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Presentation overview

Overview of findings
—  What did a turbulent year mean for CEO pay in 20097
Paying for performance

— Was there a strong relationship between CEO pay and company performance in
20097

Examples of changing programs

—~  What changes are specific companies making to adapt to a changing environment
for executive pay?

What's next?

—  What will the lasting impact of 2009 be on executive pay in the United States?
What will we see in 2010?







Overview of findings

About this study

m Hay Group’s third year partnering with The Wall Street Journal on the study

m 200 US public companies with FY 2009 revenues of $4 billion plus
— Due to shrinking revenues, cutoff had to be lowered from $5 billion

m CEO pay for FY 2009

m Proxy filings between October 1, 2009 — late March 2010
— First 200 to file their proxies electronically

m Ongoing online updates at www.wsj.com/execpay to approximately 450
companies as their proxies become available




Overview of findings

2009 methodology

Base pay

— As disclosed, not annualized for new executives

Annual incentives / bonus

— Bonus + annual non-equity incentive plan compensation

— May include stock or options if deferred from a bonus

Long-term incentives

-~ Grant value as disclosed by company (where unclear, Hay Group determined value)

- Performance-contingent awards (i.e., “all-or-nothing” with no upside / downside discounted by 20%)
All other compensation & change in pension value / NQ deferred comp earnings
-~ Asdisclosed. Negative values are included

Performance data (source: Standard & Poor’s Compustat)

— 2009 net income and total shareholder return, 2007-2009 annualized total shareholder return




Overview of findings

Components of compensation in the study

Salary

Annual incentives

Total cash compensation

Long-term incentives

Total direct compensation

All other compensation + change in value of pension/
NQ deferred comp earnings

Total compensation




Overview of findings

2009 overview

m For the second year in a row, total direct compensation declines, marking a
first-ever for executive pay in the history of the study

m Very awkward year to be assessing company performance, as companies
made less money than the year before, but returned substantial value to

shareholders
-~ Median net income change of -5.0 percent
-~ However, many companies beat their budget
—~ Median one year Total Shareholder Return (TSR) of +21.5 percent

— Nowhere to go but up from a downward slide in 2008

s Compensation changes were equally awkward to track




Overview of findings

CEO compensation increases and values

m Total direct compensation declined, as increases to annual incentives and decreased
to long-term incentives offset each other
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Overview of findings

Headlines
m Total compensation declined, but not by much
—- Salaries were flat
— Annual incentives increased, despite the fact that companies were less profitable

- LTI awards were down, as most were granted at the bottom of the stock market when
companies were share-constrained and many Boards didn’t want to excessively reward a
natural bounce-back in the stock

m  Options take back the top spot on the long-term incentive landscape, as time-vested
restricted stock makes huge gains

— Actually, all three vehicles increased in prevalence, owing to an increasing use of a ‘portfolio’
approach

m Perquisites take the hit shareholders have been waiting for

— Substantial changes in the prevalence of many perks

- Among those still using them, values associated with several key perks also declined
dramatically




Overview of findings

Snapshot — median CEO total compensation

m Total compensation comes in at over $8.3 million
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Overview of findings

Snapshot — CEO pay & revenue by industry

m  Sample shows strong relationship between company size and total compensation
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Overview of findings

Mix of elements — median CEO

m As in years prior, long-term incentives maintain the heaviest weight

TDC 23% 57%
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Overview of findings

Change in CEO pay mix - 2008 vs. 2009

m Significantly lower emphasis on LTI vs. previous year, with more focus on annual cash

2008 TDC 17% 63%
@Salary
asTI
aLTl
2009 TDC 23% 57%
0% 20% 40% 60% 80% 100%
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Includes only constant incumbents




Overview of findings

Mix of elements — industry CEOs (total direct compensation)

m All industries prioritize long-term incentives, but show differences in overall emphasis
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Overview of findings

Change in CEO long-term incentive mix - 2008 vs. 2009

m After two years of gains, emphasis on performance awards declined dramatically, as
emphasis on time-vested restricted stock increased

