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December 2, 2013 

VIA E-MAI L 

Ms. Eli7..abeth M. Murphy 
Sec retary 
Securities and Exchange Commission 
I 00 r . Street, NE 
Washin gton, D.C. 20549-1090 

Re: File Nos. S7-07-13 
Comments to Release Nos. 33-9452; 34-70443 
Pay Ratio Disclosu re 

Dear Ms. Murphy : 

I am pleased to submit on behalf of Cummins Inc. this comment letter on the 
Securities and Exch ange Com miss ion' s propose d amendments to Hem 402 or Regulation 
S-K relating to pay ratio disclosure under Section 953(b) or the Dod<.l-rrank Wall Street 
Reform and Consumer Protection Act. 

I. Our Commitment to Responsible and Effective Pay Practices and Communication 

Our company, a g loba l power leader, is a corporation of complementary business 
units that design, manufacture, distribute and service diesel and natural gas engines and 
related technologies, including fuel systems, controls, air handling, lillration, emission 
so lution s and electrical power generation syste ms. ll ead quartered in Co lumbu s, Indian a, 
(USA) we currently employ approximately 46,000 people in 55 countries and territories 
and serve customers in approximately 190 countries and territories through a network or 
approximately 600 company-owned and indep endent distributor locntio ns and 
approximate ly 6,500 dealer locations. We reported net income of $ 1.65 billion on net 
sa les of $17.3 billion in 2012. Our stock is traded on the New York Stock Exchange 
under the ticker symbo l 'CM I. ' As of December 3 1, 2012, there were approx imatl!ly 
3,977 holders of record or our common stock. 

The topi c or executive compensation and its disc losure is important to us and , we 
bel icve, to our shareholders. Since 20 ll, we have held annual advisory shareholder votes 
to approve the compensation of our Named Executive Ofliccrs as required by Section 
14A of the Securi ties Exchange Act of 1934, and each year our executive compe nsation 
programs have received overwhelming support tl·om our shareholders. Most recently, at 
our 2013 annual meeting, our execut ive compensation program received over 97% 
sha rehold er s upport. 
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As described in greater detail in the Compensation Discussion and Analysis 
section of our proxy statement for our 20 I 3 annual shareholders meetin g, the primary 
focus or our executive compensation program is the principle of pay for performance. 
We believe the level of compensation received by executives should be closely tied to our 
corporate financial performance and the returns earned by our sha rehold ers. Our 
compensation programs for all employees arc designed to attract, motivate, focus and 
retain employees with the skill required to achieve our performance goals in a 
competitive global business environment. Our compensation is generally aligned, by job 
type, to the market median or the local market in each country. 

2. Comments on the Proposed Pay Ratio Disclosure Rules 

We acknowledge and appreciate the Co mmission's efforts to dran a rule that 
provides some flexibility in the calculation of median compensation. We also believe 
that more can be done to reduce the proposed rule's compliance burdens while ensuring 
that investors receive accurate and useful information. Therefore, in light of our 
commitment to responsibl e executive compensation practices and our interest in effective 
commun ication on the topic of executive compensation, we submit the following 
comments on the proposed pay ratio disclosure rules. 

A. Pay Ratio Disclosure Shou ld Be Limited to U.S.-Based Employees 

Under the proposed rules, the median of the annual total compensation of the 
registra nt's employees would be determined by including in the calcu lation the 
compensation of workers based outside the United States. We respectfully request that 
the final rules include in the calculati on only workers based in the United States. 

To include our workers based outside of the United States in the calculation of 
median pay, we would have to contend with numerous factors that would increase 
compliance costs. These ractors include disparate global payroll systems, data privacy, 
the varying pension rights and severance bene lits received by workers based outside or 
the United States and currency exchange fluctu at ions . 

