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Dew Ms. Murphy, 

Pea~ Meyer & Panners (PM&PI is pleased 10 Slbrit IXlll'ITlElrlls 10 the SeClJrires 
Exchange CommiS$kln OIl its pt(lpOM(l ,..,_ sooking 10 amend ruIcs OOllCClming 

discl<aure 01 executive and dlreclOf pay and 9CM'mance. At the DUl$llt, we on<::o 
.g"" ,"",moon<! tn, Commin"", ion ito -.Holts iowai'd gr..at... tr'"""P<lfOf'lO)''''';1II 
r&gIIrd to eXllCUlive and directOl' pay, as well as its wi/liJ19l1"'S~ 10 revisit eroaen~al 

IlISUea that have emerglld sirlce the IncepliOll oIlhe entlanced rules several )'ears 
ago. While we acknov.'\edga the need for updates in 1lg11t 01 changing llCOOOlllic 
t~, "'" urge the Commission II) eonsJder balancing its goals 01 lranspareilCY and 
accountability with p!"&CIie8l implications to pyblic fi'ers and the potential benefits 10 
lrwaslOrs. 

Thilileltllf is intcndod to proY\dD lee<blck ~1 'epresents our views, as well as 
those elCpressed by many 01 oureients, w:1h respec110 the..,-oposed rules. We 
(lis() rake 1n1O Mn!lidet"1ion lhe pr~ impiell~lInd poI""ti;oI burden' lila' 
Vi'OIJId be placed on pubic IIDrs by cellal" requirements. 

BV way III ~ f'Vari Meyer &. P"nnors Is 00ll oIlt1e nalion'slMding 
WI"p."salion c:onsuI1ng lirma, aeMng 80lIrd Collpcllsalion ComrnitloM as 
idepetldal g advisors and asSI5tiog o:mparies In the crea:ion and ~ 

01 nnov..tivll, "",,10 11"'o;:e-.o,1oi1lOd OOillpOli$o1llon prtqams .... ar:rad. rtlCllin, 
molMl18and appoopoialllty ,ewan;l e~.~ atld Boord DlIlldOilL As 
rdepeioduo. illMsors. _ help Boiwdl and Conwnillees M ...., and m*llaln 
sound ~ po .. r 'W, ~ _1I* ...k1s to lllIlll:lJlivu and c1roetor 
pay decisiorHnaklng. Si'lce its~'" 1989, PU&P'scoo iplIilRlbOn 
prdessOIaIs have acMsed Iu'drIds ~ orgarIIl:UDns ... Yir1uaIIy IlY8fy i'Wslfy, 
..-.gng !rom Forkne 500 ~ to .......ktr privallt firms and 1IOI·Ior-protll_. 
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We' apprac:iart,e lha opportunity to comment and Sihal'e QUI' vl,gws. W~ nota tJhat 
PM&P is sLlbm ilti 9 thIs commenary on ii sown behaJlfI and not on behalf of ,any 
specific cl'ient P~ease oonracr us a 212-407-'9-5 7· you have any ques ions 
regarding our comments. 

Sincerely., 

\ • [~_.:'1-...-tJ
~J7-~ 
David N.. S\vlnford 
President and CEO 
Pearl Meyer & Partners 
david.swinford @pearlme)ler.GorT! 

Attac ment 



PM Pearl Meyer & Panners 
Comprehensive Compensation·<S5 

Additional PrClpoood Risk Dlsclosuro 

Tho Commission's ptopoo.nl oxpnnds dlscloGum 01 compensation in !he proxy to 
00\l(1J 'how the companys OIIerail compensation policies tOl' employees crcate 
ioc..ntivus lhal can alfe;;t th... company's risk and mana~emenl <}f mat risk." This 
9><paooion was promptod. atlooet in JXlrl, by tho outrom ,,,,,,kot turmoi at 0 
number of large financial institutions. Allhe outset. we want 10 be dear that 
compoosation p1ans-W1d rasulti"ll olWcutiva compensation PllI'XIls-walo not the 
primary cause oIlh" oollapsu of l~, .. finam;;,,1 markets, lhoogh c1\1arly, 
compensation plans can conllillut" to litxcassiw and/or u'109C~sary risk-taking, 
particulal1y among tinancial institutions. Rather, company business s\rategias­
particUlariy lhose related to the morlg,ag aderivatIVe markets-wele the impetus for 
the risk·lakir>g lhat i8OPl\fdized the financial health of many compan~s. Therefore. 
we oolieve the significance of analy~ing risks inherent in core business stralegies 
ta, o~ceo>ds analysis of ,isk inhoront in comp.nsation plans in and of thom.,,"'••. 
At the opposite extreme, "ffl believe thai pushing companjes toward compensation 
programs with 2ero rial<. e.g. lOQ% ba""", salary and'or defined tlenet~ pensions, 
runs coonter to the pay-for-performanoo linkage that investors seek, ThUs, we 
ac<:epl that some level of risk tied 10 penormanc& is quite appropriate fO( 
compensation programs, .....en It inveslo<"s carno! tie assured that there 'Mil not be 
a nenative outcome, 

Conccptually, we agroOtMtOllp;lnOOd dlsc:osuro rogald.ng rtsk and compensatiorr 
piOn:! ,hould bcnct~ 3h.archoldorn lind inve3l0rn by incrca3ing tho transparency of 
a company's risk management practices, thereby potentially leading to more 
w1doGproad and effective risk oversight. Howevel, as proposed. the rule lacks 
speciticity and fails to provldo sufficient guidance as to what must be disclosed tor 
mOb1 companjes (particularly non-financial institutions). The Compensation 
Discussion and Anaiysis (CO&A) in many proxy slatemoots is alrwdy hmgthy and, 
in many cases, so voluminoos thai important disclosures are even less trarlsparenl 
than prior to the rule changes. We 1Ieliave that in an attempt to moot the expanded 
'9qui'emenlS about riOll<, CQ&A6 wi. tle<.;om", even longer without ntlCessarily 
p(\)\liding additional useful informalion to inv",slors. We b-elillVe proxy SlatOOlents 
can provide investors with mor'" useful and less voh......nQ\is disclosures if the 
ruies: (i) PIO~ide an aOditionalthreshoid tor'hlatenaIHy: (ii) provide a different set of 
examples as to what couIcl be disclosed if the materiaJity threshold i$ met; arlCl (iii) 
narrow the soope of disclosure to executive levels only. 

N'W'OO" • 'TlAAf. • I~"O_ • c, ... 'o", • C~< .. ':;O • 'OCV5tON • ,e, .."",,,, 
1)0 1''''''''"'~ ...,,,..... ",•. y,,.I. "V 1['(1:; '" ,~I~_;"" _x(;, ~\&I-I-;'''' ••~",."."",...,,., ,..".,~""",,~"....,,, """ 
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Provide Additiona'i Threshold lor "Ma,tS'riali,ty" 

T e Commission's proposal would require companies to disclose compensation 
polioies Qf actual compEl salio:n praloHoes tha may hElva a'male ri al effecfon the 
oompany, stating tna m<:itariality Is a facts and ciroumstal1cas test Whilla lhe 
Commission does provide ,examples, of what may rise to the level of malerl].a,I, these 
scenarios focus all situations that are largely s acific t,o the financial se-rvices 
industry. Withourt further guidance about what consti1ules;'materiaIit1 (part&cu~arly 

fOlr lhose, companies.o tside of the financial services sleetor). GD&As will eoome 
even more volumi'nous wit unnecessa y verbiage as campaniles exercise good 
faith to ensur-e compliance W1ith the requirement. As a thr,es '0 d mat er, we bel1ev,e 
that 'materialitY' can on y e'xist wher,e the compa sation plan is likely to promote 
exs;cutive behavior that Gould have a sig iflcant and da - aging impact olhe 
overall operati'Onsand -inancral footi ng of r ecompany as a whole, 

Provide DiHel'ent IIIustra'ive Examples of How Risk Could be Disclosed' 

The Commission as offered a set of illusrrativ8 exampl,es ,of Items tha may e 
discussed if lh0 mater11ality thres otd is met. We believe that the ,examples ar'e no 
speoiHc enou.gh to elp companies draft suoc'i at and transparent d:iscloswa. In 
our practioe" we have suggested a methodology foil' companies to 1ollow in 
assessing risk lin their oompensation programs. Of course, analysis of risk is 
unique to eaoh company'-lhe size of the company. th e indus ry, etc. wi II oal.l6'e the 
analysis to vary widely. HO\'lleve:r W6' bell6've that t e folloV'l1rlg questions would 
beUer serve as 8pp'ropriate examples of i ems lha might be discussed il the 
materiahty hfeslwldi is met: 

•	 What risks Cat tihrea1en the company's value? 
•	 How do incentive plan metrics reilect the oompallY's b sill'ass s ratl6'gy? 

