

20% $6,611,269 $6,902,975 $7,113,373 $7,293,150 $7,461,184 $7ﬂ3, 234 $7,982,900 $8,298,497 $8,736,056

§ 30% $8,433,544 $8,725,250 $8,935,648 $9,115,425 $9,283,459 ,535,509 $9,805,175 | $10,120,772 | $10,558,331
é 40% $9,990,611 | $10,282,317 | $10,492,714 | $10,672,492 $10,840,525‘,$11,092,575 $11,362,241 | $11,677,838 | $12,115,397
5 50% | $11,445,963 | $11,737,669 | $11,948,067 | $12,127,845 | $12,295,878 | $12,547,928 | $12,817,594 | $13,133,191 | $13,570,750
% 60% | $12,901,316 | $13,193,022 | $13,403,420 | $13,583,197 | $13,751,231 | $14,003,281 | $14,272,947 | $14,588,544 | $15,026,103
g 70% | $14,458,383 | $14,750,089 | $14,960,487 | $15,140,264 | $15,308,297 | $15,560,348 | $15,830,014 | $16,145,610 | $16,583,169
80% | $16,280,658 | $16,572,364 | $16,782,762 | $16,962,539 | $17,130,572 | $17,382,623 | $17,652,288 | $17,967,885 | $18,405,444

90% | $18,807,838 | $19,099,544 | $19,309,942 | $19,489,719 | $19,657,753 | $19,909,803 | $20,179,469 | $20,495,066 F $20,932,625

31

3.) Is this an appropriate amount of
compensation for a CEO performing
between the 80t - 90t percentile for
company and stock price performance?
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University of Calilornia

Questions (cont’d)

Dynamic Pay Modeling Example BEIREIE}’

Haas School of Business

4.) Is an incremental change in potential
TDC of 9.7% (btw the 30th and 70th
percentile for company performance only)
enough incentive to drive executive
behaviors on company performance?

5.) Is enough of the TDC package driven by
company performance?

Company Performance

Percentiles

40% 50% 60%
10% $4,084,089 $4,375,795 $4,586,193 b4,765,970 $4,934,003 $5,186,054 $5,455,719 $5,771,316 $6,208,875
20% $6,611,269 $6,902,975 =t 8; 878 =r—rt7-RO8r 50—t Ot 728 R84——07:982:006= $8,298,497 $8,736,056
30% $8,433,544 $8,725,25( $8,935,648 $9,115,425 $9,283,459 $9,535,509 $9,805,175 | $10,120,772 | $10,558,331
40% $9,990,611 | $10,282,31f | $10,492,714 | $10,672,492 | $10,840,525 | $11,092,575 | $11,362,241 | $11,677,838 | $12,115,397
50% | $11,445,963 | $11,737,66p | $11,948,067 | $12,127,845 | $12,295,878 | $12,547,928 | $12,817,594 | $13,133,191 | $13,570,750
60% | $12,901,316 | $13,192702p | $13,403,420 | $13,583,197 | $13,751,231 | $14,003,281 | $14,272,947 | $14,588,544 | $15,026,103
70% $14,458,383‘ﬂ750,083 $14,960,487 | $15,140,264 | $15,308,297 | $15,560,348 | $15,830,014 | $16,145,610 | $16,583,169
80% $16,2M $16,572,364 | $16,782,762 | $16,962,539 | $17,130,572 | $17,382,623 | $17,652,288 | $17,967,885 | $18,405,444
90% ,807,838 | $19,099,544 | $19,309,942 | $19,489,719 | $19,657,753 | $19,909,803 | $20,179,469 | $20,495,066 | $20,932,625

Stock Performance

6.) Is an incremental change in potential
TDC of 67% (btw the 30t and 70t
percentile for stock price performance
only) an appropriate amount of incentive to
drive executive behaviors?

7.) Is an appropriate amount of the TDC
package driven by stock price
performance?

©2008 Pearl Meyer & Partners
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University of Calilornia

Questions (cont’d)

Dynamic Pay Modeling Example BEIkElE}’

Haas School of Business

Company Performance

Percentiles

10% $4,084,089 $4,375,795 $4,586,193 $4,765,970 $4,934,003 $5,186,054 $5,455,719 $5,771,316 $6,208,875
20% $6,611,269 $6,902,975 $7,113,373 $7,293,150 $7,461,184 $7,713,234 $7,982,900 $8,298,497 $8,736,056