We currently have one global Human Resource Informati on System from which 
we can gather base pay and some guaranteed cash allowances that arc more co mmon in 
countries outside the U.S. However, we do not have a single system from which we can 
derive total global compensation, as required by the proposed rules, or any of the 
examp les of other consistently applied compensation meas ures provided in the proposing 
release, such as sa lary and wages as reported in a Form W-2. We have approximately 30 
payroll systems that do not interface with one another from which we would have to 
derive information regarding total compensation information to determine median 
compensation if the calcul ation were to include our workers based outside of the Unit ed 
States. To produce the inlonnation necessary to determine median compensat ion, we 
expect that data li·orn these un-integrated systems would need to be collected, modified to 
con form to a un i lorm standard, adjusted t()r currency fluctuations and then synthes ized in 
a series of manual steps involvin g employees in eac h country in which we have 
employees. These structural impediments cannot easily be overcome by using statistical 



sampling or "reasonable" estimates, as the rulemakin g release would suggest. Statistical 
sampling and estimates also will not address the potentiall y confl ictin g requirements 
imposed by privacy laws to which we are subject on a global basis. For exa mple, in 
Russia, where we have more than I00 emp loyees, appl icable law would not allow us to 
use the individual payroll information of employees for purposes of the analysis required 
by the proposed rules without first obtai ning the consent of the affected employees. 
Evolv ing data privacy regulat ions in othe r countries a lso could afrect our ability to access 
the information that would be required to comp ly with the proposed rule s. While we 
appreciate th e Commission's intent in allowing for samplin g, such an approach will not 
reduce our comp liance burden so long as non-U.S. emp loyees are included in the pay 
ratio calculation because individual data would sti ll need to be gathered and integrated 
from non-U.S. systems and jurisdictions to enable sampling to occur. Whil e we cannot 
pred ict preci se ly the costs associated with gathering and integrating these data ac ross the 
world, we know the process would be labor intensive and manual, resultin g in a 
significant cost impact each time the disclosure is required. 

Aside from the challenges and costs assoc iated with obtaining data for our 
workers outside of the United States, compensation paid to these workers ge nerally 
reneets conditions in the local economy, the local costs of li ving, currency exchange 
rates, varying pension rights and severance benefits. Because these clements vary wide ly 
among countries and localities in which we operate, a comparison of compensa tion 
amounts from outside of the United States to compensation levels in the United States 
would not accurately reflec t the relativ e value of compensati on to individuals in different 
localities thus reducing the utility of the pay rati o disclosure. 

B. 	 Compensation of Employees of Controlled Subsidiaries o f the Issuer 
Should be Included Only to the Extent the Issuer has Actual Co ntrol Over 
Compensation Levels and Decisions Rega rding those Employees 

The proposed rul e as currently written would include the compe nsation of 
employees of subs idiari es in the median compensation calculation based solely on 
whether the s ubsidiary is under common control with the issuer. While we app rec iate the 
clarificat ion provided in the proposed rule that the covered subsi diari es arc limited to 
those captured by the definition of "subsidiary" in Rule 405 under the Securities Act of 
1933 and Rule 12b-2 under the Securities Exchange Act or 1934, we believe that the 
determination whether the compensation of employees of a particular s ubs idiary should 
be included in the median compensat ion calculation also shou ld be based on whether the 
issuer has actual control over the compensation decis ions made at the sub sidiary level. 
Often, we enter into joint ventures with established entities in markets where we arc 
looking for a certain market expertise and a track record of success and where we do not 
already have an established presence. In some cases we might own more than 50% of the 
equity in the joint venture, but leave compensation decis ions for employees (other than 
the most sen ior managers) so lely in the hands of the joint venture's management team. 

Whil e joint ventures of the type described in the preceding paragrap h may be ou r 
"s ubsidiaries" as that term is contemplated by the proposed rules, we do not set 
compensat ion levels for employees (other than the most senior managers) at such joint 



ventures. Co mpensation decis ions at these joint ventures are made based on the 
compensati on policies or practices determined by the joint venture's manage ment team 
and not based on Cummins' compensation policies or practices. Therefore, the 
compensation leve ls of the majority of the empl oyees at these j oint ventures is no more 
con nected to the compensation of our chie f executive officer than the compensa ti on 
leve ls of employees at a wholly unrelated corporat ion anywhe re in the world. Beca use 
we do not set compensation levels for emp loyees (other than the most sen ior managers) at 
these joint ventures, including their employees' compensation in the ca lculat ion of the 
median wou ld detract fro m the abi lity of the pay ratio di sclo~ure to re fl ect accurate ly our 
pay practices, our pay po licies and the pay dispar ity or equ ity that resu lts from these 
elements. 