•	 Are the leverage and mix of inoon 'v,e oompensation elements applropriata? 

•	 Is the full range of potentiall upside/downside payouts undsr the company's 
incentive p:lans appropriate? 

•	 Do plans nave protections/controls l'o, avoid exoessive risk-taldng and 
€JxoesslvQ pa~'ours? If not, arc the e sutticient protections/controls. external 
to the incen~ive plans (e.g..• stringent investment guidelinesJprocesses) ? 

..	 Do plans'oew executives 0 long-Ierm performance t at alig s with 
shareholder inteests? In particular: 

A e here stock ownership and retentio requir,ements? 

Are there instances in which he compa y WQ .Id be obligated to pay 
excessive severance (e.g., si'gnificantly in excess of 3;( base plus 
bonus) if the executive lis t6f1ninated tor poor peltonll<:lnoo? 

- .Are here Siuffident oontrols to ens re that payouts afe aligned with 
risk horizon-s? For example: 
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•	 Am Inc~mtive awards above a certain level paid in res ncted 
stcd< or vesta deferred compensatron? 

•	 DOGS thecompa y require a hold back of a portion of annual 
i centive awards pending sustained performance results? 

•	 How does performanoe compare to industry/peers. and do the ayou s 
align wit mat1<et prac ioe foe lavel of performa. ce achieved? 

'.'	 How does the compa yadd ess paymenls of awards based on
 
pel1o:rmanoe t; at is i"uer materlall~' restated negatively?
 

•	 Do the plans allow 1h€ Committee 10 exercise discretion? 

Our me odology and supporting i fOlmation are summarized in a rece t webinar 
we conduc ed in association with the National Association of Corporate Direc ors. 
The presen ation is attac e as Exhibit A. 

Limit Risk Disclosure Requirements to Executive Population 

We believe the pl'oposed risk disclosure should only apply to executives Ii rhose 
actions could have a significa negative effe-ct on a oompany. E ployees below 
the executive level (particularly outside o'lhe fina cial services sector), generally 
have a Iimi ad impact on tis and company viability nless they have clear 
authority to make sign" kant decisions 0 ~ behalf Oot the company. Requ,iring 
disclosure of lower level ,employee pia s Will lead to 10 gar CO&As that oontain 
linformation not helpfUl to invesors. As an altemative, a disdosure that the 
campa y has a process in place to rev,lew material risks pl'esan ad by 
compa sallon planSOQvering the non·executive pop Jation, and that such p ocess 
has been revi,ewed by the Committee, should be s fficient t,o enoourage 
compa ies and Boards to es sbUsh processes to evaluate and control fa risk i 
non-executive oompensa1ion pans. 

Other Elements that Should Be Considered 

We believe a thoroLlghrisk assessment should apply 0 a!1 compensalion 
components. as wall as lhe program as a whole-not j st annal incentives. While 
pay alements like base salary do no pose ri.sl<, lhey are important in balancing 
incentive pay ele ents that carry more risk by defini ion. Thus, the mix of aHisk 
VS. non~risk pay e!Jeme ts should be considered. Quite a few 00 panies have 
inclu ad a suppleme tal table demonstrating the target (if appliCable) and/or actual 
pay mix between pay elernen s with differe t levels of risk We have found such 
charts to be ewe ely helpful in layi 9 out compensation programs for investor 
review. 

Affirmative Stat ment;f No Risk Discfosufe Presented 

If 0 ris dlsclos re rela1ed to compensation plans is prese ed in t e proxy, 
companies should bA required to affirmatively state in thei,r CD&A at a 
determination has been made at the risks a sing from broader compensation 
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policies are !"lOt reasonably expected to have a mater"al egaive effect on the 
company. 

Risk Disclosure for Smalfer Reporting Companies Should be Re-quired 

We believe that smaller repa ting companies may carry greater business risk, 
i .eluding risk that executive actions could have a signifioant negative· a ·feet on e 
companys survival. In our experience wit iniitial public offerings. the 
compens8J. ion p ograms and ela.ted: governance processes for nasoent oompanies 
te do be less wall defined tan at I,a rg,er, more es ablished companies. 5implsr 
Of more dIscretionary incen ive plans do not necessarily involve less compensation 
risk. As suoh, we believe at investors would benefil from 'sk disclosure from 
smaller re orting cornpani s. 

Reporting Equity Awards at Fair Value
 
in the Summary Compensation Table (SCT) and
 

Director Compensation Table (OeD
 

The FAS 23R values now lrequired in the SeT and: OCT are larg,ely -gnored by 
compensation oonsult81 ts.ou clients and investors when tt1ey are, seeki 9 to 
understand total annual pay 01' amed executive officers (N Os). To understand 
annual compensation on a comparable baSIS, most practi ioners i stead r to the 
last col mn of e Grants of Plan-Based Awards Table (GPBAT), which currently 
contains grant dale fair val es. Thu ,the Commission's proposed change makes 
sense from a compensation analysis standpolnt. owever; such a cha.nge doc~ 

not come withe t its own set of complexities. Reporting FAS 3 accruals for 
equlty~based compensation grants is a clear and defined prooess, as rules exist 
and are maintained by.a r·egula cry body_ While reporting grant date fair values 
per FAS 123F1 (tether than FAS 123R accruals) would be more meani gfu'l for 
investors, <::l. different set of a,mbiguities wou~d need to be addressed. Our 
co ments below address some of these vagaries. 

seT Should Include Only Equity Grants Made During the Current Year 

We believe the Co mission should maintain ils curre t rule thal provides for 
reporting of equity grants in the year in which the grant is made (raf er than the 
year to which the .associated performance ay rela e). Eq ity grants should be 
consiste t with the FAS 123R determi ation of gra .dat·e. To do othel'\iVise would 
result ill inconsistent a. d possibly manip lated reporti g. Companl.es 1hat. 
reg,ularly me e equity grants in the cur e t yea based on pl'lor year performance 
may still clarify that ti ming difference in the CD&A and in 1ootnotes to the seT. 

Maintain Disclosure of Individual Grant Date Values in the GPBAT 

Maintaining disclos re of individual grants in the G A would further the 
Commission's objectives to promote transparency and accounta.bility. Aggregating 
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the grants lio the SeT, withourt grant-by-gmnt breakouts; would imped,e investor 
ability ~o' rack awards and thei!' Imp,a.ct on compGlnsa~ion levels over ime. Gralnt­
by-grant dlsclosur~ ena.bles investors to determine whether pay and performance 

are actualll'y linked, aJllolillig a cteare picture 0 paY"lfOr~perfonnance. 

