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Contentious Proxy Season Ahead As Debate Flares
Over Elections, Pay

The2008 U.S. proxy season could beone
of the most contentious in recent
memory following the Securities and
Exchange Commission'sdecision to ex-
clude proxy access proposals, and as
shareholders continue to seek curbs on
executive pay. Thusfar, labor and public
pension funds have filed two proposals
calingfor access-at New Y ork-based JP
Morgan Chaseand Bear Stearns--in abid
to test the agency's decision in court.
Meanwhile, dozens of "say on pay" pro-
posals-calling for an advisory vote on
compensation have been filed, once
again placing the issue front-and-center
during the annual meeting season.
Some shareholders also intend to
challenge companiesover their exposure
tothesubprimemortgage crisisnow roil-
ing capital markets. Homebuilders are
being targeted with abroad range of pro-
posals that include requests to set up a
"mortgage lending compliance commit-
tee," whilelabor fund officialssay direc-
tors at many financial companies will
becometargetsfor "voteno" campaigns.
Concerns over compensation will
not be limited to callsfor advisory votes
on pay in 2008, moreover. Novel propos-
alswill include demands for companies
to adopt a policy on the use of so-called
10b5-1 stock-selling plans, and those to
limit or bar tax gross-ups for senior ex-
ecutives. Another resolution seeks to
place limits on executive employment

agreements.

"The 2008 season will be much asit
waslast year," says CharlesElson, direc-
tor of the University of Delaware's
Weinberg Center for Corporate Gover-
nance, aluding to investors continued
emphasison matters of pay. "Compensa-
tion will again be amain focus."

Board leadership concernsal so will
feature prominently in 2008. Resolu-
tionsto split the chairman and CEO role
or toinstall an independent board chair-
man are now pending at roughly 20 com-
panies, while anovel proposal iscaling
onsix to 12 companies, including Merrill
Lynch, Bank of America, and Verizon, to
detail and disclose succession planning
policies. Such callsare not surprising in
light of the record CEO turnover in re-
cent years that may continue into 2008
as more and more chief executives step
down amid heavy losses stemming from
the subprime mortgage crisis.

Investorsa sowill pressforward with
old, new, and updated proposal sthat seek
to improve board accountability. Asin
past years, scores of majority threshold
voting proposal s have been filed at com-
panies for the 2008 season. The United
Brotherhood of Carpenters and Joiners
of Americaplansto file up to 100 such
resolutions, with roughly 80 percent tar-
geting S& P 500 companies. And, nota-
bly, a new proposa, filed by the Change
to Win Investment Group (CtW) and af -

filiated funds, will call for the exclusion
of uninstructed broker votesin director
elections.

Director Elections Still a Focus
Much attention this coming proxy sea-
son will be focused on efforts by inves-
torsto challenge the SEC's late Novem-
ber decisionto shelve proxy access. (For
more on that decision, please see SEC
Votesto Exclude Access Proposalsinthis
edition of the Corporate Governance
Bulletin.)

Asof thiswriting, the American Fed-
eration of State, County, and Municipal
Employees (AFSCME) hasfiled binding
proposal s seeking shareholder access at
financial firmsBear Stearnsand JPMor-
gan Chase. North Carolinds state trea
surer joined in filing both proposal's, and
New Jersey's Division of Investment co-
filed the Bear Stearns proposal. The
funds are seeking asay in board nomina:
tions following the disclosure by both
firms of billion-dollar losses stemming
from investments in mortgage-backed
securities. Neither company responded
to requests for comment.

The companiesalso were chosen be-
cause of their location, proponents note.
The U.S. Court of Appeals for the Sec-
ond Circuit, whichin 2006 ruled that the
SEC had erred whenit allowed American
International Group (AIG) to omit an
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AFSCME-sponsored access proposal,
has jurisdiction for New Y ork. Propo-
nentssay they will goto court should the
firmsopt to omit the proposal inabid to
reinstate the Second Circuit's previous
ruling, which effectively allowed for in-
vestors to file access proposals during
the 2007 proxy season.

Richard Ferlauto, director of pen-
sion and benefit policy for AFSCME,
noted that his fund and public pension
fundswill file additional access propos-
asat anumber of other companies.

AFSCME asoisplanning to submit
binding proposals calling for the reim-
bursement of solicitation expenses.
Some observers believe this resolution
may gain more attention in light of the
SEC's action on proxy access.

Onesuch proposal, filed at Houston
energy company Apache, callsfor reim-
bursement of "reasonable expenses ...
incurred in connection with nominating
one or more candidates in a contested
election of directorstothecorporation's
board of directors, including, without
limitation, printing, mailing, legal, so-
licitation, travel, advertising and public
relations expenses ..."

Limits would be placed on the re-
payment of expenses incurred. For ex-
ample, reimbursement could only occur
for elections after the bylaw isapproved
and for a"short-slate" of nominees(i.e.,
less than half the board) where one or
moreiselected and cumulativevotingis
not allowed. The amount paid to the
nominator may "not exceed the amount
expended by the corporation in connec-
tion with such election.”

"If the reimbursement proposals do
well, they may in the end supplant ac-
cess," saysElson. "I think it'stheultimate
solution." Elson has long been a cham-
pion of such proposals, arguing that
proxy-cost reimbursement isamorepru-
dent alternativeto access. Othersareless
optimistic, however, and suggest the pro-
posal may not make it on to proxies in
light of the SEC's decision to codify its
past interpretation of Rule 14a-8(i)(8)
to disallow access proposals.

"It'sgoing to beaninteresting issue,”
Stanley Keller, a partner at Edwards
Angell Palmer & Dodge, said of solici-
tation reimbursement proposals. "But to
the extent that it's designed or viewed as
promoting an election contest, it could
very well be subsumed within the exclud-
ability argument." Keller noted that the
topic would seem aproper subject under
state law, but he believes the SEC will
view it as excludable under the recently
amended Rule 14a-8(i)(8), which allows
for the omission of proposals related to
the election of directors. "The question
iswill it beviewed aspromoting an elec-
tion contest, and my guessisthat it will,"

"If the reimbursement
proposals do well,
they may in the end
supplant access..."

--Prof. Charles Elson,

University of Delaware

Keller said.

This year's proposal, however, is
nearly identical to aresolution last year
that was unsuccessfully challenged at the
SEC by Apache. Moreover, AFSCME of -
ficials point to a footnote in the SEC's
new rule on director elections that indi-
cates agency officials will not approve
the exclusion of certain proposals, in-
cluding thosethat relate to the reimburse-
ment of shareholder expenses in con-
tested elections.

Another proposal, submitted by
fundsaffiliated with CtW, iscalling on at
|east onecompany, CV S/Caremark, to not
count uninstructed broker votesin direc-
tor elections. At the company's annual
meeting in May, former Caremark direc-
tor Roger Headrick received a43 percent
"againgt" vote over hisrole in approving
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the pharmacy-benefits company'ssaleto
CVS. The labor funds argued that
Headrick would have failed to get ama-
jority of votescast (whichisrequiredfor
election) had uninstructed "broker votes'
been excluded.

The New York Stock Exchange in
October 2006 proposed to bar unin-
structed broker votesin uncontested di-
rector el ections by January 2008, but the
SEC has yet to approve the rule change.
Many investors expected the commission
would approve the measure for 2008 in
light of its decision to allow companies
to exclude proposal's on access.

Governance observers suggest that
CtW'sproposal may havedifficulty gain-
ing broad supportinlight of itspurported
complexity. "Any new proposal will take
time [to generate to support], and broker
voting isacomplicated issue. The more
complicated it is, thetougher it isout of
the box, and anytime a vote on an issue
requiresagreat deal of thinking, it takes
awhileto build support,” said Elson. Ac-
cording to corporate lawyer Keller, ade-
cision on whether the measureisaproper
subject, and thus not grounds for omis-
sion at the SEC, will be based on whether
or not it seeks to define voting require-
mentsin the election process.

A longstanding board election pro-
posal also will receive fresh attention in
light of the SEC decisionto allow the ex-
clusion of proxy access proposals. Ma-
jority threshold voting proposals, which
typically ask boardsto require directors
to receive a mgority of votes cast "for"
and"againgt," or to step down, will befiled
at dozens of companies, proponents say,
including many larger firmsthat haveyet
to adopt the reform.

Delaware Chancery Court Vice
Chancellor Leo E. Strine, Jr., writing in
the October edition of the Journal of
Corporation Law, noted that "share-
holder accesshasgone nowhere," but that
"does not mean that management won."
Strine, like a growing number of gover-
nance watchers including Stanford Uni-
versity Law professor and former SEC
commissioner Joseph Grundfest, argued
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forcefully that majority voting represents
a more "potent weapon" to change the
composition of the board and that direc-
torsare now "running scared of withhold
campaigns, and increasingly ready to
make the bargains necessary to avoid be-
ing targeted.

The Carpenters fund, which pio-
neered majority voting proposals in
2004, plans to submit up to 100 such
resolutionsin 2008, the vast majority of
which will be at large capital S&P 500
companies.

A recent study by Neal, Gerber &
Eisenberg partner Claudia Allen found
that 44 percent of S& P 500 companies
have adopted a "true majority vote elec-
tion standard," with many more having in
placedirector resignation and other poli-
cies that call on directors to resign if
they receive a mgjority of "withhold"
votes. Moreover, the recent decision to
adopt a mgjority vote bylaw by pharma
ceutical giant Pfizer, whose
groundbreaking director resignation
policy in June 2005 spurred others to
take that partial step instead of adopting
amagjority vote standard, may also push
more companiesto adopt bylaws.

"It's dgja vu all over again," noted
Allen in a recent interview. "Magjority
voting was an outgrowth of the apparent
failure of proxy access back in 2003.
Frustrations with the SEC in relation to
proxy access now will continue to move
majority voting along."

Mortgage Crisis Spurs Callsfor Re-
form
A number of labor funds will challenge
companies over the subprime mortgage
crisisthat isnow depressing the housing
market and threatening to send the wider
economy into recession. Investors' tar-
gets are primarily homebuilders with
mortgage lending operations and finan-
cia firmswhose exposure to mortgage-
backed securities and other risky loans
have resulted in losses.

Toll Brothers is one of 12 compa-
nies targeted by an Amalgamated Bank
proposal calling on companiesto estab-

4  Corporate Governance Bulletin

lishamortgagelending compliancecom-
mittee. The committee would be com-
posed of independent directors who
would "conduct athorough review of the
[c]ompany's regulatory, litigation and
compliance risks with respect to its
mortgagelending operations..." Thecom-
mitteewould report findings and recom-
mendations, as well as progress made,
within six months of the 2008 annual
meeting.

"As companies such as Toll Broth-
ers face increasing regulatory pressure
over their compliance and lending prac-
tices, webdieveinstituting acompliance
committee will enable the company to

Labor funds will chal-
lenge companies over the
subprime mortgage cri-
sis that is now
depressing the

housing market ...

safeguard shareholder value in the new
legal and regulatory climate," noted Scott
Zdrazil, Amalgamated Bank's director of
corporate governance.

Officials at Toll Brothers, which in
early December reported its first quar-
terly loss in more than two decades due
to the weakened housing market, did not
respond to requests for comment.

Similarly, the CtW Investment Group
and affiliated union funds are filing pro-
posals at nearly a dozen companies that
call for enhanced disclosure of lending
practices. Companies are not providing
sufficient information on their mortgage
practicesfor shareholders to adequately
monitor risk, proponents argue.

The labor codlition cites a March
2007 Business Week article noting that
federal investigators have opened abroad
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criminal probe into "lending practices,
some financial transactions, and other
dealings" at one company, Beazer
Homes, to underscore the need for addi-
tional disclosures. The resolution to the
Atlanta-based homebuilder calls on its
board to report within 90 days of the an-
nual meeting on lending practicesand to
specifically discuss the following:

1. The extent of the company's
mortgage originations in
subprime, Alt-A, jumbo, and "ex-
otic" mortgages including pig-
gybacks/second mortgages, in-
terest only loans, negative am-
ortization loans, and low/no
documentation loans, aswell as
what percentage of itsmortgage
originations may be classified
as such mortgages;

2. Which of the company's geo-
graphic markets are most reli-
ant on mortgages listed in (1)
above;

3. Theidentity of the purchasers
that buy the company's mort-
gageloansin the secondary mar-
ket;

4. What percentage, if any, of the
purchasesdiscussed in (3) have
early payment default ("EPD")
provisions attached which may
require the company to buy
back those loans as well as the
time frame for those obliga-
tions; and

5. How many non-performing
loans the company expects it
will have to repurchase during
the current and upcoming fiscal
year.

