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[Emerging Trends for Director Compensation]

Welcome to Buck Consultants’
2006 Webcast Educational Series

« Buck Consultants’ webcast series features insights and
updates on important compensation and business topics

e Today’s session is the seventh of our series

 Please save the date for our next webcast:

September 6th at 1:00PM EST

Sales Compensation Administration —
To Outsource or Not To Outsource
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Today’s Session

Approximately one hour presentation

— Director compensation is changing rapidly...how can you
stay ahead of the curve?

Followed by a question and answer period

Please direct your questions via e-mail to:
elizabeth.rullo@buckconsultants.com

Please remember: we encourage questions!
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Today’s Agenda

Guiding Thought

Revisiting our 2004
Hypothesis

Three New Trends

Summary

How to view director compensation

To what extent are our predictions
concerning recent director compensation
changes coming true?

Additional predictive hypothesis based
upon all the change that has occurred
over the last 24 months

Review of trends
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Guiding Thought

“Telling the future by looking at the past assumes that
conditions remain constant. This is like driving a car by
looking in the rearview mirror.”

~Herb Brody
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Survey Data and Director Compensation

« Historically, director compensation changed incrementally,
facilitating the use of “current state” surveys and proxies

 The pace of change is accelerating...necessitating a more
forward-looking approach

« Bottom line: balance the “as is” analysis of director pay
with a more predictive view of the future



[Emerging Trends for Director Compensation]

Looking back at our previous hypothesis (version 1. 0)

“If at first we don’t succeed, call in version 1.0.”

~Anonymous



[Emerging Trends for Director Compensation]

How our three part hypothesis about director pay

(circa 2004) fared

HYPOTHESIS

OUTCOME

In the next 8-10 years,
directors will be making 2-3
times what they are today

Happening - continuous increases will
ensure this occurs

Stock options will no longer be
as large of a driving force in
director compensation

Happening - particularly in large
companies

Director pay will be
significantly differentiated
based upon the board role they

play

Happening - but with a different twist
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Process selected to test our hypothesis

» Selected the same three comparison peer groups as last year:

Financial Services Fortune 10 High Technology

Peer Group Peer Group Peer Group

AIG AIG Cisco Systems

American Express Chevron Dell Computers

Bank of America CitiCorp Hewlett Packard

CitiCorp ExxonMobil IBM

JP Morgan Ford Motor Intel

Lehman Brothers General Electric Microsoft

Merrill Lynch General Motors Motorola

US BanCorp IBM Solectron

Wachovia Verizon Wireless Sun Microsystems

Wells Fargo Walmart Tech Data

» Analyzed each individual director’s cash, long-term incentive (equity),
and total compensation (cash plus equity) for years 1994, 1998, 2002,
2003, 2004, and 2005
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2004 Trend 1: Making 2-3 Times in 8-10 Years

To what degree has director compensation increased over
the last 12 years?

» Total direct compensation (cash plus equity) is on average 3.7 times
greater in 2005 compared to 1994 (although moderating somewhat from

2004 to 2005)

Peer Group Median Total Direct Compensation
2002 2003 2004
Financial Services $61,083 $72,900( $150,070| $163,394| $218,150| $215,184
Fortune 10 $57,141 $77,370| $167,289| $160,079( $207,000f{ $210,623
High Tech $45,450 $85,102] $165,636] $119,640] $205,272| $188,043

 The compounded total compensation growth rate over the same period
is 15% - 17%:

Peer Group Median Compound Annual Growth
Cash Equity Total Comp
Financial Services 8% 38% 15%
Fortune 10 8% 45% 16%
High Tech 17% 31% 17%
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2004 Trend 1: Making 2-3 Times in 8-10 Years

Compensation increased significantly from 1994to 2 005

Median Total Director Fees
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2004 Trend 2: Equity Usage

How has long-term incentive compensation evolved in
recent years?