Mu.lti-Year Gfsnts 

The Gommissio has reql.lel;;ted commenl as to preva.l,ence and 1(satmer tor rlnul "­
yoo1r (or'mega., grants.. n our experie oe as oom ellsalion <consultants, mul '-year 
grants are not a l'ypical praclloe. When they do ooeur. the disclosure s rrou ding 
the grant genera! Iy clarifies that it was'nte,nded lo f;ovsr mors than a singls year. 
As SUCh,W8 do nor -e iavs tt al adjuslfl e Is should b:e made in the SeT to 
account 'for" or disoou t, multi-year 'gr.ants. F,oolnolle disclosure', a.long ,,\lith 
diiscussiorl i tlhe CD&A, should be adequ8 ,e 10 ,explaln why he grant date tair 
vaI e of th,e award is mar'a tha 11 expected lor an annual 9rant. Alternatively, any 
spacial m m-year grants co Id be reported in a separate column (similar to the 
'BonuS'oolumn)" b t still included in the Tolal Compensation fg:ure. WB do not 
believe exceptions shou d be ma.de if the multii-year grant resu ts i varia 'i1ity in the 
de,termil1ation of NEOs, If the grant-date v~due is large enoug·- that it resulls in 
unwalnted vanability i - NEOs, the company can remedy the situation by not m.aking 
the m 11i-year grant If the ompany makes, the grant, it may volun arily disclose 
the compensation i formation for he''Sixth NIEO'vJho would othenvise ave beell 
included In ~he SO to a I!eviate some of ttlle year-ovar-y,ear variabirry of NEOs. 
Pmviding too, ma yexceptions to the grant date value methodology 'II evisoerate 
consistency ,and standardization of the I'Ulfl. 

Va'luatlon of Performance-Based Awards in seTShould Be at Target No,t 
Maximum 

We, believe rhat r.Q:quirlng rB or Ingat mmdmu willi have the unintended 
consequence of discouragi 9 Compensation Committees from adQp1ing 
performance-based programs, Ths Commission's currenl position on reporting of 
fair value In 001 mn <I) of the GPBAT requires that sch awards be reported at 
maximum-a position consislen vii fAS 123R. However. CD&1120'.05 has the 
effeot o~ overstating fail' values of performance-based equirty programs. This was 
dearly problelrllatlc in the GPBAT. but becomes exponentially troubling when it is 
factored into the SeT and used to determine NEOs ilndTQtal Compensation. 

Pertormance-based equity plans are i tended 10 incetivize ex,ecutives to ac ieva 
t' a goals of e program, which are typicaUy ,expected to be at 'targel~ Grantees of 
such awardsar-e no~ expected to achieve maximum levels, except in the case of 
exceptional and unusual pe ,ormance levels. The degree of di,lliculil:y' in ac ievil1g 
target is alreMy ,a required disci,osure iln the CD&A, Requiringepomng at 
ma;w;imum would overstate t -e compa ys ,orig-inal Intentions wm-J respec1 to the 
expected leve of ooonpensation payouts" 
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Even if rep-or "ngof equi·ly of awards is at arget In the SGT, investo:rs willi still have 
aocess to ~he value of potentia maximum awards in thQ GP .AT, so shareholders 
will not losa any intonna Ion. Inva,s ors can still see the number of sha: es or do lar 
awards authorized unde threshold, target and maximum levels and compute the 
total value at a~imum. 

Do Not Usc Multlpte' Tab/esto Report Summ.ary Comperrsatioa 

We Qgree with the Commisslol1'", mee6age that there is no periee way to disclose 
compansation in the tables.. Whilia the Commission and rna y practitioners 11 ave 
suggested that el' aps mul1Jiplie tables can display compensation in a va.ri9ly of 
ways, we believe that simpler is baUer. All of tria information needed 0 assess 
annual compensation is already requi ad by the curren1 rules, as "<\fell as the 
proposed rules (assumi 9 column (I) of the GPBAT isot eltm"nated). So longl as 
title CD&A and accompanying narratives explaill the vehicles and pote lial and 
actual payouts, investors should be able to piece together. withoutndue eHort an 
accurate pictu a of com ensatio p:lans tor executives, Companiesooncerned with 
tlhe clarity of theilr required disclosures can always provide suppl,emental tables or 

arrative to explain their intent Qlr res It. 

We do not s ~ pport revisin9 t e seT to tepa t tM annual chang:e in the value of 
a.wards, as pe a I'lJlemak.ing petition received by the Comm'ssion. We believe that 
such a tab·le would' be cor) using and. not co sistentwlth the man €If in which 
Compe satio Go mluees make the decision 0 grant 'e uitya'wards. Those 
companies wfshing to provide such in ormaflon may include a supple .. ental table. 

The OUlstanding Eq i1y Awards at Rscal Year End TEl1ble wou~d, howeve , benefil 
from a column S owi glhe i "nsic val e of outstanding: stock options" W· i1e e 
"ntrins·c value can be ('.a~c[Jla ed 1rom U1e, information already incl dGd in t Q tab~c, 

i1 is nOl convenient and quite a. few fliers havQ added a supplemental column or 
table ro show the intri sic option va1lues, parlic larty as. many ·grants are deeply 
! nderwa er at this time. 

Continue to Repon salary and Ann.ual incentives in the "Salary" and "NE/P'O' 
(or "Bonus") Columns, Regardless of their Form 0.' Payme.nt 

ere are rnany forms of 'hybrid' compensation that are both annu~d and IQng;·term 
in nature. However, if the Compensation Commit ee olriglnalliy considered the 
compensalion to be Salary or Bonus or"A nusl NEIP' {annuallncennve), then it 
would be clearer to report it as suct~. If the form of pay ent wo Id otherwi&e 
q al:iry as eq ily oompensal"on, explanatiollof the form of paymenl should be 
provided ili1lhe CO&A and the Footnotes to lhe tables. 
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Requite Reo-Computation o( PrJo.r Years .during a TWo- Year Trans,itional 
Reporting Period	 . 

We agree that companies shaul provide re-.compu.ation of prior yea s in the 2009 
SC and in he 2010 SCT ( he 2011 SCT woul have tree yea sunder thB new 
ules). Since the grant date fair values of equity awads were provided in the 

GP AT in prior years, it wo .ld not be difficult for registrants to provide this re­
computation and allow inve,slors to easily CQnsider year-aver-year C anges in 
compensation. We also aglraa t at companies should not be required to i elude 
different EOs, for ay preceding years based on the recomputed igures. 

Additional Compensation ConsultanJ Disclosure 

The Commiss·on's proDosal would req ire addi jana! disclosure i cases in which 
tl e Boards co pensation consultant a.dvises on executive/director compensation 
and has also provided"Additional' services. We agree at additional d.isclosure 
t at promote-s consultant independence and freedom from ~onflicts is a good 
oliey.. However. further spec'ificity is l1eeded to defin'e"Additiona 'services so as 

not to 'mpede the Commi ee;s ability to use its compensa.tlon consultan for 
matters clearly ,a ciliary to and directily related to executive, or director 
compensation services. 

We believe that the objective should be to highllghl situations where t e 
ma agement could influence the Compensation Committee's compensation 
advisor I1lcause that advisor is being retained directly by rnanagement to provide 
signiFicant"Addi ionaJ' services. here would ot be any potenlial for conflict, and 
there ore no need for additional disclosums, i the Compensation Committee's 
.r:ompensation advtso were to provide: . 