Homebuilders are not the only ones
being targeted in 2008 over disclosures
related to subprimemortgages. Financia
institutions also are being called on to
provide more details on their exposure
to risky mortgage-backed securities.
Many Wall Street firmshave been forced
towrite down assetsvalued in thebillions
of dollarsduring the second half of 2007
dueto their exposure to high-risk loans.
CtW isasking Lehman Brothersand oth-



ers to report on mortgage originations
and mortgage securitizations as
"subprime, Alt-A, or other non-agency
loan types." The resolution's resolved
clausealso callsonthecompaniestodis-
cuss the long-term strategic and finan-
cial implications of Lehman's decision
to reduce resources and capacity in the
subprime area and what the firm antici-
pateswill beits"ultimaterealized |osses
related tothemortgage securitiescrises."

New Compensation Concerns Spot-
lighted

Asin past years, investors plan to focus
sharply on executive compensation poli-
ciesand practices. New SEC pay disclo-
sure rules have to some degree helped
ease perennial tensions between inves-
tors and issuers over pay, as some com-
panies, for instance, chose to scale back
or do away with perks, while others
strengthened ties between pay and per-
formance. Still, concerns remain, and
consequently, investors will again this
year file alarge volume of "say on pay"
proposals calling for an advisory voteon
compensation. AFSCME, which pio-
neered the resolution in 2006, says it
filed a dozen such proposals, as of this
writing, with other labor funds filing at
|east another dozen. Public pension funds
and retail investors likely will file addi-
tional "say on pay" proposalsin 2008.

Meanwhile, labor pension funds,
troubled by the potential for executives
to abuse certain benefits, are filing two
new proposalsin 2008.

AFSCME plansto submit proposals
calling on companies to adopt tighter
controls on executive stock sales under
"Rule 10b5-1" plans. That SEC rule, en-
acted in 2000, wasmeant to provideflex-
ibility to insiders who may not trade on
materia nonpublicinformation by allow-
ing them to set up automatic trading pro-
tocols that operate regardless of insider
trading "windows." However, critics of
therule contend that loopholes allow ex-
ecutives to cancel trades when material
nonpublic information would indicate,
for example, that a sale may not be ben-

eficial. A September 2007 study by
Stanford University researcher Alan D.
Jagolinzer found that therule " appearsto
enable strategic trade[g]," and SEC offi-
cialshavewarned that the study suggests
the possibility of abuses, which they are
investigating.

AFSCME's 10b5-1 proposal seeks
to close potential loopholes by tighten-
ing disclosure requirements and putting
in place stronger controls. The resolu-
tion calls on boards to adopt principles
to help ensure that 10b5-1 plans are not
abused. For instance, one principle
wouldlimit amendments, or theearly ter-
mination of plans. Another would require

AFSCME also is
submitting a new
compensation-related
proposal that seeks to
limit the use of tax

gross-ups ...

the broker handling 10b5-1 plan trades
not to handle other trades for an execu-
tive to minimize the likelihood that the
executive will inadvertently communi-
cate material nonpublic information to
the broker.

The proposal also callsfor a90-day
gap between adoption or amendment of
al0b5-1 planandinitid trading under the
plan, thebarring of executivesfrom trad-
ing in company stock outside plans, and
a requirement to identify plan transac-
tions on Form 4 reports, which are cor-
porate filings on trades by insiders.

"We believe that 10b5-1 plans, with
proper safeguards, can serve a useful
function,” AFSCME notes in the
proposal’'s supporting statement. "The
disclosure-related principles aim to in-
crease transparency regarding 10b5-1
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plans."

AFSCME also is submitting a new
compensation-related proposal that
seeks to limit the use of tax gross-ups,
whereby companies cover the tax liabil-
ity of executives, often following a
change in control. Such payments have
received widespread coverage in recent
years as use of the perk has proliferated
and new SEC compensation disclosure
rulesmakeit easier for investorsto iden-
tify such potential payments.

AFSCME's proposal calls on com-
panies to refrain from making or prom-
ising to make gross-up payments to its
senior executives, except those"provided
pursuant to aplan, policy or arrangement
applicable to management employees"
generaly, such asthose related to relo-
cation or expatriate tax-equalization
policies. The proposal defines a gross-
up as"any payment to or on behalf of the
senior executive whose amount is cal-
culated by referenceto an actual or esti-
mated tax liability of the senior execu-
tive." The definition is designed to fo-
cuson the often large payments madein
conjunction with severance packages
awarded after takeovers.

Meanwhile, CaPERS, the Califor-
nia Public Employees Retirement Sys-
tem, is considering a new proposal for
2008 that would require adoubletrigger
for change-in-control paymentsto execu-
tives, whilethe AFL-CIO issubmitting a
new resol ution that seeksto curb empl oy-
ment contracts for named executive of -
ficers. The limits include capping such
agreements at three years, barring ever-
green clausesthat allow for renewal with-
out shareholder approval, and barring the
accelerated vesting of stock-based
awards and the use of excise tax gross-
ups.

Board L eadership in the Crosshairs

Shareholders also will use old and new
proposalsin 2008 to address board |ead-
ership concerns. Calls for independent
board chairs have been filed at roughly
20 companies so far, and that number is
expected to grow. Meanwhile, anew pro-
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posal seeks to address investors con-
cerns about succession planning.

The LaborersInternational Union of
North America, or LIUNA, will be ask-
ing Toll Brothers, Merrill Lynch, Bank
of America, and other firmsto adopt and
disclose a detailed succession planning
policy that includes the following fea-
tures:

*  TheCEOandtheboardwill col-
laborate on the CEO succession
planning processand will review
the plan annudly;

»  Theboard and CEO will develop
criteria for the CEO position
whichwill reflect thecompany's
business strategy and will usea
formal assessment process to
evaluate candidates;

¢ The board and CEO will iden-
tify and develop internal candi-
dates;

e Theboard will begin non-emer-
gency CEO succession planning
at least three yearsbefore an ex-
pected transition and will main-
tain an emergency succession
plan that is reviewed annualy;
and

»  Theboardwill annually produce
areport on its succession plan
and will solicit feedback on the

planfrom key constituents, such
aslong-terminvestors, analysts,
customers, or suppliers.

"Our proposal isintended to havethe
board adopt a written policy containing
several specific best practices in order
to ensureasmooth transition inthe event
of the CEO's departure," LIUNA writes
initssupporting statement to Toll Broth-
ers. CEO Robert Toll's"long tenure in-
dicatesaneed for aclear succession plan
but our Company's Guidelines contain
only ageneral statement in thisregard.”

LIUNA's proposal is not surprising
in light of the high levels of turnover in
recent years. For one, CEO departures
in recent years have hit an al-time high,
according to outplacement firm Chal-
lenger, Gray & Christmas, duein part to
more top executives opting to join pri-
vate companies--freefrom the perceived
burdens of the Sarbanes-Oxley Act, post-
Enron stock exchange governance re-
quirements, and the demands of share-
holders.

But aRiskMetrics Group analysisof
2007 proxy filingsfindsagrowing num-
ber of companies are responding to the
trend by disclosing that they have estab-
lished aformal structure for addressing
executive succession. Indeed, the per-

centage of companies disclosing acom-
mitteewith formal responsibility for suc-
cession planning has jumped markedly
since 2002 and, notably, doubled over the
last year. In 2002, just 24 percent of S& P
1,500 companiesdisclosed such astruc-
ture, rising to 40 percent in 2006, then
jumping to 80 percent this year.

Notwithstanding the growing preva-
lence of such committees, LIUNA and
other investors say that boards need to
ensure that succession planning is
handled in a manner that protects share-
holder value. "We really see succession
planning as part of executive compensa
tion," said Jennifer O'Dell, LIUNA's as-
sociate director of corporate affairs.
"That's especially the case at aplacelike
Merrill [Lynch] where we've seen large
payouts for people leaving and agree-
ments[for largefuture payouts] for those
comingin." O'Ddll said her fund wantsto
see the board and CEO collaborate and
develop criteriato ensure orderly, rather
than emergency, transitions that likely
will cost the company less in terms of
compensation.

— Subodh Mishra

SEC Votesto Exclude Proxy Access Proposals

U.S. companies will be allowed once
again to exclude proxy access proposals
from their corporate ballots, the Securi-
ties and Exchange Commission has de-
cided. The access-blocking rule, pushed
through by the commission's Republican
majority in late November, was de-
nounced by Commissioner Annette
Nazareth, labor investors, state pension
funds, and Democratic lawmakers.

"In a partisan 3-1 vote, the SEC to-
day attacked the rights of investors to
nominate corporatedirectors,” the AFL-
CIO labor federation said in a statement
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after the commission's Nov. 28 open
meeting.

The SEC'svoteeffectively overturns
afederal court decision that opened the
door for investors to get proxy access
ontheballot at three companiesin 2007.
The commission's action sets the stage
for morelitigation ontheissue, asshare-
holdersthisweek filed access proposals
for 2008 at financial firms Bear Stearns
and JP Morgan Chase, and vowed to re-
turn to court if the companies seek to
omit those resol utions.

The vote by the shorthanded SEC is
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avictory for Genera Motors, Bank of
America, and other issuersthat urged the
commission to bar proposals to allow
investors to nominate board candidates
to appear on corporate proxy statements.
Former SEC Chairman Arthur Levitt (who
alsoisaRiskMetrics Group board mem-
ber) told Bloomberg Newsthat the SEC's
action is "probably the most important
vote the commission has taken in nearly
15 years."

The law firm of Watchtell, Lipton,
Rosen & Katz, which represents compa:
nies and directors, applauded the SEC's



decision. TheNew Y ork-based firmnoted
that existing proxy contest mechanisms
"are more than sufficient,” given the po-
tential "negative effectsand risks' of con-
tested elections. "M oreover, sharehold-
ers have never had as many other, less
disruptive, avenues through which to ex-
presstheir views asthey havetoday," the
law firm said in amemo.

SEC Chairman Christopher Cox
voted with Commissioners Kathleen
Casey and Paul Atkins to reassert the
agency's past position that companies
may exclude proxy access resolutions.
Nazareth, the SEC's only Democratic
member after Commissioner Roel Cam-
posdepartedin September, voted against
the measure. Cox said he voted to bar
accessbecauseit wasthe only one of two
draft rulesrel eased by the SEC that could
muster athree-vote mgjority. In July, Cox
joined Nazareth and Camposin support-
ing anaternativeproposd that would have
imposed a 5 percent ownership thresh-
old and greater disclosure requirements
on shareholders seeking to file access
bylaw resolutions. Cox said hehopedthe
SEC would revisit the issue in 2008 and
work on crafting a rule to permit some
access proposals.

"Today is hot the end, and | hope all
stakeholders will continue to work with
us," he said. "If we use the time between
now and the next proxy season wisdly, we
can act on anew rule proposal next year
that does more than just perpetuate the
gatusquo.” At least one Republican com-
missioner appears unlikely to support a
federal access rule in the future. Casey
said governance reforms should be
handled at the state level rather than na
tionaly.

The SEC has repeatedly failed to
reach aconsensus on proxy accessinthe
past. Nazareth expressed skepticism that
the SEC would approve apro-accessrule
next year. She said it appears the Repub-
lican commissioners voted for the non-
access rule simply to put the matter be-
hind them. "I don't see a principled way
to vote on the non-access release and be
supportive of shareholder rights in the

longer term," Nazareth said. "Indeed, if
this amendment were truly intended to
be a temporary stop-gap measure ... it
would then have a sunset provision. But
it doesnot."

"Shareholder rights face a long up-
hill battle with this commission,"
Nazareth said. "I hope that we have not
completely lost the opportunity to ad-
dress these issues."

Ann Yerger, executive director of the
Council of Ingtitutional Investors, said
the SEC vote is a step in the wrong di-
rection. "1t makes no sense for the com-
mission to do the wrong thing now but
promiseto try to do the right thing next

"Shareholder rights face
a long uphill
battle with this
commission ..."
--Dem. Commissioner

Annette Nazareth

year," Yerger saidinapressrelease. "This
isasad day for shareowners."