% 30% $8,433,544 $8,725,250 $3; $9,115,425 $9,283,459 $9,535,509 $9,805,175 | $10,120,772 | $10,558,331
% 40% $9,990,611 | $10,282,317 | $10,492,714 & $10, 310,840,525 $11,092,575 | $11,362,241 | $11,677,838 | $12,115,397
E 50% | $11,445,963 | $11,737,669 | $11,948,067 § $12,127,845 m &2, 547,928 | $12,817,594 | $13,133,191 | $13,570,750
x 60% | $12,901,316 | $13,193,022 | $13,403,420 § $13,583,197 | $13,751,231 $M&1,272,947 $14,588,544 | $15,026,103
g 70% | $14,458,383 | $14,750,089 | $14,960,487 § $15,140,264 | $15,308,297 | $15,560,348 $m $16,145,610 | $16,583,169

80% | $16,280,658 | $16,572,364 | $16,782,762 § $16,962,539 | $17,130,572 | $17,382,623 | $17,652,288 | $17,967,885 | $18,405,444
90% | $18,807,838 | $19,099,544 | $19,309,942 § $19,489,719 | $19,657,753 | $19,909,803 | $20,179,469 | $20,495,066 | $20,932,625

8.) Is the mix between company and stock
price performance appropriate?

9.) Does this compensation program have
a true pay-for-performance orientation?

10.) What behaviors does this type of
compensation program drive?

©2008 Pearl Meyer & Partners
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Liniversity ol l'.:jll_rmnm
Questions (cont’d) Berkelev
Haas School of Business

= CEO Compensation

« How has our CEO’s pay increased over the past 5 years in
comparison to:

» The pay of other NEOs

» The pay of our top (20) executives
» The pay of our average employee
» The growth in our earnings

» TSR

 Why does the CEO (or any other senior executive) need a
salary increase every year?

» How have our executive salary increases compared to our
rank-and-file increases?

©2008 Pearl Meyer & Partners
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Questions (cont’'d) Berkeley
Haas Schosl of Business

= |nternal Pay Analysis

« The 2nd highest paid total pay as a percent of CEO total pay
ranged from 40% at the 25th percentile to 72% at the 75th
percentile

#2 Executive Total Pay as a Percent of CEO Total Pay

80% -
70%
60% 1
50% -
40% 1
30% -
20%
10% -

0% -

25th Percentile 50th Percentile 75th Percentile

©2008 Pearl Meyer & Partners
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Questions (cont’d) Berkeley
Haas School of Business

= Internal Pay Analysis

LTI example — Top 5 FAS expense as a percentage of total
company expense

« Can look at any element of compensation in same context
« 75th percentile is more than double the 25th percentile
Top 5 FAS Expense as a % of Total Company FAS Expense

40%;

30%

20%

10%;

0%

25th Percentile  50th Percentile  75th Percentile

©2008 Pearl Meyer & Partners
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Questions (cont’d) Berkelev
#

Haas School of Business

= Benefits & Perquisites

 What benefits will our executives accumulate under the
SERP if they work to age 657? to early retirement age?

» Are the levels appropriate?

» How do they compare to the retirement benefits of other
employees?

» How do incentive awards impact retirement benefits?

 What is the business purpose for each of our benefits and
perquisites?

* Does the overall benefits & perquisites package represent a

competitive advantage or disadvantage in recruiting and/or
retaining talent?

©2008 Pearl Meyer & Partners
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Questions (cont’d) Berkelev
#

Haas School of Business

= Severance & CIC

* Do CIC benefits represent a “neutral” incentive to doing a
deal, or do they

» Cause executives to shy away from a deal?
» Encourage executives to sell the Company?

 Why does a long-tenured executive continue to need an
employment contract?

©2008 Pearl Meyer & Partners
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University of Calilornia

Berkeley
.

Haas School of Business

Executive Compensation Trends
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University of Calilornia

CEO Pay 2006/2007 vs. 2005/2006 — Same CEOs [N NS (5§

Salary

Bonus

Total Cash

LTIP Target
Restricted Stock
Stock Option Value

Total Direct Compensation

2006/07 2005/06
$1,213 $1,174
3,466 3,202
$4,679 $4,376
2,823 1,525
2,556 2,794
2,867 3,603
$12,924 $12,299

Haas School of Business

Median - Same CEO (163 companies)

% %
Change Change
VS. VS.
2005/06 2006/07 2005/06 2005/06
+3.3% $1,187 $1,100 +7.9%
+8.2% 2,310 2,250 +2.7%
+6.9% $3,500 $3,400 +2.9%
+85.1% 1,900 0 -
-8.5% 1,273 1,078 +18.1%
-20.4% 2,152 2,505 -14.1%
+5.1% $10,681 $10,608 +0.7%

Data based on PM&P analysis of CEO pay for the 200 largest U.S. publicly traded companies. Data analyzed from 2006
and 2007 proxy statements, respectively.
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Average CEO Pay Mix — All CEOs BEI’kElEy

Haas School of Business

2005/06 Average TDC - $12,380,055 2006/07 Average TDC - $12,891,864
Base Salary Option Value Basi4sozlary