•	 '~i,~onaf services to the Board or another Committee (e.g.,. governance 
advice, direc,tor eo cation, evaluation of Committee or dimctor 
effectiveness, etc.); or 

•	 'hlditional' services at the request and directior of he Compa salio 
Committee (e.g., design of equily and annual bonus plans where 
executives and on-executives are participants, executive oompensation 
su eys, compensation risk assessments, etc.); or 

•	 An insignificant level o'''Additional' serviices to management, with the 
knowledge and approval of he Compensation Committee, 

Sin c,e these ypes of services do not rep re sent conflicts 0 linl,er'es, we elieve that 
the Oomm'· - ion should not conside them as "'Additionar services in determining 
whether h€lghlened d'isolosures, incl:uding disclosure of feas, are warra ted. At 
the e d of the day, the critical iss e is whether the com· ensation consultants 
ethics m·ght be compromised by performing these actiVities, We believe many 
ancillary SQlVlcQS do not compro ;se ethics and therefo a should 01 trig;ger 
additio al disclosureeq irements. 
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The CommiSSion specifically otes tha servlcGs such as benefits administration. 
huma resources 00 suiting and actuarial services would fall in the"Ad rlionar 
service bucket and trigger additioal disclos res. It also points out t at fees 
genera ,ed by t ese serv.ices may be more significalltlt1an GQS earned by the 
consulta ts for their exeoutive sGNlces a fact that clearly signals ei er a real or 
perceived conflict. :. owever, we posit hat thelle are certain 5srvlices (other than 
adminlstrafon, human I'esou cas oonsulling and actuarlaJ services) that are 
routi sly pertor cd by indeped nl compensation consultants at the request of a 
Compensation Committee as part 01 the overall e)(:ecUD\le Of director compensation 
mvlcw. We also ~hlnl< in oertsi scena i05 (other tha administration. human 
rew rces oonsul ing and aotuarial services)" lhe chances ,of a real or perceived 
oonflict are minimal. Wa ,address these j,ssues a d others b,y answering the 
questions posed by the Commissio wit respect to this elemen 01 enhanced 
disclosure, as follows: 

WifJ this disclosure help investors better assess the role of compensation 
consultants and patential conflicts of Interest, and thereby better assess the 
compensation decisions made by the Board (or the Compensation 
Committee)? 

Yes. The disclosure of~· itioflal' services rovided by the consulta t, and e 
rela.tionship between the fees eamed by these flrrns or executive ad director 
compensation services (elative to"A ditional' non-execu ·ve and director 
CO pensation services, will help investors assess potential conflicts o11nt rest 

owever, we do not believe itwo Id help investors better u derstand the role of 
the compensation consulta.nt or tile deciis'ons made by the Board. Nonetheless, 
investors should be aware of the to alfinandal arra gemenl bel1Neen t e company 
and e C,O sultant; ad Compensation Comminees should mi ·gate the risk 0 

poten ial co flic:::t by either minimi ng ''Additionarserviices or sele-oting an equally 
ca able, i ,depende t cons Iting· irm 101' their execu 've and director compensation 
ne~ds. 

We see his as analogous ~o t e current disoto'sure of fees paid 0 lhe compan~;s 

extQrnal auditor for audit and non-audit services, which seams to have wo ed 
well. As i the case of au itor feas, there are unique and u usual circumstancE's 
where it would be Grona -ieal and more effective to have a single advisor working 
wilh the Board, e Co pensa ion CommIttee. and the company's management 0­

executive and non-executive matters, sue as adviso . services rela ad to merg.ers 
and aoquisrtlons activity or initial public offerings. In these instances, the 
timefri 6 for such ble ded services is limited and it is important to have contin ity 
between executive and non-execive compensation actions or rograms. 
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Would the disclosure of additional consulting services and related fees 
adversely affect the ability of a company ttl receilte executive and director 
,compensa#on consulting or non-executive anddfr.ector compensation 
consu1Hng .related services? 

No. here is no shol1age 0 consulting firms with highly capable individuals 
providi 9 com ensatio advisory services. This provides companies wit a 
relatively easy solution of selecting one flrm for its exeoutive and di eclor 
compensation consultlng needs and a other firm for ils broader human resources 
consu ling needs {w liIe still allowing for compatifon on both relatl.onships). 
Furthermore, the FoclJs on independence over the last 1ive years as resulted In 
many senior practitioners jolni 9 or forming single line-af-business compensation 
consulting orga lzations specifically to provide Compensa ion Commit ees with a 
tr Iy independent choice for their executive and director compensation needs, 

Are' thete additiona.f disclosures rega.rding potential conflicts oflntef~stof 
compensatIon consultants that should b6 required? 

Yes. Given the need and desire for independence, there has been 8! proHferarion 
or sale roprietorship and/or consulting lirms wit a very small umber of senior 
advisors and clients, A other potential source of conflict maya ise when a single 
client represents a significa t portion of a firm's to al reve ue. Additional disclosure 
of such inlormatio wo_ld hel investoirs assess potential oonflletsof interests, For 
example, a disclosur'El such as the following 00 Id be required if a cl'ie t represents 
more than 10% o' a firm's a nual reve -ue: "The fees paid to the company's 
executive and director compensation con ultanf represented more than 10% at the 
oompensation consulting firm's total revenue for the year." 

Should we also r~quire' disclosure of currently contempfated services? 
Sh·ouJd we reqw're disclosure' f.or the prior th.r:ee years? 

No and Yes. W do not believe disclosure of currently contem lated services 
S ould be required, because t ese se 'cas may not occur and would not likely 
have materially affected the decisions being reported in the current CD&A and: 
proxy filing, nor will it give investors usefulln'ormation. owever, we do elieve 
that t e time penlod for discl,osing':A.ckiitionar services should be extended to the 
prior t ree y,ears (with e first y,ear or required disclosure u der this rul,e looking 
back three years). Many cons lting assignments occur once every few years as 
opposed to an ually. Simply because a particular service 'lias nol provi ed in t e 
most recent year should not preolude it being reported as an additional financial 
arrangement with the Compensation Committee's compensation consulting firm, 
This additional disclosure vould help investors assess potential con Iiets of 
in erest 
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Is the p.roposed exclusion for consufting se'l1!ices that Bte limited to .broad­
based, n(}n~discrlminatoryp'ans appropriate? Should we consider any ofher 
elCCJosJons? 

Yes and Yes. he fees associated wit cons Iling services forothBf broad-based, 
non-discrimi atory plans S ould 0 Iy be consid red as'Adcli lanai services for 
purposes of the enhanced dlsclos re It the consulta t also pmvidBs executive and 
di,rector oonsulting services. 

n addition, there are often 81 ciliary services providied !by the Compensation 
Co, mittee's independent compensation consuWng firm that should be excluded 
from the de Inirion 0' "Additional' services. For example. the Compensation 
Co mittee's· independent compensation consulti 9 firm may be asked to provide 
assistance obtaining app oval of a . ew share request that applies to all e ployees 
or to provide guieta ce with respect to severance and c ange-in-control 
agreements that may cover a broader group of key employees, I addition, many 
executive compensation consulting fi s also market ay suweys that are often 
executive~orianled, but which generally cover executives a.nd managemen elow 
lhose reported as NEOs In the proxy statement. As long as these services are 
requested andior approved by the Compensation Committee, we elieve 1 e)' 
should not be oonsideed "Additiona sa ,ices. 