"lgnoring the Pleas of I nvestors'
Nazareth, who has announced her inten-
tion to step down from the commission,
criticized the process used to arrive at
the decision to block access. "The vast
magj ority of [those submitting public com-
ment] on the non-access proposa op-
posed it, yet the commission isignoring
the pleas of investors and proceeding
down this path," she said at the meeting.
Nazareth said the Republicans move to
support the non-accessrulewasan "11th
hour" decision that was only made "after
it was clear that an access proposal
wouldfail to passwith ashorthanded com-
mission."

During the meeting, Cox emphasized
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theimportance of preservingtheagency's
"statusquo” of thelast 17 years--theright
of companies to exclude proxy access
proposals--while the commission de-
bates a possible broadening of access
rights next year.

However, Tracey Rembert, senior gover-
nanceanalyst for the Service Employees
International Union's (SEIU) capital stew-
ardship program, noted that "the status
quowastherewere proxy access propos-
asal thisyear."

In September 2006, the U.S. Court
of Appeals for the Second Circuit ruled
that the SEC staff had improperly allowed
American International Group (AIG) to
exclude a proxy access proposa by the
American Federation of State, County,
and Municipal Employees (AFSCME).
The Second Circuit faulted the agency for
its inconsistent interpretations of Rule
14a-8(i)(8), which permitsthe exclusion
of shareholder proposals that "relate to
an election of directors." After that rul-
ing, the SEC expressed "no view" on a
request by Hewlett-Packard to omit an
access proposal. As a result, proxy ac-
cessresolutionswent to avoteat HP and
two other firmsthisyear.

AFSCME and severa state pension
funds, including the nation's largest, the
CdliforniaPublic Employees Retirement
System (CalPERS), sent letters to the
SEC in mid-November urging Cox to let
the AFSCME v. AlIG decision stand for
2008. "I fully understand why these re-
quests are being made, because many
believethat codifying [the right of com-
panies to exclude proposals| would take
the wind out of efforts to improve the
way the proxy process works for inves-
tors,” Cox said.

Commissioners Casey and Atkins
reiterated Cox's argument that the
absence of ahard-and-fast rule on
access would cause legal uncertainty,
because the Second Circuit's decision
would not apply nationwide if another
federal appeals court ruled differently.
CalPERS CEO Fred Buenrostro
disagreed. "[P]roxy access has created
no uncertainty in the market this year,"

Corporate Governance Bulletin 7



hesaid in apressrelease. "There have
been no related legal challenges
because of thisillusory uncertainty.
Instead of acting responsibly on this
issue with afull commission, the SEC
has adopted a flawed measurethat is
contrary to the very purpose for which
it was established."

Potential L egal Challenge

While Cox said the SEC acted to prevent
legal uncertainty, several investors al-
ready are preparing for a potential court
fight over thecommission'sdecision. On
Nov. 28, AFSCME filed access bylaw
resolutionsat JP Morgan Chase and Bear
Stearns. The companies' shares have
fallen because of subprime lending
losses, and AFSCM E wants sharehol der
input on board nomineesto address con-
cerns about possible mismanagement by
top executives.

North Carolina's state treasurer

joined in filing both proposals and New
Jersey's Division of Investments co-filed
the Bear Stearns proposal.
"WE'l be urging those companies not to
omit proxy accessfromtheir ballot," Ri-
chard Ferlauto, director of pension and
benefit policy for AFSCME, said in a
statement. "But if they seek relief from
the SEC, we are prepared to go to court
to preserve the [AFSCME v. AlG] deci-
sion."

Ferlauto added that AFSCME chose
the two companies because they are in-
corporatedin New Y ork, one of thethree
states overseen by the Second Circuit.
The likelihood of a ruling opening the
door to proxy access once again is
greater in a court that already ruled that
the SEC misinterpreted its own rules,
Ferlauto said.

L awmaker s Express Disappointment
Two prominent Democratic lawmakers-
-House Financial Services Committee
Chairman Barney Frank and Senate Bank-
ing Committee Chairman Christopher
Dodd--expressed disappointment and
said the SEC should have deferred action
until it had afull set of five commission-
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ers. In astatement, Frank said the SEC's
action "will leave shareholders with in-
adequate recourse to influence insular
boards that are unresponsive to share-
holder concerns, by effectively preclud-
ing sharehol dersfrom proposing changes
to director election procedures."

Dodd said he may introduce legisla-
tion to reverse the SEC's action. "I don't
think it's fair," the Connecticut senator
told the Reuters news service. Ferlauto
said the SEC'sdecision to bar accessfor
the 2008 season amountsto ablack mark
on Cox'slegacy, branding him asan anti-
shareholder chairman. A reputation of
unfriendliness to shareholders could

[T]he SEC voted unani-
mously to adopt an
amendment to the proxy
rules to promote elec-
tronic shareholder fo-

rums. ...

eventuadly driveinvestorsaway fromU.S.
markets, Nazareth warned. Earlier this
week, The Wall Street Journal reported
that CalPERS and other large U.S. state
pension funds are shifting more of their
investmentsto foreign markets.

Investors have the right to nominate
or removedirectorsinvirtualy all other
developed countries. Several pension
fundsinthe United Kingdom and Austra-
lig, aswell asthe London-based Interna-
tional Corporate Governance Network,
urged the SEC not to take away theright
of investorsto file access bylaw propos-
als. "European investors are clearly not
pleased" by the commission's decision,
said Rembert of the SEIU.

In an editoria before the SEC vote,
the Financial Timeswas skeptical of the
argument by U.S. corporate advocates
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that proxy accessmight drive some com-
panies to move overseas. "There's aflip
side to the competitiveness argument--
international investors, too, can go any-
where," the London-based newspaper
wrote. "Why would they choose a coun-
try where they have fewer rights?"

Commission Votes to Expand Elec-
tronic Forums
Also at the Nov. 28 meeting, the SEC
voted unanimously to adopt an amend-
ment to the proxy rulesto promote el ec-
tronic shareholder forums. Postsby com-
panies and shareholders on these elec-
tronic forums--whether established by
the firm or by investors--will be exempt
from proxy solicitation rules, except for
a 60-day period before a company's an-
nual meeting, said Tamara Brightwell, a
lawyer with the Division of Corporation
Finance. Shareholders may continue to
post on electronic forums during the 60-
day "dark period," unlessthey're sponsor-
ing a proposal that's on the ballot or are
collaborating with other investor groups
on aproxy initiative, Brightwell said.

To encourage issuers to participate
inelectronic chatswithinvestors, therule
sparescompaniesfromlegal liability for
any information posted by an affiliate or
athird party on aforum. Cox was careful
to note that electronic forums would
serve as an addition to--and not a substi-
tute for--the shareholder proposal pro-
cess under SEC Rule 14a-8. A sugges-
tion in one of the SEC's two July rule
proposals that electronic forums could
replace non-binding resolutionsreceived
widespread criticism from investors. At
the meeting, Nazareth wel comed theini-
tiative, but criticized her Republican col-
leaguesfor using it asa"counterweight”
to the decision to allow companies to
resume excluding proxy access propos-
als.

—L. Reed Walton



Newsmaker Interview: Damon A. Silvers, Associate
General Counsd, AFL-CIO

Damon A. Silvers, associate general
counsel for the AFL-CIO, spoke with
Subodh Mishra of RiskMetrics
Group's ISS Governance Servicesin
early December to detail the labor
federation's view on what's ahead in
2008. Silvers's responsibilities in-
clude corporate governance, pension
and general businesslawissues. Sil-
vers, who led the AFL-CIO legal team
that won severance paymentsfor laid
off Enron and WorldCom workers, is
a member of the Public Company Ac-
counting Oversight Board Standing
Advisory Group, the Financial Ac-
counting Standards Board User Ad-
visory Council, and the American
Academy of Arts and Sciences Cor-
porate Governance Task Force. He
isalso amember of the American Bar
Association's Subcommittee on I nter -
national Corporate Governance, the
United States Treasury Department
Investor's Practice Committee of the
President's Working Group on Finan-
cial Markets, and the United States
Treasury Department Advisory Com-
mittee on the Auditing Profession.
Prior to working for the AFL-CIO,
Silvers was a law clerk at the Dela-
ware Court of Chancery for Chancel -
lor William T. Allen and Vice-Chan-
cellor Bernard Balick. He received a
J.D. with honors from Harvard Law
School and a M.B.A. with high hon-
ors from Harvard Business School,
and is a Baker Scholar.

Mishra: The SEC has shelved
proxy access. Where in your estima-
tion does the matter go from here?
What should investorslook for inthe
months ahead on this issue?

Silvers: With respect to proxy
access, three parallel tracks are going
to happen, but | think that the outcome
is not really in doubt. One, a number

of public pension funds, together, |
believe, with the [American Federation
of State, County, and Municipal Em-
ployees] are filing proxy access pro-
posals at a humber of companies ...
where problemsinthereal estate mar-
ket have revealed a variety of internal
problems at those companies. | think
that those funds have made very clear
that they intend to litigate the legiti-
macy of the SEC's actions [at a Nov.
28 open meeting of the agency, where
commissioners voted to codify Rule
14a8(i)(8) on shareholder proposals
relating to director elections] in re-
moving proxy access as a subject of
shareholder proposals.

I think they're going to do that
based not on the SEC's inherent right
to define the subjects of 14a8--be-
cause | think no one disputes that they
had aright to do it--but, rather, the way
inwhichitwasdone. Beyondthat | can't
really comment on what the legal strat-
egies are. But | think what's going to
happen here, ironically, is perhaps
more companies are going to face
proxy access proposals than had the
SEC not acted, and they are going to
have to think about what stance they
want to have vis-a-vis their investors
around proxy access, and their inves-
tors’ right to vote on proxy access.
Assuming that doesresult in litigation,
there's no telling when that will end or
how it will unfold. But I think that ac-
tivity will mean the issue will be in
front of both issuersand investors next
proxy season in some form.

Then in parallel to that, [SEC]
Chairman [Christopher] Cox certainly
spent along time at the [Nov. 28] open
meeting making clear hisdesireto re-
visit the issue as soon as he could. |
think we have to understand what he's
saying to mean that he doesn't today
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have the votes among his fellow com-
missioners to pass what he would like
to do, and that he's hoping that Con-
gresswill bring him new commission-
ers who will vote for what he wants.

But it'salso very unclear that what
he wants would be of any interest to
investors. | think in general the inves-
tor community looked at what Cox was
willing to support last summer and said
that it was really not of any value. He
indicated in remarks at the [Nov. 28]
open meeting that he was willing to
movein investors direction on thetwo
key issues, which were thresholds for
filing--that really no one could ever
meet at any large cap company--and,
secondly, punitive disclosure rules
that, as [Democratic] commissioner
[Annette] Nazareth pointed out, are
more stringent than those required to
take over a company ... | think [Cox
has] madevery clear that substantively
hethinks he ought to [providefor arule
allowing for access] and | think the
politics of it are very clear that he'll
have to. But there's so many "if's" as-
sociated with it, which makes it hard
to say ... The business community,
which carries a lot weight with this
administration, is going to be very
heavy handed [in order] to stop that
from happening, to stop Cox from do-
ing that, and who knowswhat their abil-
ity will be to try to throw a monkey
wrench into the works.

The third avenue is that there was
quite a fair amount of concern about
this issue from [lawmakers on Capi-
tol] Hill inthe lead up to [the Nov. 28]
open meeting. [House Committee on
Financial Services] Chairman [Barney]
Frank, [Senate Banking Committee]
Chairman [Christopher] Dodd, and Sub-
committee [on Securities, Insurance
and Investments] Chairman Jack Reed
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al engaged very substantively on these
issues. | think there's going to be more
hearings and more interest from the
Hill, with people looking at potential
legislative solutions, and there may be
some effort in other ways to push the
commission in the right direction.

All of this | think tells us that
there's areal possibility we could get
a usable proxy access rule in the con-
text of 14a8 in 2008 or 2009, and |
think itsgoing to bevery clear that this
will be an item on the agenda facing
the next chairman of the SEC, with a
different mix of commissioners, and a
different situation in Congress. If |
were to guess today, | would say that
we'revery likely to get aCongressthat
is far more capable of actually acting
on this kind of thing, meaning if the
SEC didn't act, Congresswould bein a
position to due so via statute ...