* Pendulum swings back to granting more restricted stock/units

« Stock options play smaller role in overall equity delivery strategy

» Stock option expensing rules and third-party governance bodies are
encouraging companies to change their equity delivery approach

« Even though pay has remained relatively constant (2004 - 2005),
companies continue to move in the direction of restricted stock/units

1994 1998 2002 2003 2004 2005
Peer Group
RS/U |Options | RS/U Pptions RS/U  @ptions RS/U Options HS/U O tions | RS/U Pptions
Financial Services | 100% 0% | 86% 14% | 39% 61% | 44% 56% | 65% 35% | 76% 24%
Fortune 10 59% 41% | 35% 65% | 28% 72% 12% 88% | 79% 21% | 87% 13%
High Tech 27% 73% 0% | 100% 0% | 100% 0% | 100% | 17% 83% | 26% 74%

Please note: percents in table represent peer group median.

12
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2004 Trend 2: Equity Usage

How have long-term incentive compensation award siz es
and values changed in the most recent three years?

« Award sizes (shares) changed from 2003 and 2004 while actual award
values increased due to rising stock prices

 From 2004 to 2005, award sizes (shares) and values remained generally

the same
Median Change from '03 to '04 Median Change from'04  to'05
Peer Group
Financial Services (1,305) $8.60 47 ($0.78)
Fortune 10 800 $3.19 0 ($0.08)

[High Tech 0 $7.27 0 ($0.99)

13
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2004 Trend 2: Equity Usage

How has the cash/equity pay mix changed, in general , over
time?
» Greater percentage of pay shifted from cash to equity compensation

» Directors are often given the choice of receiving retainers in the form of
stock

 From 1994 to 2005, equity as a percent of total pay increased 27
percentage points (on average)

Median Pay Mix - Cash/Equity

oo e MedanPayMx-Caseuy
1994 1998 2002 2003 2004 2005

Financial Services 82/18 77123 51/49 46/54 47/53 45/55
Fortune 10 93/7 75125 56/44 65/35 55/45 56/44
High Tech 64/36 40/60 33/67 37/63 41/59 56/44

14
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2004 Trend 3: Role-Based Pay

Audit Committee Chair compensation remains a pay
differentiator when compared to a typical director
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2004 Trend 3: Role-Based Pay

Compensation Committee Chair compensation is resurf acing
as a pay differentiator when compared to a typical director

% Variance in Compensation Chair Pay Relative to Overall Me  dian Pay
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25%

20% A
19%

15% - 15%

—e— Total Cash
—&— Total Comp

% Variance

10% -
8% 9%

7%

5% A

4% 4% 4%

0%

10/
U700

1994 1998 2002 2003 2004 2005 1994 1998 2002 2003 2004 2005 1994 1998 2002 2003 2004 2005

16




[Emerging Trends for Director Compensation]

How our three part hypothesis about director pay

(circa 2004) fared

HYPOTHESIS

OUTCOME

In the next 8-10 years,
directors will be making 2-3
times what they are today

Happening - continuous increases will
ensure this occurs

Stock options will no longer be
as large of a driving force in
director compensation

Happening - particularly in large
companies

Director pay will be
significantly differentiated
based upon the board role they

play

Happening - but with a different twist

17
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Emerging Trends: Our New Hypothesis

“The time for action is past! Now is the time for
senseless bickering.”

~Ashleigh Brilliant

18



[Emerging Trends for Director Compensation]

Emerging Trends: Our New Hypothesis

 There will be a converging of director pay into a single
vehicle: an equity participation payment (“EPP ")

 Compensation based upon role will continue to evolve (a
more defined role-based pay)

» Director stock ownership guidelines will not be an issue
soon (particularly in larger companies)

19
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Emerging Trend 1: EPP

Definition: * A single payment in equity (or mostly in
equity) encompassing what used to be
paid separately as a retainer, meeting
fees, and equity grant — this payment will
largely be in restricted stock units
(RSUs)

Rationale: « Based upon three key trends:

Meeting fees are being
reduced/eliminated

More retainers are being paid in stock (full
value shares)

More equity grants are moving to full
value shares (restricted stock and RSUSs)
from stock options

Predicted Proxy « Simpler to communicate to shareholders

Disclosure Rules than multiple pay vehicles

Impact:

20
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Emerging Trend 1: EPP

The Evolution to EPP

Stock Options 1990s

Cash and Equity Retainer

Full Value Shares Early 2000s

Equity
Participation
Payment

21



Emerging Trend 1: EPP

Elimination of
Meeting Fees

Retainers Paid in Stock

[Emerging Trends for Director Compensation]

Equity Grant of
Full Value Shares

® Meeting fee prevalence is
3.7% less than in 2004
[Equilar]

® “Reduced use” of
meeting fees by large
companies [NACD]

® 49 of the top 100 companies

permit directors to elect to
receive options, stock,
restricted stock or a
combination thereof in lieu
of all or a portion of their
annual retainers [Shearman
& Sterling]

34% of companies surveyed
pay retainers partially in
equity or allow for voluntary
election to do so with a
median minimum of 50% of
the retainer [Buck]

22

The use of stock options
decreased significantly in
recent years (13.7%).
Instead, companies
increasingly rely on full
value shares/unit awards
[Equilar]

The gap continues to
narrow between companies
utilizing stock options and
full value shares as they
move to deliver a greater
share of director equity in
grants of shares (up to 87%
based upon company size)
[NACD]

60% of companies provide
at least part of their grant in
some form of full value
shares [Buck]
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Emerging Trend 1: EPP

Why will RSUs be the favored venhicle over restricted stock?

* More easily deferrable (beyond vesting period)

 Tax advantages (taxed upon receipt instead of at the end of
vesting period — assuming Section 409A requirements are
satisfied)

» Eliminates need to sell shares to pay taxes (if structured properly)

e Administrative simplicity

e Can be settled at or after director retirement removing
appearances of conflicts of interest as well as providing better
perceived alignment with shareholders

23
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Emerging Trend 1: EPP

Summary Definitions of Vehicles

Restricted Stock Restricted Stock Units

Restricted stock is an actual
share of company stock that is
iIssued currently, but that is
subject to restrictions on
transferability and to forfeiture
upon termination of employment
or service prior to the lapse of
restrictions.

Restricted stock is granted,
generally without cost or at par
value, and the restrictions
typically lapse based on the
passage of time, i.e., continued
service for a stated period of
time.

RSUs are units that represent a
contingent promise by the
company to transfer a specified
number of shares of stock in the
future, or the cash equivalent.

Typically, each unit tracks a
single share of company stock
and is granted with forfeiture
conditions similar to those for
restricted stock.

Units are tracked in a
bookkeeping account and can be
paid in shares of stock or cash.



[Emerging Trends for Director Compensation]

Emerging Trend 1: EPP
Summary Comparison of Venhicles

Comparison Factor Restricted Stock Restricted Stock Units

Delivers Shares to Directors? * Yes * Yes, if settled in shares of stock

* No, but Beneficial Ownership
* Yes Table can be supplemented to
reflect RSUs

* Yes, if to be settled in shares of
stock

Included in Beneficial
Ownership Table?

Counts Towards Stock

Ownership Guidelines? " Yes

Requires Cash Payment from * No, unless state law requires * No, unless state law requires

Directors? payment of par value payment of par value for shares
Pays Dividends? * Yes (but taxed like salary) ’ Egﬂi?/gltecnag pay dividend
Voting Rights? * Yes * No
* Yes, if granted to directors, unless
(1) payable only in cash, (2)
Fixed Accounting? * Yes, if granted to directors payable in cash or stock and

company has a pattern of paying
in cash, or (3) director has choice
between receiving cash or stock

25
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Emerging Trend 1: EPP

Summary Comparison of Vehicles (continued)

Comparison Factor Restricted Stock Restricted Stock Units

* No, if subject to a substantial
r) )
bt 2 G risk of forfeiture
Taxed at Vesting / Lapse of . Yes
Restrictions?
* Yes, if continue to be subject
to a substantial risk of
forfeiture (onerous)

Deferrable?

Subject to Code Section
409A7

* No, if there is no deferral after
restrictions lapse

» Generally not, but could be
(generally referred to as
“Performance Shares”)

Performance-Based?