In an effort to obtain statistic affirma.tion of this position, we COI"Id eted: a review of 
Oompensation Co mittee Charters of the Fortune 50 companies. AUaohed as 
Exhibit B 1S a graph whic· ighlights the most prevalent duties P Bscribed in the 
charters, _ 0 ped specifically by' EO, 'Oher Executlves;'''Plans' (non-executive 
spec'ic) and''Othef (non-executive specific). The study reveals that there are 
many services perlormed by compensation co sultans on behalf of the 
Com e satlon Committee a d the Board tha. are typically not considered in 
oonflict wl1h executive and director copensation services. We ';1,rould urge the 
Commissiofl to co sider same of' hese items as specific excepllons from t e rulle 
tha1: wo Id trigger addirtonrd disclosure. When the Com e· sation Committee's 
el(}ecutive and directo compensation consultant is asked by a Board or 
Compensatlo Com ittee to perform services that are reaso ab1lyand 
appropriately within and related 0 the Compensation Committee's purview, such 
services do no constitute':Additionarservices that should trigger heightened 
disclosure. They are CQnside ad by the Board, or t e Committee to be ·thin the 
scope of tile execuHve ,corn 6nsatio relatio ship and 1herefore do ot 
compromise the consultanfs i dependece. 
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ShOUld we establish a disclosure threshold based on the amount of the fees 
for nort-executive and director compensation consu!tifjg services? 

Yes. As noted by the Commission, oonmcts, or at Ileast perceived conflicts, 
typically occur where fees generated f om "Additional'services far exceed those 
from exec tiva and direc or oompensation services. We pos'it rhat WhB e ttle fees 
generated from~Addi,Honal' seNices do not approach 1 e majority, or area small 
prop0 rron, of a'll services performed by the Compensation Committees 
independen romp nsatio:n consultant, ad iUonal dlsolosure wo Id Inot e 
V'tal1ranted, or examp,le, If fees 1or'~diltiQnar services dUriing t ,e most r,ecent !lear 
do not exceed more t an 10% of atOll compensation consultant fees for all 
SQrvlces dUling the macst recent year, we believe co Iret, or pGrcalvedoo flic. ls 
effectively eliminated. . 

Would disclosure of the individual fees paid for non executive and director 
compensation related services be more useful to ;nvestors than disclosure 
of the aggregate fees paid for non-executlv:e and director compens,ation 
services? 

No. The potential for conflict a ises more from the totality of lhe relationship than 
from its compone 's. 

Would disclosure of the fees paid to compensatiOll consultants and their 
affllfates help highlight potential conflicts of interest? Should disclosure of 
fees only be required in connection with providing executive B.nd director 
compe~8affonserwces? 

We agree wit the Commission's posi, i,on tha.t the ,enhanced discl'oslJre of fees for 
execut e and director compensation consulti 9 services ,and for "Addilionar 
services should only be tr,i gg,ered when the ODsuUI -9 Urm is proViding bo~h types 
of servi;ces to the Company. The disclosure: ot tees is not n,eoessary and does not 
help linvestors aSMSS conflict where the natur,e of the servi:ces provided, a d the 
inancial relattionship, does ot include"Additlo 8:1' servlees. We, also agree with the 

Commission's position at the disclosure of all tGGS whQre lhe compensation 
oonsultant is eceil/ing fees fot both types of ser/ices is hetpful for investors to 
a.ssess the mag itude of potential conflicts and fa CompansaUon Committees to 
ensure appropriate risk management. 

Should we make any special accommodations for smatter reporting 
companies? 

No. he potential for conflict exists at all companies and the enhanced disclosure 
does not increase t e cost of dis\:,losure for the registrant. 
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Are there other ,Cltteg,orfes of consultants or advisors whose activities on 
behalf ot compa'fdes should be disclosed to shareholders? 

Yes. With the increasing inffue ce of proxy advisory firms on sharehol er voting, 
may com a ias eel compelled to hire such fis 10 assist them with various 
shareholder proposals. We believe it would be appropriate for oompanies to 
disclose any tees paid to proxy adv·sory firms for such guidance. We 11 so balieve 
that law firms one experie oe similar pQtenti.al conflicts of Interest when advising 
Compensation Committees where a larger relationship already 'exists advising 
maagement as outside counsel. Si ilar dilscloSiure of aw firm f,ees for ex,ecutive 
and director compensation consulting servioes and"A dilional'services may be 
helpful for i vestors ill understanding poten lal confl1cts of interest. 

Director Qualification Disclosure 

he proposed rules would require expande disc osureof Board qualifications for 
all publicly·traded companies. owever, we are opposed to either requiring, or 
requiri 9 discloo re ot, a specific checklist of qualifications tor any par ·eular 
co mittee, and partie larl~r for the Compensation Commi e. We believe this m.ay 
the have a c illi 9 effec on Board diversity and could shl'i -k the pOC'1 of qllalitl~ 

Board nomi ees. As discussed below we ave fo d the most effective 
Compensa ion Commit ees to e engaged and diverse, possessing the skills 
necessary 0 understa d compensation issues. The ellhanGed disclosure 
requi amenlS s ould help investors determine whether directors, a d particularly 
lhe Compen atlon Commitlee, aoting together, have the skills necessary to 
effectively guide the organizatio . Furthermore,' the Committee has the aUlhority 
and f nding to hire compensation advisors it is not critical that there be a 
'tompensalio expe' designation on the CommlttM. In general, ttle compositioll 
of the Boa deed not i elude an Glxper in each importa t discipline; rather the 
Board or ~he relevant Committee should haV'6 the abHity 0 ret,aln I:ncp@rts and 
advisors as needed, 

Other Requests for Comment 

Specific Compensation Disclosure. Sbould Not B.e Required Below the NED 
l.eveJ 

We hav'B noted that any companies' good faith effa ts to fUlly respond to all 01 the 
Commissioris disclosure req irements have res Ited i CD&As of up to 40 pages 
for the five most seniol' executives. Requiring disolosure below lhls leve,1 for 
empl:oyees with limited scope of responsibility a d ability ro influence 1he 
performance of the company as a whole could further slg iflcantly increase the 
vol me of disclosure. We do not think ::;uch extended disclosure would aid the 
Co mission's goals of transparency and accountability to s areholdsrs or that 
such disclosure would be helpf I in assisting investors to understand 
compe sation programs for Individuals that have a significant impact on company 
performance. Moreover, oompanies would like y reslstdlscJo.s re of performace 
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targets for these lower level emplo~lees (particlJlarlry heads of hlJsiiness units)" If 
com etitive harm is likely and the goals have at already been made public 
through company reports or earnings s atements. 

Current Rules for Mandatory Dfsc/osure of Perlorm8n~Targets Should Not 
B~ Expanded 

Asindoependent compensation co sulta ts" we have directly witnassed the 
unlnte ded 00 sequences of c Commbsions ol.lrrnt requirements to discl,ass 
perlmmanoe targets. On one and, we saw many compa i,es move away from 
discretlonary plans where pay was clearly linked w'th performance, albeit nOlo ina 
formulaic man Gr, T e cUlTent disclosure framework discriminatesagail1st such 
discretionary plans. We continue to believe that information about performance 
targets ay be helpful for investors, but should ot discourage Compensation 
Committees from doing their jobs-that is, limit the-r flexibili y to maKe discretionary 
judgmG ts abo executive e or ~ ance i lhe co text of e organization's 
performance and that of its peers. In many scenarios, partie larly a vola-Ie 
environment that rnak,as goal setting nearly impossible, a discretionary evaluation 
system is more appropriate than trying to lock in precise compensaliofl iortrlulas at 
the beginning of t e year for the sake ot optics_ 

In addi ion, m8lny companies have perforrna ~ ce, targe s that, while not rising to e 
level of the Commission's definition 0 confdenlial. are still deeme by the 
company to be roprietary. For example, sorne companies regularly set I tretoH' 
goals that are ahead of investm8r'\f analyst estimates. DisciDsing such practices, 
even 'after the fact;' could ip the competit" Ie scale and/or resul In di Inished 
employee motivatio . In see ing to satisfy share older optics as well as inimize 
disclosure of such proprietary goals, many co panies tended 0 homogenize 
performance targe1s, These targets were LJ ed for compensation purposes, as 
oPPO&ed to company specifi.c meaSLJreS (either c~nCr€'t'B 01' as determined by the 
Committee at the end of the year), that may have been mor,e appropriate, 
Therefore, we strongly disagme with any expansion ot the perfonnance target 
isclosure re.q irement whethe by eliminating the co fldentfal info mation 

exce tion or erea ing a. three-year look~ ack. 