2008 LTI 15% 45%
@Stock Options/SARs
ORestricted Stock
BPerformance Awards
2009LTI 39% 22% 39%
0% 20% 40% 60% 80% 100%
Percentage of LTI

Includes only constant incumbents




Overview of findings

Mix of long-term elements — industry CEOs

m  Unlike in previous years, several industries placed significant value in restricted stock

Median CEO | 39% |

Basic Materials 46% |

Consumer Goods 59% |

Consumer Services 28% [ 18% |

@Opt
ORS
QPerf

Financials 33% | 27% |

Health Care 13% | 33% |

Industrials | 40% |

Oil & Gas | 31% |

Technology | 37% |

Utilities 67% |

0% 20% 40% 60% 80% 100%
Percentage of Long-TermIncentives




Overview of findings

Change in CEO long-term incentive prevalence — all incumbents

m Use of restricted stock increases substantially, while options reclaim their hold as the
most widely-used vehicle, overtaking performance awards
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Overview of findings

CEO LTI portfolio mix

m In general, companies taking a “portfolio” approach tend to divide LTI value somewhat
evenly among the different vehicles
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Overview of findings

Perquisites - personal airplane use

m Median values of personal airplane use perquisite decreased from $115,500 in last year’s
sample to $76,000 in 2009

Median CEO $75,795
Basic Materials $74,243
Consumer Goods $40,890
Consumer Services $139,432
Financials $15,556
Health Care $151,885
Industrials $64,876
Oil &Gas $97,900
Technology $132,650
Utilities $183,563
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Overview of findings

Perquisites — tax gross-ups

m  Median values of gross-ups on perquisites declined significantly from $16,400 in last
year’s sample to $8,600 in 2009

Median CEO $8,614
Basic Materials $6,154
Consumer Goods $12,546
Consumer Services $12,057
Financials $14,785

Health Care $786

Industrials $16,786
Oil &Gas $19,440
Technology $21,037
Utilities $6,993
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Paying for performance

Highlights

Was there pay for performance in 20097
m Yes?
— Top performers did much better than bottom performers
m NO?
— However, it was the middle performers that seemed to make the most

m Overall, 2009 feels like a step back in paying for performance




Paying for performance

Change in CEO total cash compensation (TCC) vs. change in net income

m  While there are big differences between the top third and bottom third in net income
performers, the middle third actually showed the highest median growth in TCC

Total Cash Compensation vs. Net Income Growth
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Paying for performance

Change in CEO total cash compensation (TCC) vs. change in net income - by industry

m Four industries showed inverse relationships between NI growth and change in TCC

®% Changein TCC 8% Change in NetIncome

i 3.2%
Median CEO S0%
) . -37.5% 5.7%
Basic Materials [
o - ==6.7%
=J. 0
. 19.2%
Consumer Services ’
13.7%
. . 5.9%
Financials h - )

1.6%

20.2%

Health Care 9.9%
. -1.2%
Industrials 253% |
| .6 2.4%
Oil & Gas h
Technolo '1_
echnology -19.1%
Crel. -1.2%
Utilities + 0.5%

-40.0%  -30.0%  -20.0%  -10.0% 0.0% 10.0% 20.0%
Percentage Change




Paying for performance

Realized CEO long-term incentive income vs. 2007-2009 annualized total shareholder return

m  Once again, while there are big differences between the top and bottom performers, the
middle third of performers have taken home the greatest median value among CEOs
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Paying for performance

Realized CEO total direct compensation vs. annualized total shareholder return: 2007 - 2009

m The same relationship is seen when looking at realized total direct compensation (which
includes all take-home pay over a three year period)
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Examples of changing programs

Recalibrating performance measures: lowering the bar

No shortage of changes to plan designs in 2009

— Perk eliminations

— Changes in LTI mix

— Move to / from performance awards

— Move to double-trigger vesting on equity awards

-~ And on and on...