Whoever wins the presidential
election, the next SEC chairman will
be unwilling to let this thing hang in
the way its hanging now, so my guess
isthat, at the end of the day, we'll will
see the proxy access issue dealt with
in such amanner that shareholders can
bring it up at companies, but | wouldn't
want to predict exactly what the struc-
ture will be...

Mishra: What, in your estima-
tion, will be the main story this com-
ing proxy season--subprime, com-
pensation, access--and how do AFL-
ClO shareholder proposalsfitintoit?

Silvers: | think the big story is
going to be those three things woven
together. No one knows enough about
subprime ... nobody knows exactly
what the explanation is for the way in
which so much of our financial struc-
ture in certain parts of our operating
companies has become hostageto real
estate loans that have no reality to
them. But it raises a lot of questions,
at many levels. It raises questions
about auditing, it rai ses questions about
board effectiveness, it raises questions
about executive effectiveness at a
whole bunch of companies, and about
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the rating agencies, and when those
kinds of questions get raised, you im-
mediately move from there to how
boards are functioning and the ques-
tion of how executive compensation
structures are reacting to these kinds
of massive failures.

Those issues and areas of activity
are completely intertwined with the
substantive business crisis of the kind
represented by subprime. So, we're
likely to have proposals on proxy ac-
cesswherethere are serious problems,
and those problems are largely being
manifested over subprime.

Proposals seeking to establish a
philosophy over executive compensa-
tion, proposals looking at compensa-

“All of this | think tells us
that there's a real
possibility we could get a
usable proxy access rulein
the context of 14a8
in 2008 or 2009.”

tion consultants and their indepen-
dencewill beamgjor focusof the AFL-
ClO, as will proposals around
subprime lending itself. There's a
whole community of social investors
that have been agitating around thisis-
suefor sometime, and anyonewho said
the issue didn't relate to shareholder
value now lookssilly. And therelikely
will be director withhold campaigns.
Because the flow of information of
what has gone wrong in the financial
sector isnot well timed to [ SEC dead-
line for shareholder proposal filings
for the 2008 annual meeting season],
so as annual meetings approach and
more information is available ... that
suggest certain people weren't doing
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their jobs in a way that cost investors
a lot of money, we're going to see a
focus on those people.

One of the responsibilities inves-
tors have is in this area--a director
withhold campaign is a more serious
act than ashareholder proposal, in gen-
eral, and so they can't be viewed as sub-
stitutes for each other, but | think that
director withhold campaigns will be
looked at by a number of investors. |
think there's deep unhappiness about
the extent to which a whole bunch of
companies turned out to be principal
bets on mortgage markets rather than
what they purported to be. | think the
most obvious and dramatic one is
e*Trade, but similarly the degree to
which some of these largefinancial in-
stitutionsturned out to have been com-
mitted to a particular view of those
markets is shocking. And the rating
agencies will be a big focus of con-
cerns, and at least one is publicly
traded.

Mishra: How do you respond to
criticswho charge your push for gov-
ernancereformsis motivated more by
a desire to alter labor relations at
portfolio companies than to promote
shareholder value? Many are now
pointing to a recent University of
Chicago study that finds that AFL-
ClO affiliated pension fundsare more
supportive of director nominees once
it stops representing workers at a
given firm?

Silvers: | haven't read it, but have
heard of it. The study isanon-peer re-
viewed paper. | think study istoo strong
aword. It's a paper by a graduate stu-
dent ... and from what | understand, it
asserts a whole pattern in relation to
proxy voting by people who are fidu-
ciaries for pension funds, which is
completely and utterly false, and if he
talked to anybody who was actually in-
volved in these matters, and learned
anything about the processes, he would
know.

And furthermore, the work was
conducted and publicized by a man



named Steve Kaplan [the Neubauer
Family Professor of Entrepreneurship
and Finance, Graduate School of Busi-
ness| at the University of Chicago, who
was a major advocate for the private
equity industry and its tax positions. |
don't think you could imagine a more
meretriciously conducted set of cir-
cumstances, and so | don't take it seri-
ougdly.

But, in fact, what's interesting
about that is the accusation directed
against the labor movement--that it's
all about collective bargaining or the
sort--has been made routinely by some
peoplein the business community. It's
kind of a sad commentary on that
proposition that the best they could do
was a non-peer reviewed paper by a
graduate student

Members of our union have a lot
of different interests--wages, pension,
quality of work issues, quality of life
issues, civil and human right, we en-
gage in politics, there's a wide range
of issues--and we've never suggested
that somehow that's not true. Most
market actors have multiple interests
a play. Most investment managers have
both debt and equity exposures to the
companies they invest in, not unlike
having an interest in wages and equity.
Obviously everybody gets paid; the
worldisfull of conflict. Our members'
pension benefits are a very important
part of what the labor movement is
about. The capital that is set aside for
them is a non-trivial economic inter-
est to our members.

If you look at our activities over
thelast 10 years, you'll seetwo things.
One iswe're very tenacious about is-
suesthat people broadly understand to
be coreinvestor protection issues, and
we're tenacious in a way about those
issuesthat peoplewho should betena-
ciousin away are not. When you look
at accounting and audit rules, or execu-
tive pay, or boards, you seeinstitutions
who should be fully engaged on these
thingsare no whereto be seen, particu-
larly mutual funds. And we're there

...Wehaveaview that in many instances
what'sin the long-term best interest of
companies is also in the best interest
of employees. Many in the business
community have embraced thisview for
years, but when we do, there's some-
how something wrong with it ...

You hear the accusations from the
business community that there's some-
thing uniquely conflicted about the la-
bor movement in relation to share-
holder activism generally at those mo-
ments the business community is
strenuously trying totrampleoninves-
tor rights, and | guessthislittle blip of
the last couple of weeks coming from
the University of Chicago happened to
coincide with the proxy access vote.

“We have a view that in
many instances what's in
the long-term best
Interest of companies is
also in the best interest of

employees.”

Mishra: What's your view of
Elisse Walter and Luis Aguilar, who
reportedly have been tapped to suc-
ceed outgoing Democratic commis-
sioners? Are you concerned about
either potential candidate?

Silvers: The AFL-CIO has made
clear on anumber of occasions ... that
we want to see highly qualified indi-
viduals replace [departed Democratic
Commissioner Roel Campos and out-
going Democratic Commissioner
Nazareth] who are clear investors ad-
vocates. The two names you mentioned
await formal nomination by the White
House and confirmation hearings, and
we'll see whether they meet that crite-
ria
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Mishra: Corporatelawyer Marty
Lipton recently wrote "five years af-
ter the enactment of the Sarbanes-
Oxley Act of 2002, it has become
clear that the decisive reaction by
governance reformists to Enron and
other scandals has proved to be an
overreaction, and measures designed
to protect shareholder value are im-
pedingitscreation." What'syour view
on the state of governancefive years
after SOX?

Silvers: | think that Sarbanes-
Oxley and the accompanying rules en-
acted by the SEC and the [Public Com-
pany Accounting Oversight Board]
have proven to significantly increase
the degree of investor protectionin our
market and did solve a genuine com-
petitiveness crises that we faced in
2002 when money was flowing out of
our marketsin reaction to the newsthat
our financial statements could not be
trusted.

We've recovered from that; how-
ever, two things have happened that
show this is unfinished business. The
first thing that happened isthat there's
been a continuation of problems that
are very similar to the problems that
brought us Enron and WorldCom, and
now the subprime crisis is seemingly
bringing us a series of financial con-
sequences comparable in scale to
Enron and Worldcom.

We keep having major companies
get into trouble around off-balance
sheet issues. It just doesn't seem pos-
sible that with the combination of our
corporations' internal governance pro-
cesses and the auditors that we still
can't get correct off-balance sheet
matters. Secondly, we just can't seem
to get executive compensation right.
We first have this spectacl e of whole-
sale cheating, with the connivance of
[executives] attorneys and potentially
their auditors, in the options backdat-
ing scandal. And now we see courtesy
of [Committee on Oversight and Gov-
ernment Reform] Chairman [Henry]
Waxman dramatic evidence that com-
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pensation consultants are seriously
affected in their judgment by the very
sort of outside consulting arrange-
mentsthat werefound in the Sarbanes-
Oxley context to have comprised the
auditors. And much of this comes back
to the weakness of boards.

Now, there's afurther challenge
here that Marty Lipton might be
sympathetic to, which is that for
reasons that are not unrelated to the
Enron and WorldCom problems,
we've seen alarge flow of capital

Getting It Right
Compensation

Carol M. Rutlen isthe managing part-
ner of Rutlen Associates LLC. Sheis
a CPA specializing in global stock
plan issues such as process improve-
ment and risk management. Rutlenis
a member of the California Society of
CPAs, National Association of Stock
Plan Professionals, and Global Eg-
uity Organization. She is a former
chair of the Certified Equity Profes-
sional Institute (CEPI) and leader of
the institute’s GPS project. She also
serves as an adjunct professor in the
Master of Tax program at San Jose
State University.

Because the expensing of equity
compensation is relatively recent, the
body of knowledge relating to internal
controls for this area is limited. The
Certified Equity Professionals Insti-
tute (CEPI), a non-profit, academic
organization with a mission of estab-
lishing, promoting, and providing cer-
tification and continuing education for
the equity compensation industry, re-
cently completed a research project
entitled Guidance-Procedures-Sys-
tems (GPS) that focused on identify-
ing the risks associated with stock op-
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into avariety of short-term invest-
ment strategies that are being
pursued often in the guise of gover-
nance by hedge funds, and to some
degree by private equity funds ... It's
hard enough to try to get boards to
function and act in the long-term best
interest of the corporation and not
merely as"yes' men and women for
the management. But it's even harder
to do that in the context when
somebody's out there, an opague
somebody, who's trying essentially to

extract cash from the company on a
short term basis. The rest of us are
stuck ... largely in indexed assets.
And bizarrely enough, the business
community has fought effortsto
create some sort of transparency
around such investments ... And that
represents areal challenge to the
corporate governance system ...

— Subodh Mishra

Internal Controlsfor Equity

tions, and controls that should be
implemented to mitigate that risk.

The GPS project highlights the
challenges of administering equity
compensation and the best practices of
industry leaders in the areas of: gen-
eral administration; grant process; ex-
ercise practices; tax and payroll issues;
accounting issues; legal issues; and
change of employment status. After a
public comment period, the research
results have been published. In each
area, the publication providesillustra-
tions of internal controlsand examples
of tests for the controls. A soft copy
of the final publication is available at
http://cepi.scu.edu/.

The initial research focused on
stock options with time-based vesting
issued to employeesin the U.S. Some
of thekey controlsrelating to reliabil -
ity of thefinancial statementsaredis-
cussed inthefollowing article. (Note:
the next publication, on restricted
stock and restricted stock units, will
be released in mid-2008.)

With the expensing of equity com-
pensation asrequired by Financial Ac-
counting Standards No. 123R (FAS
123R), stock-based compensation may
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have a significant impact on earnings-
per-share, especially for companiesin
the technology sector. The expensing
of equity compensation highlightsthe
need for increased attention to the con-
trols surrounding equity compensa-
tion. The recent scandal over options
backdating has emphasized the impor-
tance of effectiveinternal controlsand
the potential financial impact if such
expenses are not handled properly. As
acknowledgement of theincreased risk
relating to this area, the Public Com-
pany Accounting Oversight Board
(PCAOB) recently issued guidance for
external auditors when auditing equity
compensation in Staff Audit Practice
Alert No. 1 dated July 28, 2006, and
Staff Questions and Answers, dated
Oct. 17, 2006.

Deter mining the Fair Value of Eq-
uity Compensation

Typically, compensatory options re-
ceived by an employee are accounted
for under FAS 123R whereby the grant
date establishes the fair value of the
option based upon the grant details and
the assumptions used in an option-pric-
ing model. Some of the factors in-



cluded in the most common pricing
models are empirical data such as ex-
ercise price of the option and current
price of the underlying shares on the
grant date, as well as subjective data
such as expected term and volatility.

Establishment of the grant date
requires that the grant has been prop-
erly approved and all elements of the
grant (such as number of shares, price,
and terms) have been fixed. Confirma-
tion of the grant details is critical to
validate the expense and establish the
proper amortization period. In the
PCAOB Staff Questions and An-
swers, specific reference is made to
the importance of establishing con-
trolsover the underlying datathat sup-
ports the estimate of the fair value.