We do think, however, that a clear satement regarding the percentage of target 
awards actually earned would be helpful to lnves ors and shareholders, 

CO&A B.nd CCR Reporting Technicalities Should Not Be .Amended 

While there was initial uncertainty wllether the CD&A INas a documellilt of the 
Compensation Com );U e or management, we believe that atter three seasons of 
re orting. the system is working al1d sho Id not be altered. So e suggest the 
dilterenc belwtl~11 G1'1iled'and'lumished'documen~ ay lead to better or worse 
disclosure, or more or less accou tability. However, we have observed that in 
eilher case. both t e Compensation Committee and management are fully 
engaged in the co tent of the CO&A and seek to provide a docu ent that is as 
clear, eo cise and as accurate as possible. 
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Mandatory Dist;,/osure about Compensation Committee Expertise Is 
Unnec-eSS8ry; Discussion About ReSOUfCtlS Sh·ould be' R:equlr<ed 

While it is easy to define e erience with e pect to financial or accounting 
. nctio s, compensation ex er ise is a less specific qualification. In our experience 

working with Co pensation Committees, we have found the most effective 
embers do not necessarily have specific human reso rees, inancialor 

accounting bacKgrounds. Ra her, theyar engaged Board members who utilize 
heir general business experienoo,laking a Gommon sense approach to 

compensation and V'lOrking as a team with 0 side advisors. The Cornrniss'ol1 also 
requested c>ommQnt as to whether the disc osul'e ~h()uld stale if sufficient 
resourCGS are being provided 0 the Committee to hire outside couns,el. We 
elieve such discussion should not only be required for cou sel, ut also tor 

resources for compensation consultants. 

Mandatory Disclosure about SpecifIC 'Ho'idto Retirement" and CTawback 
Policies's Unnec'Bssary 

While all compensation programs S ould encourage &)(ecutives to act in e best 
i terests of the company and its shareholders on a long~term basis, all com anies 
do not and S lould not follow the same route 0 achieve this goal. If the 
Commission were to equire disclosure about whethe or not a comparny maintains 
hold-to·retil'8men~ programs, i might signal t a1 this [s 81 oompensa1ion'best 
practice." While a hold-to-retirement policy may be one ingre ientl the mix. of 
better longAerm practices, it is not righ for every company or every execuf fe. At 
the extreme, i one co pany required all executives to hold aJI of eir equity 
compensation to reti e ent, that company would be at a sign' icant disadvantage 
i iring relative to its competitors as executives naturally pmfQr some 
diversification in thei Inves ment portfolios. In addItion, we do not believe 
additional disclosures are ne~d.ect IjlJith mgard to clawbac'k policies-litam 402(b)(viii) 
of the exis.ting rules gives co pnnies the oppo tlJnity to disc ss such policies. 

Mandatory Disclosure about Int~rnal Pay equity Js Unnecessary and Cou'd 
Result in Competitive Harm 

As compensation consultan s. we QHen conduct an internal equity a alysis Jor our 
clients. rnvever, it is one piec in the mix of analysis for most com a ies, and 
decisions are never ada exclusively with respect to internal payeq ity. We do 
not belie-va Internal equily should be 1he primary driver of compensation decisions 
for executive compe sation practices. Agai • if the Commissio were to require a 
specifio pay ratio disclosure,. we are concemed that it may uni enlionally prescribe 
a'1Jes practice. It should be noted that there are also situations (e.g., pr,eparing for 
CEO successio ) l!lt !:Hl:l1:l ~l)mp8Jly's disclosu 'e of lila ra lonate for specific 
changes in illternal pay ratios could resulil in competitive harm. 
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More Disclosure about "Other' CompefJsation Plans is Unnec,ess8.ry 

Again, p O'J<.y S temanrs ar~ almadY OVQI\'I' €Imingly vo[umlnous. Additional 
requirements about the total number of compensation plans a d total number of 
variables below the executive level willi adr:t even more oomplexiHes to th.e 
disclosure. :More importantly, they will not benefit an i vesrOl's understanding of 
the main drivers of compensation for policy akingl functi:ons-and in fao are more 
i'kely obiusca1e such important disclosure, 
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--"'NACO'
~Today's Speakers ....._.......


Yvonne Chen, a Managing Director in PM&P's New York office, has 
more than 25 years of experience consulting with companies, 
subsidiaries and joint ventures in the development of compensation 
objectives, value-based performance measurement and incentive 
plan design. 

Susan O'Donnell, a Managing Director in PM&P's Boston office, 
has consulted for over 22 years on issues related to executive and 
director compensation and governance, with significant experience 
in the bankinglfinancial services industry. 

Suzanne Hopgood is Director of the NACO's Board Advisory 
Services; Director of Newport Harbor Corporation and Acadia Realty 
Trust; and President and CEO of The Hopgood Group, LLC. 
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--nNACO'Risk Assessment - What We Will Cover ..~-_ 

NACD Guidance on Risk 

.. Key Agreed Principles for Boards 

.. NACO While Papers on priority matters 

.. Recommendations for executive compensation 

Framework for Risk Assessment 

.. Process for conducting a risk assessment 
.. Who should (and shouldn't) be involved in the assessment 

.. The link between business risks and compensation programs 

• Acceptable risk-reward relationships 

Compensation Risk Assessment Scorecard 

.. Key questions to ask when reviewing incentive plans 

• Plan design changes to mitigate risk 

.. 2009 disclosures - where do we go from here? 
2 



nNACO'NACO Leading the Charge	 --....--._.. 

•	 Directors, investors, and lawmakers are all focused on restoring 
confidence in Corporate America 

•	 In 2008, NACD took the lead by convening directors, the business 
community and investor groups to codify a set of principles to guide 
boards of directors 

•	 NACO's Key Agreed Principles enable directors to test their current 
practices without being prescriptive and avoid a "check the box" 
approach to good governance 

•	 The goal is to enable boards to make governance decisions in the 
context of their own corporate strategy 
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--nNACD"_._..NACO Leading the Charge 

•	 NACO's Key Agreed Principles 

-	 Provide a blueprint for action for boards to discuss and debate 
governance issues and practices 

•	 White Papers: Series I 

-	 Dive deeper into priority matters, identifying emerging concerns and 
guidance in four specific areas: 

•	 Risk: Oversight 

•	 Corporate Strategy 

•	 Executive Compensation 

•	 Transparency 
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('NACO'Executive Compensation --..'-_._.. 

Principle 6: Integrity, Ethics, & Responsibility: 
Governance ... should promote an appropriate corporate culture of 
integrity, ethics, and corporate social responsibility 

!.S.!ll' Recommendations: 

-Rewards should reflect success in reaching both long- and short-term 
milestones 

- Develop internal executive talent 

-Foster independence and courage on the compensation committee 

-Remain diligent in making decisions based on independent 
compensation consultants 

Source' NACO's Kay Agrood Principles to Strengthen Corporate Governance, 2008 

, 



---nNACO'..~-_._Executive Compensation 

"The Buck truly does stop" in the boardroom - 88% of 
directors surveyed say pay is too high - 54% say it's due to 

inadequate performance metrics 

What do we need? 
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~,-_._Executive Compensation ..

Better Performance Metrics 

- Reward long·term, susta nable performance 

- Consider bonus banks that allow bonuses to be paid out over a period 
of time to executives who meet predetermined benchmarks 

Stronger human capital development 

- Avoid exorbitant costs by grooming internal talent to replace upper 
management. Siudies show that internal candidates perform better and 
at equitable prices. 