However, two of the more interesting trends we saw involved:

— Annual incentive plans: recalibrating performance levels and payouts

— Long-term incentive plans: dealing with lack of predictability




Examples of changing programs

Recalibrating performance levels and payouts: lowering the bar

m Boeing

Old plan: performance below 50 percent of economic profit target yielded no payout
Plan change: payments can now be made for any performance above zero percent

Company explanation: “This change is intended to bring the executive annual incentive plan
into greater alignment with the employee annual incentive plan and the plan design features of

companies in our peer group.”

m Hewlett-Packard

Implemented a supplemental discretionary bonus award that provided value on top of their
typical annual incentive plan

The amounts of discretionary bonus were equivalent to reductions in base salary taken,
essentially ‘undoing’ the previous cuts in salary

Company explanation: “the Committee... considered HP's performance relative to its
competitors and the S&P 500, the difficulty of achieving the targets, and the challenging
economic environment in which the performance was delivered.”




Examples of changing programs

Recalibrating performance levels and payouts: discussion

m If the world has changed, it may make sense to lower the bar in order to
maintain motivational value

s However, should annual plan payout levels also be recalibrated to reflect
that lower level of absolute performance?

m When do after-the-fact decisions to ‘give back’ base salary reductions make
sense?




Dealing with lack of predictability: limiting performance periods

s McGraw-Hill

Old plan: based on three-year performance period

Plan change: now based on one-year performance period, using the same measure and
target as the annual incentive plan, plus a two year hold after shares are earned

Company explanation: “In early 2009, the Committee considered the business environment
and the difficulties involved in attempting to forecast earnings growth beyond 2009 for a three-
year award cycle.”

m Goodyear

Old plan: a performance share and cash-based plan based on three-year performance period

Plan change: now both based on one-year performance period (both linked to net income and
cash flow) with vesting occurring after an additional two years

Company explanation: “At the beginning of 2009, we faced a volatile and uncertain business
environment due to the recessionary economic conditions that existed in many parts of the
world... Significant changes were made to our long-term compensation programs in light of the
volatile and uncertain economic environment.”




Examples of changing programs

Dealing with lack of predictability: limiting performance periods (cont’d)

m Visa

Old plan: no performance plan in place (options and time-vested restricted stock)

Plan change: introduced a performance plan at 25 percent of total LTI value, triggered by one-
year performance period using annual adjusted net income as a measure. Award then vests
ratably over the next two years

Company explanation: “For fiscal year 2009, the Compensation Committee introduced the
use of performance shares to further align the achievement of management goals and the
creation of stockholder value.”

= Whirlpool

Old plan: a share and cash plan based on one year performance (EBIT and Free Cash Flow),
and vesting at the end of another two years

Plan change: none

Company explanation: “By combining the features of a performance period and a vesting
period, these awards reward contributions to long-term objectives and discourage taking
excessive risks for short-term gain.”




Examples of changing programs

Dealing with lack of predictability: discussion

= Doubling up on the same measures on the annual plan raises issues
— Does an additional two year vest make the plan “long-term?”

m Risk in compensation — do we want annual performance triggering the size
of both annual and long-term incentives?

m Alternatives for dealing with uncertainty in long-term incentive performance
plans include:

— Utilizing relative performance subject to an absolute threshold

— Utilizing multiple measures, one relative, one absolute




Examples of changing programs

Perquisites

m 2009 was a big year for the elimination of perquisites, led by significant reductions in
some of the more high-profile “extras”

— Personal use of corporate aircraft — 66 percent - 60 percent prevalence
- Remains the most prevalent perquisite left

—~ Spousal travel — 38 percent - 20 percent

— Company car / allowances / leases — 52 percent - 37 percent

— Tax gross-ups on perquisites — 46 percent - 34 percent

—  Club memberships — 35 percent > 25 percent

m Perks receive disproportionate attention relative to their actual value and cost — many
companies deciding they’re just not worth the heat

m Do providing some perks still make business sense? Yes. But that doesn’t mean they
can be rationalized to shareholders







What's next?