Sincethefair value of the expense
and the amortization period is deter-
mined on the grant date and is based
upon the underlying terms of the grant,
controls surrounding the grant process
are critical. Some of the key controls
that should be adopted include: for-
malizing the approval process; estab-
lishing and publishing grant dates in
advance; standardizing the grant terms;
reconciling the details; validating em-
ployee demographic data; and verify-
ing the underlying data used for ac-
counting.

Formalize the Approval Process
Corporate law, the company's corpo-
rate governance provisions, and the
equity plan require the grant to be ap-
proved for it to be valid. Therefore,
clearly defining the grant approval pro-
cess and documenting approvals by
appropriate partiesis akey step in de-
termining that agrant has occurred and
the measurement date of the option is
established.

Other recommended controls in-

clude:

+ Formalize and document the
approval process by category of
grant (e.g., new hire, current
employee, Section 16 officer,
or contractor);

» Establish and document re-
guirements onwho isauthorized
to approve grants and the limits
of their authority;

* Note when multiple authoriza-
tions are required;

« |ftheplanallowsfor delegation
and the company choosesto del-
egate authority, establish appro-
priate limits such as the number
of sharesthat can be granted on
an overall basis, the number of
shares that can be granted to an
individual, and the number of
shares that can be granted dur-
ing a specific period of time;

 Indicate who is required to ap-

Because the expensing of
equity compensation is
relatively recent, the body
of knowledge relating to
internal controls for

thisareaislimited.

prove grants to specific groups
of employees (e.g., compensa-
tion committee members, wider
board, or the CEO);

* |dentify individuals with back-
up approval authority where ap-
propriate; and

« Utilize grant guidelines wher-
ever possible. Grants in excess
of the guidelines should require
special handling and an addi-
tional approval process.

The grant approva must be docu-
mented in writing. Documentation
should include grant recipient, price,
number of shares subject to the option,
and grant terms. Approval at commit-
tee or board meetings should be docu-
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mented in detail in the meeting notes.
Unanimouswritten consents should be
obtained with the date of receipt of the
final consent determining the grant
date.

Establish and Publish Grant Dates
in Advance

Pre-selecting award dates improves
transparency and avoids the appearance
of timing grant awards to correspond
with favorable events. Best practiceis
to establish a regular grant schedule
and publish grant dates in advance.
Many companies schedule award dates
to coincide with a period when the
board is not in possession of material,
non-public information (i.e., an "open
window"). Certain business situations
may require a grant to be made off-
schedule. In those cases special ap-
proval should be required prior to
granting the option.

Employment statusis particularly
important when an employee receives
an option grant as part of the employ-
ment offer. These are commonly re-
ferred to as "new-hire grants." Best
practiceistoissue all new-hire grants
in accordancewith awritten policy that
provides for options to be issued only
at pre-determined regular grant dates.
New hires receive grants only on a
regular grant date following the date
of hire. The offer letter indicates the
number of sharesto be granted and that
the exercise price will be determined
on the grant date. Grouping these
grantswill streamlinethe approval pro-
cessand allow for batch processing of
all new-hire grants. For example, all
new hiresin aparticular month receive
agrant on the 15th of the month after
employment begins. Any employee
hired in January, for instance, will be
granted options on Feb. 15.

Using established grant dates will
also minimize errors when recording
optionsin the stock plan database. For
example, if the company always grants
optionson the 10th day of each month,
the stock plan database records can
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easily be scanned to identify inappro-
priate grant dates.

Standardize Grant Terms

Theterms of the option have asignifi-
cant impact on the value of the option
and the accrual period. For example,
the expense associated with an option
that vests over three years is accrued
over three years; the expense associ-
ated with an option that vests over four
years is accrued over four years.
Changesin the terms of an option may
require historical exercisebehavior to
be reconsidered in determining "ex-
pected term" and, therefore, influence
the assumptions used in the pricing
model.

Each plan has specific provisions
regarding the granting of options to
employees. Some plans are very re-
strictive, while others are broad and
provide significant latitude in the type
of equity instrumentsto begranted and
their terms. Each plan is different and
grants made under a plan must adhere
to its specific requirements in order
to be deemed avalid grant.

When acompany operatesmultiple
plans, adhering to the specific planre-
quirements can be challenging. The
company needsto ensure that the grant
is made from the appropriate plan and
reflects the appropriate terms. In ad-
dition, the stock plan database must be
able to track grants under different
plans with different terms. Best prac-
ticeisto:

» Standardize option terms (e.g.,
vesting schedule, etc.) and op-
tion documentation to minimize
the potential of human error
when processing the grant;

* Requirespecial approval before
granting options with non-stan-
dard terms; and

» Flag options granted with non-
standard terms for special han-
dling. If grant provisions are not
standard, additional controlsare
necessary to ensure the option
grant conforms to the plan re-
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quirements and is avalid grant.

Reconcilethe Details
The details of the grant determine the
compensation expense, the accrual of
the compensation expense, and the
fully-diluted earnings per share calcu-
lations. Because the grant recommen-
dation system isusually not integrated
with the stock plan database, the po-
tential for errorsisincreased.
Tominimizethese errorsand vali-
date that the information is complete
and accurate, specific data capture con-
trols must be implemented when re-
cording option grants (either new-hire

When a company oper -
ates multiple
plans, adhering to the
specific plan
requirements can be

challenging ...

grants or periodic grants to current
employees). As discussed previously,
errors can be minimized by using stan-
dard grant terms and only granting on
scheduled dates. Each option grant
should be assigned a unique identify-
ing number.

Prior to entering grants into the
stock plan database, it should be con-
firmed that all grant recipientsare still
employed by the company as of the date
of grant. Some employees may have
been terminated since the option was
recommended, but before the option
was approved. When data is imported
from one system to another, error
checks should beincorporated into the
process-testing for two grants to a
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single person on the same day, for ex-
ample, or ensuring that all details (ex-
ercise price, number of shareseligible
to purchase under the option, and grant
date) are included for each employee.
Any errors noted and their disposition
should be documented.

After the grants have been re-
corded, total option grants approved
should bereconciled against awardsre-
corded in the stock plan database on
an aggregate basis. The reconciliation
should include: Total number of shares;
total number of employees receiving
a grant; and aggregate price.

The reconciliation must be done
for each plan under which options are
granted. Where non-standard vesting
terms are used, an additional reconcili-
ation must be done for aggregate
shares vesting per vest date.

Finally, it is important to verify
that the stock plan database reflects a
grant to the correct employee and the
details of the option recorded in the
stock plan database agree to the terms
of the grant. This can by done by veri-
fying that option termsrecorded in the
stock plan database correspond to the
option approved for some randomly
sel ected employees.

To maintain overall control of
plans, itisalso critical toreconcilethe
activity in each plan periodically. The
reconciliation should include: shares
outstanding; shares authorized; shares
authorized and unissued; grants; can-
cellations-track to terminations and
expirations; exercises; and forfeitures.

Detailed records should be com-
pared to total shares. In addition, this
information should be reconciled on a
monthly basis with the transfer agent
(i.e., to confirmthat the transfer agent
has taken the shares from the appro-
priate plan) and the broker (i.e., to con-
firmthat all transactionsareincluded).

It is also critical to monitor plan
requirements such as the maximum
number of shares that can be granted
in asingle year or to a single person.
In addition, it is prudent to project



share needsfor the next 12 monthsand
take steps to ensure that the pool of
sharesisadequate to meet those needs.

Validate Employee Demographic
Data

The fair value of an option is based
upon the grant details and the assump-
tions used in the pricing model. The
accuracy and compl eteness of the par-
ticipant addresses, employment status,
and personnel datamust be maintai ned.
Asthe stock plan database generally is
not fully integrated with the human re-
source system, the employee demo-
graphic data must be imported from
another source or manually entered.
Either of these approaches increases
the possibility of errorsin employee
data in the stock plan database. To
minimizetheseerrors, develop astan-
dard process to update employee data.
Update employee data from the human
resource system on aperiodic basisand

immediately prior to granting options.
Audit this data monthly. Compare em-
ployee information in the stock plan
database to the data stored in the hu-
man resource system and/or payroll
system. Dueto retirements and termi-
nations, an employee may exist in the
stock plan database, but not in the hu-
man resource system.

Verify the Underlying Data Used for
Accounting

The estimate of fair value must be
based on data that is accurate, com-
plete, and valid. Administrators should
establish a process to identify what
datais required and how that data will
be provided. Formal reports that in-
clude appropriate information and
highlight parameters of the data re-
ported should be prepared, along with
a detailed description of each report
including:

»  Purpose of the report;

» Description of each field and
details of how each number is
calculated; and

* Details of what is included
and excluded (e.g., types of
participants, grant details,
transaction details, vesting
period, and reporting period).

It is prudent for the report formats to
be periodically reviewed and updated,
and appropriate parties should sign-off
on these. Additional development
should include a procedure to validate
the information included in each re-
port, documenting the assumptions
used and the decisions made. A narra-
tive documenting the process used to
determine the fair value, including
these items, should be prepared quar-
terly.

— Carol Rutlen

Forward, Then Back, Then Forward on Policiesto

Curb Defenses

Thefuture of takeover defensesin Eu-
rope has been a key focus of debatein
recent months as governance watchers
closely monitor the words and deeds
of regulators, who, they argue, have
taken an inconsistent approach to curb-
ing their use.

For years, key European Union
(EV) officials voiced support for in-
vestor efforts to promote the concept
of one-share, one-vote, arguing the
right was consistent with broader EU
effortsto dismantle takeover defenses.
"The [cJommission intends to under-
take a study into the way in which the
principle of one-share, one-vote can be
translated into reality," Frits
Bolkestein, head of the European
Commission'sinternal Markets, saidin

a June 2004 speech. Ireland native
Charlie McCreevy would succeed
Bolkestein shortly after that speech,
but the commitment remained, with
McCreevy backing the right of one-
share, one-vote during hisown confir-
mation hearings.

In 2006, investors concerned with
the wide spread prevalence of takeover
defenses on the continent again took
heart when the European Court of Jus-
tice ruled against the use of "golden
share" takeover defenses--giving the
holder veto rights over certain trans-
actions--at Holland's dominant
telecoms provider and postal carrier,
holding that the use of such defenses
restricted the free movement of capi-
tal. To investors, regulators were tak-
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ing the right approach, despite ongo-
ing calls (and actions) by politicians
in some member statesto allow for the
use of poison pills and other defenses.

But that sentiment would begin to
change this summer when a key EU
official backed calls by politicians to
implement defenses as foreign inves-
torstook equity positionsin aerospace
giant EADS. The German and French
governments sought to install agolden
share at the company following equity
purchases by a state-controlled Rus-
sian Bank and the investment arm of
the government of Dubai. EU Trade
Commissioner Peter Mandelson tac-
itly backed the calls, arguing such a
defense was warranted on national se-
curity grounds, despite the High Court
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ruling that just one earlier that had
chastised the Dutch government for
doing so.

More recently, those who now
question regulators' commitment to
dismantling corporate takeover de-
fenses in Europe point to an October
decision by McCreevy to back away
from his long-held position on equal
voting rights. Indeed, on Oct. 3,
McCreevy told European lawmakers
that he would no longer push compa-
nies to adopt a one-share, one-vote
capital structure, leavinginvestorsand
other proponents of shareholder de-
mocracy frustrated. "It's a shame that
the capital markets integration project
can't muster the strength to take on
entrenched positions," noted Anne
Simpson, executive director of theln-
ternational Corporate Governance Net-
work, on the heels of McCreevy's an-
nouncement.

McCreevy's decision effectively
sanctions companies' continued use of
the most common defenses, dubbed
"control-enhancing mechanisms," such
as multiple voting rights and voting
right limitations, which are common in
markets ranging from France to Swe-
den. In his comments to lawmakers,
McCreevy said that shareholders
should use their existing voting rights
to push for better dialogue and en-
hanced transparency. But, he noted, a
further layer of EU action is "not the
right way to go,” given that existing
legislation now helps ensure transpar-
ency. McCreevy defended his rever-
sal on the one-share, one-vote prin-
ciple by citing the results of an EU-
commissioned study, published in
May, which found control-enhancing
mechanisms had little effect on a
company's financial performance and
governance.