- Include executive talent management as a component of the evaluation 
of the CEO's performance 
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nNACO· 
~._-_Executive Compensation ---.. 

Composition of the Compensation Committee 

- Use directors who are not only independent by definition, but who 
are independent minded as well. 

Independent consultants 

Advice from consultants is just one tool in creating a pay package. 

Boards should remain diligent in making decisions based on the 
company and its performance. 

Transparency 

Disclosure of board processes 

•	 Share Information regarding in-boardroom processes and decision­
making procedures to shed light on the work. 

•	 Key committees could insert letters into the 1O-Ks and 10-0s 10 alert 
shareholders to major decisions and the decision-making processes. 

8 



The Process - Charting New Ground r1NACO'-,--_..- ­
• Objective parties • Senior Risk Officer (SRO) 

• Small group of experts • Support from HR, Inlernal Audit, Legal, Advisors 

• Individuals with a company.wide view • Report to Compensation Committee 

• Advisors with en extemal market view • Coordlnato with AuuiVRiskJlrwesl1ll8n( Committees 

• Interested parties • CEO & CFO mey lead compliance, but should nol 
review their own compensatiOn lind perfoonance• large manllgemenlleam 

• Specialist may provide insights on key risks, but may• IndiVIduals with a narrow focus 
nol have the depth to rocognizo risk interactions 

• External regulatorsJauthorities 
• E)l;temal parties may govern compliance (for TARP 

participants) and reporting/proxy disclosure (SEC) 

..~~oframo 
~ it 

• First limo process 

• Annual reviews thereafter • Review of incentive/compensation risk 

• Semiannual revle~ for TARP participants • Stress test based on positive und negative outliers 

• Follow-up on specific items during the Y3ar • Identify areas tOf change and t~low-up 
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nNACO'A Framework for Assessing Risk ----_.. 

• An underslandlng of the business strategy and risks should be the starting point for assessment 

• Knowledge of compensation plans is also needed to evaluate the risk-reward Interaction 

Opel'lllling RIsks 

i'"lnandal Ri,klI 
CompeliW. RiSks 

ReguIlI10lY Risks, elC. 

F1~ed Pay ElamcnlS 

Shorl-Tlllnn InaNlliY86 

Long-TffOl IncentIve'S 

Sped8llnCllnllvcs 

{ 

Ch.n{1fls to 
Compenution PI.ns 
msy resull from the 
Risk A.....ment 

~ 

Rllk Tme Horizon-' """'" COlpoIaht GOVllll13rlClt 

UpsidaJDownslde llMlrtlge 

Positioning v>I. Malkel 

Mix of Pay Elements 10 
Sh.reholder Aligtment 8alanoD 01 Porlolmancc MoIricI 



nNACO'Business Risks =-"=" 

•	 Companies are in business to ta<e risks, and executives need to be encouraged to 
take appropri8t9 risks. 

•	 But not all risks are acceptable; some risks should nol be unduly rewarded. 

•	 Appropriate protections and controls are needed, bolh within the compensation 
program and throughout business processes (investment criteria, risk oversight, etc.) 

•	 Business risks may be evaluated using several factors: 
- Type of risk: strategic, operational, financial, competitive, regulatol)', etc. 

- Nature of risk.: ongoing vs. even!-driven; internally vs. externally driven; elc. 
- Potential exposure/impact if the business risk OCQJrs 

- Time horizon for impact 

- Quality of tho oxisting controls and whether it is possible to implement additional controls 

•	 Compensation Committees should lake care that compensation plans: 
- Am designed with an understanding of key business risks 

- Do not have design flaws that rrotivate unnecessary and excessive risk-taking 

•	 There is growing support for linking rewards with "risk-adjusted" returns and capital 
costs, especially in financial services 

II 



nNACO'Business Risks - Key Questions to Ask ~-_--.. 

•	 What are the company's business risks? 

•	 Which risks could most threaten the company's value? 

•	 What is the probability that the business risk will occur? 

•	 Over what time horizon should business risk be measured? 

•	 What controls are currently in place to mitigate risk? What controls should be 
pUl in place to better protect the company from excessive risk taking? 

•	 Which risks are connected (directly or indirectly) to incentive compensation? 

12
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--
Examples of "High Risk" vs. "Low Risk" Compensation (~NACD'
Strategies	 -'---"
• "Low Risk- and 'High Risk~ are nol necessarily good and bad 

• Despite risk assessment and controls, any system can fail when people fail 

Investment Banking Industry 
Salary I, less 1hlln 10% of 10lai CXlIllponSlltioo 

•	 Heavy relianOll on lImual peffOOllance measures, even 
if. portion Is pIlld In defOfl'8d al'IDros 

•	 Uncapped ~ QPPOl1uoity 
~1oulli-y.ar lIu.r.nt... as pan or recruilmenl 

Homebuilding Industry 
TotallXlmponllOilon equols 0 % of annual pre·l~x profits 

•	 Ur'lCllpped upllde opporlunity 

•	 rormul.-drr.en Incentive plens 00 1'\01 allow negative 
dilCMion lor "woI'., 01 111. be.t· perfonnllntl! 

Entrepr_llrlal culture favon UM of stoell options 

Traditional Utility Industry 
Salary lind ~l biorleIitt .~ mort th.1'I JO% of lQlllI 
-""",<1M 

Nii.nOYl P3\1OUt range from llO% 10 l:lO% oIla'get for 
throshold-max; oolooced lIeOfllCBld liIllP"oaeh 10 metrice 

•	 Gf6al8f reliance 0I'l r..lrieled sharet WIth d,Yidel'lds 

Little or modest use oI.tock optlol'ls 

Not-for-Profit Sector 
Compansation !evel, 'ellrk;ltd to. Irll;tion rA 10181 
compons.o.doo for execulivll~ III pl.lL>lic for-profit 

Emphasis on ball. ulary
 

lillie or no bonus opponunlly
 
Ongoing usc of bonefilll and Pttrquililel
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nNACO'Acceptable Risk-Reward Relationships ~-_---.. 

Typically Acceptable: 

•	 Defined range of incentive awards (e.g. 50% • 200% of target) 

•	 Majority of incentive compensation weighted toward long-term, equity-based 
incentives 

•	 Long-term incentive/equity vesting schedules that are three years or more 

•	 Meaningful stock ownership and retention guidelines 

May Be Questionable: 

•	 Small variations in performance that result in large variations in pay 

•	 Heavily lopsided reward opportunity, e.g., uncapped upside or guaranteed 
minimum payouts 

•	 Quarter1y bonus payments without "true-up" if full year results fall short 

•	 Immediate (or quick) vesting of equity-based incentives 

•	 Overloading on stock options through mega grants 
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--nNACO'Compensation Program Risk - Key Questions ..._-_..

• Do incentive plan metrics reflect the company's business strategy? 

• Is there an appropriate balance and mix of performance metrics? 

• Is the leverage (upside and downside) appropriate? 

• Is there appropriate focus on long-term performance? 

• Are there protections/controls in place to avoid excessive payouts? 

• Do the payouts align with shareholder interests? 

• Do the payouts align with merket practice? 
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nNACO'Compensation Risk Scorecard (partial example) ---..._-- .. 

Inc.nti~ plan melries are selede<:lln the oontOK! of the Compan~'1I1JlJj,j11981 

atrlllwg~, ~Ili and ~ey r1$ks 

Perform.nce 
Maine. 