Shareholder Approval

Required? " Yes

26

* No

* No, if Code Section 409A
requirements are met (then taxed
upon receipt)

* Yes, if Code Section 409A
requirements are met

* Yes, unless vest and get paid out
within Code Section 409A’s short-
term deferral period

» Generally not, but could be
(generally referred to as
“Performance Units”)

* Yes, if settled with shares
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Emerging Trend 2: A More Defined Role-Based Pay

Definition:

» Differentiated pay for specific key roles
(e.g.,Lead Director, Committee Chair,
and Member) so there may be several
levels of EPP

Rationale:

» Based upon three key trends:

Meeting fees are being
reduced/terminated

Differentiated pay for committee chairs,
compared to members

Converging pay for chairs

Predicted Proxy
Disclosure Rules
Impact:

* Reduces the number of pay variations
by director into an “explainable” number

27
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Emerging Trend 2: A More Defined Role-Based Pay

Future State of Director Role-Based Pay

Pay ($000's)

$250

Lead
Director
and Board
Member

$200

Committee
Chair and
Board
Member

Roles

28

$150

Board
Member

(only)




Differentiated Chair Pay
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Emerging Trend 2: A More Defined Role-Based Pay

Converging Pace for Chairs

“The past ten years have seen a
dramatic increase in fees for
directors serving on (and
chairing) audit and compensation
committees” (up to 50%) [Equilar]

“Increased popularity of previous
pay structure for service on major
board committees (and)
increased use of fees/retainers
for committee chairs” [NACD]

91 of the top 100 companies pay
committee retainers to
members/chairs [Shearman &
Sterling]

91% of companies surveyed
provided differentiated pay for
chairs [Buck]

29

Chair fees are within $2,000 for audit
and compensation committees:
$12,000 audit committee; $10,000
compensation committee [Equilar]

“Audit chairs receive...the biggest
relative premium for their service,
with a much smaller difference
between this retainer for
compensation and governance/
nomination committee chairs”
[NACD]

75 of the top 100 companies pay
committee retainers to all committee
chairs [Shearman & Sterling]

Median chair pay is $7,500 apart;
which is 6% of total compensation
[Buck]
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Emerging Trend 3: Director Stock Ownership Guidelin es

Definition: e As companies move to a single payment in

equity (full value shares) such as an EPP
discussion about stock ownership guidelines
become less relevant

Rationale: .

Based upon three key trends:

Since director compensation plans typically pay
50% in equity, there is a focus on ensuring
directors own enough stock to be aligned with
shareholders — as it moves towards 100% equity,
this focus will change

Over time, the movement from options to full
value shares held until directors leave the board
reduces the need for guidelines

If this equity payment is deferred until retirement
(using RSUSs), the focus is also reduced because
alignment improves

Predicted Proxy -
Disclosure
Rules Impact:

Increased focus on adding or promoting
guidelines in the short run will change as
companies move toward RSUs and EPP that
are held until directors leave the board

30
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Emerging Trend 3: Director Stock Ownership Guidelin es

Broad Sample 198 Companies

Formal Guidelines 18% 38% 40%

Grants Restricted to o .
Retirement 12% 12% N/A

Both (Formal Guidelines and 0 o
Grants Restricted to Retirement) 4% 23% N/A

Total 34% 713% 40%

31
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Emerging Trend 3: Director Stock Ownership Guidelin es

: T Percent of Median Guideline
Basis of Guidelines Companies Level
Multiple Retainer 54% 3X
Number of Shares 28% 4,250
Dollar Value of Shares 8% $150,000

Percentage of Equity

9 0
Award (retention rates) 6% 100%

Source: Buck Consultants
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Summary

« Movement to a single payment vehicle for board service —
an EPP (equity participation payment )

e Certain roles will influence the level of EPP provided

« An EPP will reduce focus (over time) of stock ownership
guidelines

33
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Concluding Thought

“The basis for poetry and scientific discovery is the
ability to comprehend the unlike in the like and the like
In the unlike.”

~Jacob Bronowski

34



[Thank You]

Thank You!

Questions?

email now to:
elizabeth.rullo@buckconsultants.com

Todd McGovern Darren Engh
(312) 846-3415 (310) 226-1472

todd.mcgovern@buckconsultants.com darren.engh@buckconsultants.com
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