The EC hasin recent yearsweighed
the merits of two distinct approaches
to concerns over control-enhancing
mechanisms. One has centered on the
so-called proportionality approach to
shareholder rights, underpinned by the

16  Corporate Governance Bulletin

one-share, one-vote principle, while
the other centers on the principle of
the freedom of contract, whereby com-
panies can choose the capital structure
they deem most appropriate, and inves-
tors can choose to invest or overlook
the stock.

The study examined 464 listed
European companies and the regul atory
framework in 16 EU jurisdictions as
well as Australia, Japan, and the United
States. The study found that control-
enhancing mechanisms are widely
availablein all those markets. That, the
report's authors say, suggeststhe prin-
ciple of freedom of contract is rooted
inall legal cultures. "The general con-
clusionisthat [the study] isabalanced
piece of work, which indeed sheds
some useful light on this complex sub-
ject," McCreevy told lawmakers.

But weeks later, investors would
hear a different assessment on take-
over defenses when, on Oct. 23, the
High Court ruled that Volkswagen,
Europe's biggest carmaker, could no
longer employ a47-year-old takeover
defensethat capped voting rightsat 20
percent regardless of a shareholder's
equity stake. The decision wasamajor
victory for investors and was lauded by
regulators as aboost to the nascent EU
Takeover Directive, which since 2004
has struggled to level the playing field
for defenses among member states.

Initsdecision, the court criticized
provisions of the so-called
"Volkswagen Law" that give the federa
government and State of Lower
Saxony--where Volkswagen is based--
the right to appoint two supervisory
board members, as well as an 80 per-
cent supermajority requirement re-
quired to pass proposals at sharehol der
meetings. Lower Saxony holdsroughly
20 percent of Volkswagen, while the
court noted that just 75 percent sup-
port isrequired for the passage of pro-
posals under German law.

The court dismissed arguments by
the German government to keep in
place protections for Volkswagen on
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the groundsthat failureto do so would
have social, regional, economic, and
industrial consequences, stating it was
unable to explain or demonstrate why
the law was necessary to protect work-
ersor minority shareholders. "By main-
taining in force the provisions of the
Volkswagen Law concerning the cap-
ping of voting rights ... the Federal
Republic of Germany hasfailed to ful-
fill its obligations," to allow for the
free movement of capital, the court
held. German justice ministry officials
said the government "regretted that the
court did not recognize [Berlin's] ar-
guments about protecting Germany as
abusinesslocation” but added the gov-
ernment would move quickly to rewrite
the law, the Financial Times reported.

The High Court again struck down
a national, defense-friendly law when
it ruled in December that authorities
in the Italian city of Milan could not
appoint amajority of energy company
AEM'sboard members. Thecity, which
held 51 percent of the company's out-
standing stock when it was listed in
1998, now holdsjust 33 percent of the
firm, the court noted in its decision.
"In that way they may exercise influ-
ence exceeding their levels of invest-
ment; that constitutes a restriction on
the movement of capital," the court
wrote. Regulators also are weighing
potential legal action against Hungary,
which recently adopted a law to pro-
tect its national energy champion,
Magyar Olgj-Es Gaz.

But while investors and capital
markets have signaled their approval of
the court's stance on such defenses,
regulatory action on shareholder de-
mocracy will not be forthcoming.
Speaking to members of Britain's
House of Lords on Dec. 6, McCreevy
reaffirmed his intent to take no action
on one-share, one vote. The net effect
may well mean a spike in shareholder
activism in 2008 to dismantl e takeover
defenses.

— Subodh Mishra
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Corporate Governance Bulletin Brings You the Inside Story . . .

Each quarterly issue of the Bulletin covers significant actions by both companies and institutional investors—and
spotlights relevant litigation and major policy developments in Congress and at regulatory agencies. You'll see each
proxy season’s most comprehensive checklist of shareholder proposals at more than 2,000 U.S. companies as well
as a full tally of what happened to those proposals—omissions, withdrawals, and voting results. The Bulletin also
keeps you updated on U.S. regulations affecting foreign proxies, shareholder rights developments in Japan and
Europe, voting by U.S. investors in non-U.S. markets, and the latest activist efforts pressing overseas corporations.

With an annual subscription to the Bulletin, you're prepared for all the challenges of proxy season and beyond:

* See vote tallies for every shareholder proposal.

» Learn the latest SEC actions impacting shareholder resolutions and executive compensation and other disclo-
sures.

» Find out — first — which proposals are “hot” in each proxy season.

* Know the proEIonents who are launching successful activist campaigns.

* Understand the issues and the governance changes corporations are adopting.

Copies of the Bulletin can be purchased via RiskMetrics Group’s online bookstore: http://www.riskmetrics.com/book-
storefindex.html
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ISS Governance Services' Checklist of
2007 Shareholder Resolutions

The following is a list of corporate governance shareholder proposals filed at 2,000 major U.S. corporations known to ISS
Governance Services as of Dec. 15, 2007. Included are proposals that have been challenged at the SEC on substantive
grounds, and proposals withdrawn after being filed. The "Status" column indicates the current status of the proposals or, if
available, the voting support. See the explanation of abbreviations, footnotes and SEC staff decisions at the end of the