ln addition, if compensation information for employees of these joint ventures is 
required to be included in the medi an compensation ca lculation in the final rules, we 
would face practical difficul ties in accessing the data required to meet the rules' 
req uirements. Under some of our existing joint venture arrangements, we do not have 
centralized access to payro ll systems or individual compensat ion data fo r joint venture 
employees and we would have to manu ally compil e the informati on. 

In light of these considerations, we respectfully request that the final ru les include 
compensation of subsid iary employees in the calculation of median compensation only to 
the extent the iss uer exerc ises actua l control ove r the compensation deci s ions at the 
s ubsidiary leve l. Actual contro l over compensati on decisions wou ld be present whe re an 
issuer owns, directly or indirectly , s ubstantially all of the outsta nding voting securities of 
the subsidiary entity , as contemplated by the definition of "wholly-owned subs idiary" in 
Rul e 12b-2 under the Securities Exchange Act of 1934, or, in the case ofjoint ventures, 
where the j oint venture agree men ts exp ress ly provid e that the iss uer, as a j oint venture 
partner, has responsibility fo r compensation dec isions at the joint venture. 

C. 	 The Rul es Should Include a 3-Yea r Transition Peri od for Includi ng the 
Compensation of Employees ofNewly Acquired Su bsidi aries 

Under the proposed rules, emp loyees of newly acquired subs idiar ies 
would be required to be included in the calculation of media n compensation if they ,.vere 
employed on the last day of the most recently com pleted fi sca l year, regard less of 
whether there had been sufficient time to integrate the systems of the acquired 
subsidiaries and regardl ess of whether the acquirer had exercised any inl1uence over 
co mpensati on at the s ubsidiary at that time. We respectfu lly request that the final rule 
include a three-year tran sition period for newly acqui red subsidi aries. 

We have in the past engaged in corpora te acqui sitions that requ ired th e 
integration o f employees, processes and systems. For businesses as large and com plex as 
ou rs and the companies we might acqui re, this integration ca n take years rather than 
months. In particular, the compensation proce~ses and systems from which the employee 
compensation data to comply with the proposed rul es would be deri ved are not 
necessarily the first things that are integrated in an acq uis ition. In addition, eve n if s uch 
integration begins shortly after acquisition, it still may take up to two yea rs, in the case of 



routin e acquisitions, or three or more years, in the case of more signifi ca nt transactions, 
to properly integrate and ensure compatibility with the different systems. Prio r to and 
durin g the integration of compensat ion processes and syste ms in the acqu is iti on context it 
can be diffi cult and may be expensive to obtain accurate information from the acquired 
enti ty's payroll system and blend it with ou r corporate sys tem. 

l n add ition to these practical difficulties o f gathering co mpensa tion data 
from an acquired organizati on before its system s have been integrated, the compensation 
levels at the acqu ired entity may or may not be aligned with our existing pay policies and 
princip les. If the existing policies and principl es at the acquired organization are not 
aligned with our own, then it may take addit ional time to integrate them, maki ng a rat io 
calculated including such unaligned~compensation levels a poor refl ection of our pay 
practi ces and poli cies and the resultin g pay disparity or equity. In light of these 
consideration s, we respectfu lly request that the final pay ratio disclosure rul es include a 
three-year transition peri od fo r inclus ion of an acqu ired company's compensat ion 
information in the medi an compensation calculation. 

** *** 

We apprec iate the oppo rtunity to comment on the proposed ru les and 
respectfully request that the Commi ssion consid er incorporating the elements discussed 
above in the final version of the rules. 

l would be happy to disc uss any question s that the staff may have 
rega rding the above co mments. Please reel free to contact me at (812) 377-5000 if you 
have any questions. 

Sincerely, 

Vice Pres ident - Human Resources 