14% 2204
Option Value
29%

Bonus
26%

Bonus
25%

LTIP Target

LTIP Target 20%

12%

RIS RIS
20% 18%

Data based on PM&P analysis of CEO pay for the 200 largest U.S. publicly traded companies. Data analyzed from 2006
and 2007 proxy statements, respectively. ©2008 Pearl Meyer & Partners
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University of Calilornia

Average CEO Long-term Incentive Mix — All

CEOs Berkeley

Haas School of Business

2005/06 Average 2006/07 Average
LTI - $8,179,945 LTI - $8,193,932

R/S
29%

R/S

33% .
Option Value

38%

LTIP Target LTIP Target
20% 33%

Option Value
47%

Data based on PM&P analysis of CEO pay for the 200 largest U.S. publicly traded companies. Data analyzed from
2005/2006 and 2006/2007 proxy statements, respectively. " 62008 Pearl Meyer & Parters



University of Calilornia

Changing LTI Landscape BEkalé}’

Haas School of Business

Overall, stock overhang levels are declining across industries
« Stock option usage continues to decline

* Restricted stock and LTIP grants on the rise, as RS can deliver
equal value as stock options while using fewer shares and to:

» Combat SFAS 123R
» Manage overhang and burn rates judiciously
» Align executives to key business / financial initiatives

Omnibus plans increase with share counting and recapture
provisions

Increased discussion around risk-adjusted returns in
determining ratio of options vs. restricted stock

More frequent authorization of smaller share amounts
New equity grant administration guidelines

©2008 Pearl Meyer & Partners
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University of Calilornia

Stock Overhang Declines BEI‘I:{E]E}’

Haas School of Business

Median Shares Authorized for Management and Employee
Equity Incentive Plans as a Percent of Shares Outstanding

18%

16% 15.60%

14%
12% 10.84% 11.28%

10%
8%
6%
4%

2%

0%
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Data based on PM&P analysis of equity awards for the 200 largest U.S. publicly traded companies. ©2008 Pear! Meyer & Parners
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Increase Prevalence at Lower Overhang Levels

University of Calilornia

Berkeley

Haas School of Business

Distribution of Total Overhang

100 -

75 -
(%]
(]
=
©
Q.
£
o
O

C 50 -
(]
Q0
£
=)
Z

25 -

0.0% to 7.5% 7.5% to 15.0% 15.0% to 22.5% 22.5% to 30.0% 30.0% to 37.5% 37.5% to 45.0%

W 2006 O 2007

Data based on PM&P analysis of equity awards for the 200 largest U.S. publicly traded companies.
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University of Calilornia

Annual Grant Rates Decline BEI‘I—{EIEV

Haas School of Business

Median Shares Granted Annually for
Management and Employee Equity Incentives

2.5%

2.1%
2.0% -

1.5% 1 1.3%

0.9%

1.0% -

0.5%

0.0% n T T T T T T T T T T
1997 1999 2001 2003 2005 2007

Data based on PM&P analysis of equity awards for the 200 largest U.S. publicly traded companies.
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2.0%

1.5%

1.0%

0.5%

0.0%

Restricted Stock on the Rise

Stock Options vs. Restricted Stock

1.9%

Median Annual Grant Rates

1.9%

University of Calilornia

Berkeley

Haas School of Business

1.5%

0.01%

0.02% 0.02%

1.8%

0.02%

1.5%

0.06%
—

1.1%

0.10%
|

0.8%

0.12%

0.7%

0.22%

2000

2001

2002

2003

2004

2005

O Stock Options W Restricted Stock

2006

Data based on PM&P analysis of CEO pay for the 200 largest U.S. publicly traded companies.
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Stock Ownership Guidelines

Percent of
Cos. With
Number of Guidelines/
Companies Requirements
Multiple of
Salary 102 61%
Salary & Retention Ratio 25 138 15%
Salary or Shares 10 6% 82%
Total Cash 1 1%
Number of Shares
Shares _ _ 19 20 11% 12%
Shares & Retention Ratio 1 1%
Holding Requirements
Retention Ratio 8 5%
Not Disclosed 2 1%
Total 168 100%

Time
Frame (yrs.) CEO
Average 4.5 5.8x
Median 5.0 5.0x
75th Percentile 50 6.0x
Minimum 2.0 2.0x
Maximum 5.0 25.0x

Percent of
Top 200

51%
13%
5%
1%

10%
1%
4%
1%

84%

69%

} 0%

University of Calilornia

Berkeley

Haas School of Business

Time Frame and Ownership Requirements as a Multiple of Base Salary (138 Companies)

Direct

Reports
3.6x
3.0x
4.0x

1.0x
10.0x

Key
Executives

2.5x
2.5x
3.0x

0.5x
8.0x

Data based on PM&P analysis of CEO pay for the 200 largest U.S. publicly traded companies.
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Senior

Managers

1.5x
1.0x
2.0x

0.5x
5.0x
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