Checklist.
Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
3M Co Establish outside director qualifications Rossi Family omitted # (1-6)
Link pay to performance UBCJA 37.1%
Eliminate supermajority provision Rossi Family omitted # (1-10)
Abbott Laboratories Repeal classified board Kessler, L. withdrawn # (1-10)
Link pay to performance UBCJA withdrawn
Separate chairman/CEO Cath. Healthcare West 15.7 %
Advisory vote on compensation UUA 41 % #it
ABX Air, Inc. - Approve/disclose/limit SERPs Ziebarth, W. 22.1%
Link pay to performance Teamsters 74 %
Activision, Inc. Commit to/report on board diversity United Methodist 10.5%
Advisory vote on compensation As You Sow Fdn. 69.6 % P)
Adobe Systems Inc. - Require equity awards to be held AFSCME 28.5 %
Aetna Inc. Majority vote to elect directors IBEW withdrawn
Nominate executive retiree to the board Aetna Retirees Associatio 3.7%
Adopt cumulative voting Davis, E. 18.3%
Affiliated Computer Services, Inc. Advisory vote on compensation AFSCME 24.6 % it
AFLAC Incorporated Advisory vote on compensation Boston CAM withdrawn
Alaska Air Group, Inc. Governance Authority Nieman, S. omitted #(1-3)
Vote on future poison pill Chevedden, J. 346 %
Adopt cumulative voting Stromberg, Brian 375%
Independent board chairman Hollister, B. 43.9%
Shareholders may call special meeting Dayton, T. 51 %
Shareholders recover proxy contest costs Davidge, W. 19%
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Allegheny Energy, Inc. Add performance criteria to equity-based Premoshis, James 51.7 % P)
awards
Majority vote to elect directors UBCJA 50.2 % ## (1-10) (P)
Majority vote to elect directors Medice, T. omitted #(1-11)
Separate chairman/CEO Chevedden, J. 155 %
Shareholders may call special meeting Lavely, R. 57.2% P)
Advisory vote on compensation Whalen, R. omitted # (1-3)
Alliant Energy Corp. Link pay to performance Sheet Metal Workers withdrawn
Allied Waste Industries, Inc. Majority vote to elect directors Teamsters 63.6 % P)
AltiGen Communications, Inc. Create Value Enhancement Committee Bermingham, Douglas omitted 31-7
Altria Group, Inc. Adopt cumulative voting Rossi Family 25.1%
AMB Property Corp. Link pay to performance UBCJA 39.6 %
Amerco Approve and affirm SAC contracts U-Haul Employees 83 % P)
American Express Co. - Approve/disclose/limit SERPs UBCJA withdrawn
Majority vote to elect directors Sheet Metal Workers withdrawn
Adopt cumulative voting Davis, E. 28.5 %
American International Group, Inc.  3/4 of Independent directors must approve Bebchuk, L. withdrawn (B)
executive compensation
Add performance criteria to equity-based Steiner, W. 25.9 %
awards
Advisory vote on compensation Mercy Investment withdrawn
Amgen, Inc. Majority vote to elect directors IBEW withdrawn
Repeal classified board Steiner, W. withdrawn
AMR Corp. Add performance criteria to equity-based Haddon, P. 7.9%
awards
Adopt cumulative voting Davis, E. 345%
Shareholders may call special meeting Chevedden, J. 53.9 % P)
Advisory vote on compensation Allied Pilots Association 39.3%
Analog Devices, Inc. Majority vote to elect directors UBCJA 38.8%
Award performance-based stock options Laborers 44 %
Reform option grant practices LongView withdrawn
Anheuser-Busch Companies, Inc. Majority vote to elect directors Steiner, W. omitted # (B-1)
Anthracite Capital, Inc. Cap executive pay Morse, R. omitted # (H-3)
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Apache Corp. Repeal classified board Kessler, L. withdrawn
Shareholders recover proxy contest costs AFSCME 13.9% ## (1-3)
Apple, Inc. - Require equity awards to be held AFSCME 38.3%
Majority vote to elect directors UBCJA withdrawn
Link pay to performance Teamsters 38.4 %
Reform option grant practices LongView 474 %
Advisory vote on compensation AFL-CIO 46.6 %
Archer-Daniels-Midland Company ~ Advisory vote on compensation Conn. Retirement Plans awaiting tally
Arkansas Best Corp. Repeal classified board LongView 63.8 % P)
Ashland Inc. Majority vote to elect directors CLPWA 43.6 %
Astronics Corp. Eliminate dual class stock Mclintyre, D. & A. 23.1%
AT&T Inc - Approve/disclose/limit SERPs UBCJA 321 %
Majority vote to elect directors Rossi Family omitted # (1-10)
Link pay to performance Laborers 31.9% # (1-2)
Cap executive pay Morse, M. omitted #(B-1)
Eliminate supermajority provision Chevedden, R. omitted # (1-10)
Shareholders may call special meeting Steiner, W. 65.6 % ## (P)
Advisory vote on compensation Brockman, Bruce 438 % it
Autodesk, Inc. Majority vote to elect directors UBCJA withdrawn
AutoNation, Inc. Shareholders may call special meeting Chevedden, J. 334 %
Avery Dennison Corp. Majority vote to elect directors UBCJA withdrawn
Avis Budget Group, Inc Combine CEO and President positions Rossi Family withdrawn #(1-1)
Avista Corporation Repeal classified board Osbort, John omitted # (1-10)
Avon Products, Inc. Majority vote to elect directors IBEW withdrawn
Link pay to performance UBCJA 274 %
Axcelis Technologies Inc Repeal classified board NYC funds 91.4 % P)
Baker Hughes Incorporated Eliminate supermajority provision Rossi Family omitted # (1-10)
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Bank of America Corp. Amend dividend reinvestment plan Murphy, Thomas omitted #(1-7)
Redeem or vote on poison pill Chevedden, J. not in proxy # (1-10)
Majority vote to elect directors UBCJA withdrawn
Change annual meeting Coleman, Frank omitted #(1-7)
Abolish stock options Davis, E. 3.9%
Independent board chairman Rossi Family 16.5%
Shareholders may call special meeting SEIU withdrawn
Shareholders may call special meeting Chevedden, R. withdrawn
Set board size Ramsey, J. 3% ##
Beazer Homes USA, Inc. Majority vote to elect directors Laborers withdrawn
Becton, Dickinson and Company Adopt cumulative voting Davis, E. 42.1%
Bed Bath & Beyond Inc. Increase efforts to diversify board Cath. Healthcare West withdrawn
Advisory vote on compensation AFSCME 35.6 %
Belo Corp. Repeal classified board NYC funds 271.7%
Bemis Company, Inc. Link executive pay to social criteria Du Pont Workers 11.1% # (1-7)
BJ Wholesale Club, Inc Majority vote to elect directors UBCJA not in proxy
Blockbuster, Inc. Eliminate dual class stock Deephaven Capital Mana 61.9 % P)
Advisory vote on compensation NYC funds 57.8 % (P)
Borders Group, Inc. Majority vote to elect directors Sheet Metal Workers withdrawn
Independent board chairman Chevedden, J. omitted # (1-10)
Separate chairman/CEO Chevedden, J. 39.4 %
Shareholders may call special meeting Steiner, W. 68.7 % P)
Borg-Warner, Inc. Majority vote to elect directors UBCJA 60.8 % P)
Boston Properties Inc. Repeal classified board Davis, E. 83 % P)
Boston Scientific Corp. - Require equity awards to be held AFSCME 21.9%
Bristol-Myers Squibb Co. Majority vote to elect directors Miller, C. withdrawn
3/4 of Independent directors must approve Bebchuk, L. withdrawn ## (1-10) (B)
executive compensation
Disclose executive compensation Davis, E. 8.7%
Adopt cumulative voting Steiner, W. 476 %
Recoup Unearned Mgt. Bonuses Steiner, K. 9.4 %
Advisory vote on compensation AFSCME withdrawn
Broadcom Corp. Reform option grant practices Teamsters 159 %
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Brocade Communications Systems No nominee who opposed supermajority Calpers omitted # (1-8)
elimination
Brooks Automation, Inc. Reform option grant practices LongView withdrawn
Burlington Northern Santa Fe Corp.  Majority vote to elect directors Teamsters withdrawn # (1-3)
Advisory vote on compensation Rossi Family omitted # (1-3)
CAnc 2/3 of Independent directors must approve Bebchuk, L. 34% (B)
CEO compensation
Cadence Design Systems, Inc. Majority vote to elect directors UBCJA 49.9 %
Capital One Financial Corp. Majority vote to elect directors UBCJA withdrawn
Advisory vote on compensation Marianists/St. Louis 38.1% it
Capital Senior Living Corp. Sell the company Mercury Real Estate 29.1% #(1-7)
Cardinal Health, Inc. Award performance-based stock options NYC funds awaiting tally
Advisory vote on compensation AFSCME awaiting tally
Caterpillar Inc. Majority vote to elect directors UBCJA 38.7% (B)
Repeal classified board Chevedden, J. omitted # (H-3)
Separate chairman/CEO Mercy Investment 15.6 %
Centerpoint Energy Inc. Repeal classified board Mathis, H. 69.6 % P)
Link pay to performance Sheet Metal Workers withdrawn
CenturyTel, Inc. Survey on executive pay as excessive, CWA 18.7 %
appropriate , too low
Chesapeake Corp. Link pay to performance NYC funds 11.7%
Study/sell company Karch Capital not in proxy # (B-1)
Chevron Corporation Establish outside director qualifications Kaplis, Hilda omitted #(C)
Eliminate supermajority provision Kessler, L. omitted # (1-10)
Separate chairman/CEO AFL-CIO 35.5%
Poison pill policy Bebchuk, L. 16.1 % (B)
Cincinnati Bell Inc. Survey on executive pay too high, low or CWA withdrawn #(1-11)
adequate
Reincorporation Sheet Metal Workers withdrawn
Advisory vote on compensation Calpers withdrawn
Cincinnati Financial Corp. Reincorporation UBCJA withdrawn
Cintas Corp. Majority vote to elect directors UBCJA awaiting tally
Independent board chairman Massachusetts Laborers' P awaiting tally (B)
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Cisco Systems, Inc. Link pay to performance UBCJA awaiting tally
Advisory vote on compensation CBIS awaiting tally
Citigroup Inc. Minimum vesting requirement Carlevaro, John G. awaiting tally
Majority vote to elect directors Mathis, H. withdrawn
Adopt cumulative voting Steiner, K. 18.2%
Independent board chairman Dee, R. 20.9 %
Cap executive pay Longino I1, George F. 25% (pre)
Shareholders may call special meeting Steiner, W. 62.4 % ## (B-1) (P)
Advisory vote on compensation AFSCME 46.2 %
Advisory vote on compensation Chevedden, R. omitted #(1-3)
Citizens Communications Co. Survey on executive pay as excessive, Smith, Michael omitted # (B-2)
appropriate, low
Citrix Systems, Inc. Majority vote to elect directors UBCJA awaiting tally
Clear Channel Communications, Vote on future golden parachutes LongView withdrawn
Inc.
Link pay to performance Sheet Metal Workers 42.6 %
Increase compensation committee NYC funds 52.1% P)
Independence
Advisory vote on compensation UUA 50 %
Coca-Cola Enterprises Inc. Vote on future golden parachutes Teamsters 30.6 %
Colgate-Palmolive Co. Majority vote to elect directors Rossi Family not in proxy
Link pay to performance UBCJA 36.8 %
Shareholders may call special meeting Steiner, W. 63.6 % P)
Comcast Corp. Report on compensation Granata, Joseph 4.7 % (B-1)
Redeem or vote on poison pill Kessler, L. withdrawn # (E-2)
Abolish stock options Davis, E. 21%
Independent board chairman Dee, R. 195 %
Eliminate dual class stock CWA 31.2%
Advisory vote on compensation Sponcer, John 6.8 %
Comerica Inc. Majority vote to elect directors UBCJA withdrawn
Community Health Systems, Inc. Link pay to performance Laborers withdrawn
Computer Sciences Corporation Commit to/report on board diversity Marianist Society 34.7%
ConocoPhillips Majority vote to elect directors UBCJA withdrawn (B)
Establish outside director qualifications Kay, Sydney 5.9%
Consolidated Edison, Inc. Disclose executive compensation Davis, E. 141 %
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Constellation Energy Group, Inc. Repeal classified board IBEW withdrawn
Continental Airlines, Inc. Add performance criteria to equity-based Chevedden, J. 6.9 %
awards
Convergys Corp. Reincorporate to U.S. state UBCJA 59.5 % P)
Cooper Tire & Rubber Co. Majority vote to elect directors NYC funds withdrawn
Vote on future golden parachutes IBEW withdrawn
Corning Inc. Repeal classified board Steiner, K. 73.3% P)
Link pay to performance UBCJA withdrawn
Countrywide Financial Corp. Advisory vote on compensation AFSCME 34.7%
Crawford & Co. Sell the company Steiner, W. 79%
Credence Systems Corp. Link pay to performance NYCERS 55.1 % P)
Crown Holdings, Inc. Cap executive pay Morse, R. 2.8% ## (B-1)
CSX Corp. Majority vote to elect directors Teamsters 57 % P)
Vote on future golden parachutes IBEW 61.5 % P)
Cap executive pay Morse, M. 9.2%
Shareholders may call special meeting Rossi Family 69.6 % P)
Cummins , Inc. Majority vote to elect directors UBCJA withdrawn
Cumulus Media Inc. Repeal classified board NYC funds 99.4 % P)
CVS Caremark Corp Majority vote to elect directors UBCJA withdrawn
Cap executive pay Shore, Barrie 4.8 %
Hire independent compensation consultant LongView 448 %
Separate chairman/CEO Steiner, W. 52.7 % P)
Reform option grant practices LongView 48.4 %
D.R. Horton, Inc. Majority vote to elect directors Laborers 419 %
Danaher Corp. - Require equity awards to be held AFSCME 21.1%
Deere & Co. Majority vote to elect directors UBCJA withdrawn
Dell Inc. Minimum stock ownership by executives AFSCME awaiting tally
Declare Quarterly Dividend bush, L. awaiting tally
Developers Diversified Realty Corp.  Reincorporation UBCJA withdrawn
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Devon Energy Corp. - Approve/disclose/limit SERPs UBCJA withdrawn
Dollar Tree Stores, Inc. Eliminate supermajority provision Calpers 775 % P)
Dominion Resources, Inc. Majority vote to elect directors UBCJA withdrawn
Dover Corporation Majority vote to elect directors UBCJA withdrawn
Dow Jones & Co., Inc. Independent board chairman |IAPE 121 %
Separate chairman/CEO IAPE awaiting tally
DPL Inc. Reincorporate from Ohio to Delaware UBCJA 32.6 % ## (1-3)
Link pay to performance Moberly, D. 20.3% +(I-1)
DTE Energy Co. Ratify last years pay Harrison, James withdrawn
Hire independent compensation consultant Laborers withdrawn
Dynegy, Inc. Link pay to performance Massachusetts Laborers' P 16.5 % P)
E.W. Scripps Co. (The) Survey on executive pay as excessive, CWA omitted # (B-1)
appropriate or too low
Eastman Chemical Co. - Approve/disclose/limit SERPs UBCJA 26.4 % #Hit
Redeem or vote on poison pill Chevedden, R. withdrawn
Eastman Kodak Co. Cap executive pay Morse, R. not in proxy ## (1-3)
Eaton Corporation Link pay to performance UBCJA withdrawn
Edison International Award performance-based stock options Chevedden, J. 43.1%
El Paso Corp Shareholders may call special meeting Rossi Family 68.6 % P)
Poison pill policy Bebchuk, L. 9.1% (B)
Electronic Data Systems Corp. Majority vote to elect directors Chevedden, R. withdrawn
Shareholders may call special meeting Rossi Family 59.1 % P)
Eli Lilly and Co. Allow shareholders to amend bylaws (by Calpers 48.8 %
majority vote)
Majority vote to elect directors UBCJA withdrawn
Eliminate supermajority provision Steiner, W. 62.6 % P)
Separate chairman/CEO Adrian Dominican Srs. 31.9%
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
EMC Corp. Establish independent audit committee NYC funds 15 % ## (C)
Majority vote to elect directors Laborers 429 %
Link pay to performance UBCJA 8.2%
Eliminate supermajority provision Steiner, W. 83.2% P)
Advisory vote on compensation Calpers withdrawn
Emmis Communications Corp. One vote per share Martin Capital Manageme 24.4 %
Energy East Corporation Advisory vote on compensation Rossi Family omitted # (1-3)
Entergy Corp. Majority vote to elect directors Sheet Metal Workers withdrawn (B)
Cap executive pay Morse, R. 4.6 % +
Advisory vote on compensation Rossi Family omitted #(1-3)
Equitable Resources, Inc. Link pay to performance Sheet Metal Workers 13.1%
Equity Residential Majority vote to elect directors UBCJA 474 %
Exelon Corp. Vote on future golden parachutes IBEW 36.2 %
Repeal classified board SEIU withdrawn
Cap executive pay Bastian, G. omitted #(1-7)
Express Scripts, Inc. Reform option grant practices LongView withdrawn
Exxon Mobil Corp. List titles on notice page Sifferman, T. omitted #(1-7)
2/3 of Independent directors must approve Bebchuk, L. 71% (B)
executive compensation
Link executive pay to social criteria Northstar 116 %
Adopt cumulative voting Rossi Family 31.9% #i# (B-1)
Independent board chairman RAM Trust 40 %
Cap executive pay Morse, R. 51%
Hire independent compensation consultant AFL-CIO not filed
Shareholders may call special meeting Steiner, K. 47.7 % ## (B-1)
Declare annual dividend Dill, Jonathan 5.7% #Hit
Recoup Unearned Mgt. Bonuses Steiner, W. 472 % ## (1-10)
Advisory vote on compensation Needmor 41.3%

F5 Networks, Inc.