Quality of 
Goa' Setting 

Pay Mix and 
a.I.I'IC:' 

Ther,I, II b/llllnclld "portfolio" cf performance mllaS'IfllS ilCI"Ollli ahort· and 
1onQ·1enT1lnctorlti~. pj"'S 

NO one perlOlTllllIlOll measure rJCeives too mud! wllighlf.mpacllOward 
IrlceI'Itive ~yovI 

Target ~ levels represent re:asonable variation roIative to 
historical performance and investment analyst JorealS!S 

TIM Ilf(lbabilily of payout 91 ttnsholcl. target and slmtch is I,Inderatood \Ifill 
rh$OOill:lle 

Over dm•. historical payouts track with stock price 

The overall ptIy mix renects desired philosophy and objoctivln 

Thar.l, ,lppropl'lllle !)alanee between sIlort- and Iong-I(lllTl pei1oml1111(lll 

n ...rt il appropriate balance between cash and eqt.lty oomponsollon 
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---nNACO'Compensation Risk Scorecard (partial example) ~,-_.

L.8l1er.ge 

The fvll fMoe at IOlel oompenS£lion opportunil~ lor Jow and high 
performance il known Bnd appropriate (Dynamic Pay Modeling) 

Incenllve plMB do not provtdo for uncapped upside (or controllillfll In pl80ll 
'0 manage ••tr.ordinary windtals) 

Chnngo1; In I)llf1orlmInoe resull i1 appropr;al", c!la'lO"ll in payout (I.e. Cl.Il'V1l) 

Extern.1R,"".nee 

The oompenNtion ptltlr group is based 00 companills similar in slz, and 
other key IHlramelelll 

Coo,..... _lion practices are in Ine wilh indusllylpeer practice 

ComplIny pet1orm.nce eXplains any pay vaJiation Irom rnarl<et praetloe 

I 

Checka and 
B,I.ne.. 

Other 

Th' company 1'111 In audit proc~ss for determining inceotivi plEUl ptlyClUlB 

Til' company has. defined clawback policy 

The company has ~lock uwr,ttnt,ipJl1:Ilenliol'1 guidelines 

The Conwany hal formal govemanCl:l pradices r;lla:ed to CEO perfor~ 

I.... llll!! 
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Example of Incentive Plan Design Changes Resulting nNACO'_._­from the Compensation Risk Scorecard Assessment ----..
- - . 

•	 Adjust the mix of performance measures 
- Company had too much weiglW on one measure (revenues), which was r8wardEt<! in both the 

short- and long-torm incentive plans 
- Introduced a relum measure to the short-term incentive plan to balance tho mi~ 

- Refocused tho long-torm incerlive plan on sustained long-term performance and slock value 
- Considered both absolute and relative performance measures 

, Shift toward a longer-term performance horizon in the pay mix 
- Reduced weight on annual incentive plan; inCfeased weight on long-term Incentives 
- IntrlXluood a porlormance share plan based on 3·year TSR relative to peers 

•	 Implement design features that reward sustainability of performance
 
- Inlroduced overlapping perlornanca cycles for long-term performance share plan
 
- Lengthened the stock holding -equirements
 

•	 Implemented protections for "swing for the fences" behavior
 
- Capped upside opportunity to 300% of target
 

•	 Incorporate Committee discretion to adjust awards based on "how" results were achieved 
and "quality" of earnings: at end of day. business judgment should rule 

•	 However, beware that mitigating risk could dampen the pay-far-performance linkage 
- MultJpIe performanoe measures. with little weight on each 
- Bonus deferral tends to result in "smoothing" of awards 
- Committee discretion may be applied inconsistently 
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nNACO'2009 Proxy Disclosure - Where Do We Go From Here? 
~' ...._--.. 

•	 limited details provided in 2009 proxies 
- Initial focus on TARP participants only 

- New process and rules with little time to execute 

- In a PM&P review of 2009 proX}' filings for 50 large companies: 
• 7019 TAR? oompenles dlscos$ed ·excassi~e risk" 
• Hcoo.wIvtr, only 8 0141 non·TAFiP companies discussed "excessive rt!lk" 

• Disclosure lended to focus on: 
- Summary of process and who 'A'SS involved 

- Identification of business risks 
- Examples of plan design foatures thai mitigate risk 

- Overall finding that Incentive plans do not motivate ellcesslve risk laking 

- several non-TARP companies only provided an overall slalement with limite<! referel'lC9 to 
plan design reaturas 

•	 A call to action for improvements in 2010: 
- Mom oxpoctalion for all companies to assess risk as part of their compensation review 

process
 

- More rigorous analysis In general
 

- Better integration with general business risk analysis
 

- Greater Investment of time to conduct the assessment and hOld discusSions
 

- Ider\llfication of plan design features/changes
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--nNACO'CDE Credillnformalion ~,-_.

Holders of the NACD Certificate of Director Education will 
receive 2 CDE Credits. 

More than 1100 directors and executives have obtained the 
NACO Certificate designation and maintain it annually through 
continuing director education. If you would like to know more 
about the Certificate of Director Education, please visit our 
website at www.nacdonline.org.. 

If you have any CDE questions, contact 

Lia Temarantz, (202) 775-2100 or lalemaranlz@nacdonline,org 

To learn more about the National Association of Corporate Directors, 
visit www.nacdonline.org. 
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NACO Corporate Governance Conference '-'NACO'
=..=" 

October 18-20, 2009
 
Omni Shoreham Hotel, Washington, DC
 

This year's conference will provide directors with a 
unique forum for thinking through and tailoring their own 
90vernance structures and practices to create a new 
blueprint for action in the boardroom, Please visit 
http://www,nacdonline,org/conference/2009defauIt.asp 
for program details and registration, 
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--... __..Complimentary Compensation Series Webcast nNACO'

Our Next Webcast: 

Thursday, June 18, 2009, 2pm ET 

The Future of Options 

Deborah Lifshey, Managing Direclor, Pearl Meyer & Partners 
Ed McGaughey, Managing Direclor, Pearl Meyer & Partners 

For more information, visit nacdonline.org 
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NACD Resources	 ''''NACO'...,_.-..'....._._­
Educational Resources 

1.	 Additional NACO Board Advisory Services - In-Boardroom Programs and 
Evalualions - http://www.nacdonline.orglservices 

2.	 NACO Education - Director ProfessionaJism® Course. Committee Seminars, 
& Annual Governance Conference http://www.nacdonline.org/dp 

3.	 NACO Chapters­
https://secure.nacdonllne.org/source/meetingslchapter Page.cfm 

4.	 NACO Publications - Blue Ribbon Commission Reports, Surveys, and
 
Handbooks - http://www.nacdonline.orglpublicatlons
 

5.	 NACO Directors ReglstryTM - Qualified Candidates for Effective Boards· 
http://www. nacdonJlne.org/regls trvldefauIt.asp 
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r1NACO'Thank You!	 ,---~,--- .. 

•	 A copy of these slides will available by tomorrow at 
pearlmeyer. com/responsibleri sk. 

•	 Both the replay and the presentation will be available at 
nacdonline.org or pearlmeyer.com next week. 

" 



---Thought of a Question After the Presentation? '''NACO'..~,-_ 

Please feel free to direct additional questions regarding this 
presentation to: 

• Yvonne Chen, Pearl Meyer & Partners 
• Managing Director, New York office 
• yvonne.chen@pearlmeyer.com 

• 212·644·2300 ext. 24504 

• Susan O'Donnell, Pearl Meyer & Partners 

• Managing Director, Boston office 
• susan.odonnell@pearlmeyer.com 

• SOS.s30-1493 

• Steven R. Walker, NACO Board Advisory Services 
• Deputy Director, Washington, D.C. 
• srwalker@nacdonline.org 

• 202~572-2101 
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Exhibit B 

FOIttIIH~ 50 Companies - Most Pfevalent C~ompensation Committee !Dulies per Ch,art,er* 
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