Did Boards over-react in 20097

Annual incentives increased while profitability decreased

— Boards recalibrated their performance measures without recalibrating their target incentive
payout levels

The foundation for future pay-for-performance structures took a hit

-~ Less was granted in LTI, providing less structural alignment between executives and future
performance

— Less of that LTI was provided in performance-vested awards, as boards became concerned
about putting lost value back onto the table for executives through time-vested awards

Middling performers outgained top performers

-~ Whether it's looking on an annual or a long-term basis, the middle of the pack took home more
than the best performers did

CEOs had a huge year in growing the value of their 2009 equity awards

-~ By the end of 2009, CEOs were sitting on more unvested value after only one year than they
had in a very long time, despite the fact that the size of LTI grants were down




What's next?

Risk in compensation

The 2010 proxy season was set on its head by the requirement to disclose details
about compensation programs — for any employee — that were ‘reasonably likely to
have a material adverse effect’ on the company

Companies scrambled to conduct assessments of their own programs — many
assessments raised ‘red flags’

-~ Many were surprised that program elements that had been considered ‘best practice’ were
now being identified as ‘risky’

How? The irony in assessing risk in compensation is that there can be an inverse
relationship between ‘pay for performance’ and ‘risky’ structures

Risk in compensation is a fairly new lens through which to view compensation design,
and its growth could lead to a variety of outcomes — some common-sense, some not

It's leading everything towards greater balance in pay structures — but is that a good
thing?




What's next?

What could the ‘risk in compensation’ lens lead us to?

Compensation risk issue Potential outcomes

Time horizon of incentives e Claw-backs, ‘bonus banks,” more deferrals

Incentive design / payout schemes Less use of ‘all or nothing’ and uncapped payouts

Goal setting » Broader performance ranges, less ‘home run’ goals
Use of management discretion * Less where it's currently used; more where it isn’t
Performance measures * More use of multiple measures

Pay mix » Greater emphasis on base pay and LTI

Use of long-term incentives » More of the portfolio, less of 100 percent stock options

Overall pay levels * More pressure to look like everybody else




What's next?

Shareholder empowerment

The theme for 2010 — and beyond — will be shareholder empowerment

‘Say on pay’ will further shake up executive pay practices...eventually
— Should be in place before the next proxy season
— No director wants to be embarrassed by having a pay package voted down, binding or not

-~ As we saw in the UK, it will take some time for shareholders to get comfortable voting
packages down — but don’t expect Directors to wait too long

- Will ultimately force institutional shareholders to become more sophisticated and opinionated
in how they evaluate pay

Institutional shareholder advisory groups will continue to provide plenty of ammunition
—  New policies coming out all the time

-~ Many second-tier shareholders are voting in lock-step with their recommendations

- However, more shareholders are developing their own scorecards

Expect that over the coming years, this will lead to new levels of discourse and
communication between companies and their shareholders on executive pay matters




What's next?

What to expect for 2010

Even greater use of the ‘LTI portfolio’

- ‘Risk in compensation’ will only increase the emphasis on ‘balance’
— How much balance is too much?

A continued emphasis on eliminating the ‘extras’

— Perquisites to continue their decline

— Gross-ups on change-in-control payments

— Severance multiples

A return to pay-for-performance structures

- Performance-vested share plans will make a comeback, but with greater emphasis on relative
performance than in the past

-~ As companies continue to stabilize, annual performance goals will be re-set to pre-2009 levels
More government involvement — legislation, hearings, and regulatory oversight

—  With healthcare ‘won,” Congress will re-focus on pushing through executive pay legislation




What's next?

Executive pay — a new world order, or business as usual?

Answer: some of both

It's clearly a new world order: more Federal government involvement and
greater shareholder, media and Main Street pressure on these issues than
ever before

But, there’s also some of the business as usual: 2009 showed that despite
a fierce environment for executive pay, Boards will continue to do what they
think they need to in order to retain and motivate executives

Despite the ‘bump in the road’ in 2009, Boards will be anxious to get back
onto the course they were on pre-downturn (and if they aren’t anxious yet,
‘say on pay’ will help them become so)




Questions?
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