Link pay to performance

Sheet Metal Workers

mtg cancelled

Fannie Mae Adopt cumulative voting Davis, E. awaiting tally
Advisory vote on compensation AFSCME awaiting tally
FedEx Corporation Separate chairman/CEO Teamsters awaiting tally
Advisory vote on compensation Chevedden, J. awaiting tally
Feldman Mall Properties, Inc. Sell the company Mercury Real Estate 12/28/2007
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Fifth Third Bancorp Maximize shareholder value Silverman, Howard omitted #(1-7)
Recoup Unearned Mgt. Bonuses Calpers withdrawn
First American Corp. - Approve/disclose/limit SERPs UBCJA withdrawn
First Mariner Bancorp Separate chairman/CEO Maas, J. 37.8%
FirstEnergy Corporation Reincorporate from Ohio to Delaware Sheet Metal Workers 349 %
Majority vote shareholder committee IBEW 40.1%
Fiserv, Inc. Majority vote to elect directors UBCJA withdrawn
Fluor Corp. Majority vote to elect directors Sheet Metal Workers withdrawn
Fonar Corp. Cap executive pay Morse, R. 3.9%
Ford Motor Company Add performance criteria to equity-based Chevedden, J. 9%
awards
Disclose executive compensation Davis, E. 9.8%
Link executive pay to environmental criteria Wilson, Frederick P. omitted #(1-12)
Limit option awards Van Driessche, Orlen withdrawn # (E-2)
Shareholders may call special meeting Leeds, J. 19.8 %
Eliminate dual class stock Chevedden, R. &. V. 2715 %
Fortune Brands, Inc. Repeal classified board Rossi Family 68.2 % P)
Link pay to performance UBCJA 322 %
Gannett Co., Inc. Repeal classified board Davis, E. not in proxy
Independent board chairman Teamsters 28.6 %
Gencorp Inc. Reincorporation Sheet Metal Workers withdrawn
General Dynamics Corp. Link pay to performance IBEW 29.1%
Award performance-based stock options Chevedden, J. 28.1%
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
General Electric Co. Eliminate Dividend Equivalents CWA 32%
Report on compensation differential Freeda, William 8.5% it
Defend accuracy of certifications Holmes, Sandra omitted # (1-4)
Compensaton in stock Kreilein, Myron omitted # (B-1)
Majority vote to elect directors UBCJA withdrawn
Eliminate corporate jet Wilson, James omitted #(1-7)
Survey on executive pay as excessive, CWA omitted #(1-1)
appropriate or too low
Adopt cumulative voting Davis, E. 324 %
Independent board chairman Quirini, H. 30.8 %
COLA for pensions Balyszak, William omitted #
Hire independent compensation consultant AFL-CIO withdrawn
Limit number of directorships Steiner, W. 35.1%
Nominate non-executive retiree to board Mahar, K. 43 %
General Motors Corp. Add performance criteria to equity-based Donahue, Donald & Ina 21.8%
awards
Disclose executive compensation Davis, E. withdrawn
Vote on future poison pill Rossi Family 19.1%
Adopt cumulative voting Chevedden, R. 26.9 %
Cap executive pay Morse, R. omitted #(B-2)
Eliminate supermajority provision Kessler, L. 18.2%
Limit number of directorships Seidenberg, M. 4.6 %
Shareholders may call special meeting Lindaros, James 425 %
Set board size Lauve, J. 3.8%
Recoup Unearned Mgt. Bonuses Chevedden, J. 121 %
Advisory vote on compensation Koloski, Philip omitted # (B-2)
Genuine Parts Co. Eliminate supermajority provision Rossi Family withdrawn
Genzyme Corp. Majority vote to elect directors AFSCME withdrawn ## (B)
Majority vote to elect directors UBCJA withdrawn
Vote on future golden parachutes AFL-CIO 375% # (1-9)
Majority vote shareholder committee IBEW withdrawn
Gilead Sciences, Inc. Majority vote to elect directors UBCJA withdrawn
Goodrich Corporation Link pay to performance IBEW 354 %
H&R Block, Inc. Independent board chairman AFL-CIO September
Halliburton Co. Director liability Harrington Investments withdrawn
Vote on future golden parachutes LongView withdrawn # (1-10) (B)
Vote on future poison pill Bebchuk, L. 215% (B)
Harrah's Entertainment, Inc. Majority vote to elect directors Sheet Metal Workers withdrawn

Corporate Governance Bulletin - December 2007

Page 29



Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
HCP Inc. Link pay to performance UBCJA 354 %
Hearst-Argyle Television, Inc. Sell the company Marathon Ptners 9%
HESS CORP Repeal classified board AFSCME 81.7% (P)
Hewlett-Packard Co. Majority vote to elect directors UBCJA withdrawn
Report on Sarbanes Oxley costs Action Fund Mgt. not in proxy
Vote on future poison pill Rossi Family 734 % P)
Link pay to performance Steiner, W. 53.8% P)
Separate chairman/CEO Mathis, H. 17.3%
Equal access to proxy AFSCME 43 % #(B)
Home Depot, Inc. - Approve/disclose/limit SERPs Laborers 43.6 %
Add performance criteria to equity-based Mathis, H. 322%
awards
2/3 of Independent directors must approve Bebchuk, L. withdrawn (B)
executive compensation
- Require equity awards to be held IBEW withdrawn
Director equity holding requirement Kay, Sydney omitted +(I-1)
2 nominees for each board seat Scheffler, Ann omitted #(1-3)
Vote on future poison pill Chevedden, J. 271 % ## (1-10)
Independent board chairman AFSCME 33.7% (B)
Independent board chairman Steiner, W. withdrawn (B)
Link pay to performance UBCJA 36.9 %
Maximize shareholder value Relational Investors withdrawn
Hire independent compensation consultant AFL-CIO withdrawn
Recoup Unearned Mgt. Bonuses Steiner, K. 21.6 %
Advisory vote on compensation NYC funds 432 %
Honeywell International, Inc. Six Sigma Webb, Tom 72%
Redeem or vote on poison pill Chevedden, J. omitted # (1-10)
Majority vote to elect directors AFSCME withdrawn (B)
Shareholders may call special meeting Kreutzer, J. 74.2% P)
Award performance-based stock options Miller, C. 43.3%
Increase board independence SEIU omitted # (1-10)
Recoup Unearned Mgt. Bonuses Steiner, W. 242 %
Hovnanian Enterprises, Inc. Eliminate dual class stock LongView 1.8%
Humana Inc. Majority vote to elect directors Sheet Metal Workers withdrawn
IMS Health Inc. Repeal classified board Rossi Family 75.8 % P)
Ingersoll-Rand Company Limited Advisory vote on compensation AFSCME 56.7 % P
Advisory vote on compensation AFSCME pending
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Ingles Markets, Inc. Minimum director stock ownership Mullet, Carol 19%
Intel Corp. Cap executive pay Morse, R. 4.7 % #it
International Business Machines Evaluate Age Discrimination in Retirement Leas, J. 115%
Corp. Plans
Majority vote to elect directors UBCJA 51.1% P)
Disclose executive compensation Krueger, J. omitted # (E-2)
Adopt cumulative voting Davis, E. 43 %
Independent board chairman Foster, E. omitted #(B-2)
Link pay to performance Laborers omitted # (E-2)
Cap executive pay Morse, R. not in proxy # (1-3)
Eliminate supermajority provision Rossi Family omitted # (1-10)
Pension fund surplus reporting McGreevy, Jr., William 428 %
International Paper Co. Majority vote to elect directors Teamsters 85.5 % ## (1-10) (P)
Establish outside director qualifications Calpers withdrawn #(1-2)
Repeal classified board Steiner, W. omitted # (B-1)
Invacare Corp. Repeal classified board NYC funds 49 %
J. C. Penney Co., Inc (HLDG CO) Majority vote to elect directors Sheet Metal Workers 56.8 % P)
Vote on future golden parachutes Bricklayers 75 % P)
Johnson & Johnson - Approve/disclose/limit SERPs UBCJA 329%
Majority vote to elect directors Sheet Metal Workers 448 %
Advisory vote on compensation Steiner, W. omitted #(1-3)
Jones Apparel Group, Inc. Majority vote to elect directors UBCJA withdrawn
Advisory vote on compensation Calvert 48.4 %
JPMorgan Chase & Co. Performance based restricted stock awards AFSCME 42.1%
Majority vote to elect directors Steiner, K. 472 %
Abolish stock options Davis, E. 5.3%
Adopt cumulative voting Rossi Family 37 %
Independent board chairman Dee, R. 15.6 %
Award performance-based stock options Steiner, W. omitted #(1-11)
Advisory vote on compensation Needmor 40.6 %
Advisory vote on compensation Chevedden, R. withdrawn
KB Home Add performance criteria to equity-based AFL-CIO 54.6 % P)
awards
- Require equity awards to be held IBEW 13.3%
Vote on future golden parachutes Bricklayers 85.6 % P)
Kellogg Co. Majority vote to elect directors Sheet Metal Workers 31.2%
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Kellwood Co. Repeal classified board Calpers 89.1% P)
Eliminate supermajority provision Calpers withdrawn

KeyCorp Repeal classified board Armstrong, G. 64.5 % P)

Kimberly-Clark Corp. Majority vote to elect directors UBCJA withdrawn

Kohl's Corp. Majority vote to elect directors UBCJA 20.6 %

Krispy Kreme Doughnuts Inc. Repeal classified board Courage Special Situation 70.5 % (B)

Layne Christensen Co. Spin off division North Star Partners LP 7%

LeapFrog Enterprises, Inc. Maximize shareholder value Steiner, W. 0.2%

Lear Corporation Majority vote to elect directors NYC funds 66.5 % P)
Repeal classified board Chevedden, J. omitted # (1-10)

Legg Mason, Inc. Independent board chairman IBEW 52.5 % P)

Lehman Brothers Holdings Inc. Majority vote to elect directors UBCJA withdrawn (B)
Report on Sarbanes-Oxley costs Action Fund Mgt. omitted # (1-10)

Lennar Corp. Link pay to performance Laborers 9.5%

Level 3 Communications, Inc. Eliminate supermajority provision Calpers 58.2 % P)

Lexmark International, Inc. Majority vote to elect directors NYC funds withdrawn

LifePoint Hospitals, Inc.

Repeal classified board

Accipiter Life Sciences F

not presented

Limited Brands Repeal classified board AFSCME awaiting tally

Lincare Holdings, Inc. Increase efforts to diversify board Calvert 31.6%

Liz Claiborne, Inc. Majority vote to elect directors UBCJA 447 %

Lockheed Martin Corp. Disclose executive compensation Davis, E. 7%

Advisory vote on compensation Chevedden, J. 42.1%

Loews Corp. Adopt cumulative voting Davis, E. 16.2 %
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Lowe's Companies, Inc. Vote on future golden parachutes LongView 29.3%
Establish outside director qualifications Kay, Sydney 22% # (1-6)
Adopt cumulative voting Davis, E. not in proxy
Repeal classified board AFL-CIO withdrawn
Repeal classified board Chevedden, J. 728 % P)
Link pay to performance Laborers 22.8 %
LSI Corp Majority vote to elect directors UBCJA 57.3% P)
Luby's, Inc. Repeal classified board Mathis, H. 443 %
Macrovision Corp. Reform option grant practices LongView withdrawn
Macy's Inc Entitle shareholders to a paper stock Davis, E. not in proxy
certificate
Manor Care, Inc. Majority vote to elect directors UBCJA withdrawn
Marathon Oil Corp Eliminate supermajority provision Rossi Family omitted # (1-10)
Markel Corp. Increase efforts to diversify board Calvert withdrawn
Marriott International Inc. Adopt cumulative voting Bricklayers withdrawn
Marsh & McLennan Companies, Majority vote to elect directors UBCJA withdrawn (B)
Inc.
Vote on future golden parachutes Calpers withdrawn
Marshall & llsley Corp. Link pay to performance UBCJA withdrawn
Martek Biosciences Corp. Repeal classified board LongView withdrawn
Masco Corp. Majority vote to elect directors Laborers withdrawn
Link pay to performance UBCJA withdrawn
Mattel, Inc. Majority vote to elect directors Sheet Metal Workers withdrawn
Link pay to performance UBCJA 473 %
Cap executive pay Morse, R. 15%
Separate chairman/CEO Chevedden, J. 22%
McAfee, Inc. Reform option grant practices LongView May
MeadWestvaco Corp. Redeem or vote on poison pill Steiner, W. 79.3% P)
Majority vote to elect directors UBCJA 48.5 %
Merck & Co., Inc. Eliminate supermajority provision Steiner, W. withdrawn
Advisory vote on compensation AFL-CIO 49.2 %
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Merrill Lynch & Co., Inc. Add performance criteria to equity-based AFL-CIO 39.5%
awards
Report on Sarbanes-Oxley costs Action Fund Mgt. omitted #(1-7)
Report on Sarbanes-Oxley costs Action Fund Mgt. omitted #(1-7)
Adopt cumulative voting Davis, E. 38.2%
Advisory vote on compensation AFSCME 45.6 %
Millennium Pharmaceuticals, Inc. Link pay to performance UBCJA withdrawn
Millipore Corp. Link pay to performance UBCJA withdrawn
Molson Coors Brewing Co Eliminate dual class stock Teamsters withdrawn # (B-1)
Monsanto Co. Separate chairman/CEO School Srs./Notre Dame 13.7%
Moody's Corporation Repeal classified board Rossi Family 49.6 %
Morgan Stanley Report on Sarbanes-Oxley costs Action Fund Mgt. omitted #(1-7)
Majority vote to elect directors Laborers withdrawn
Link pay to performance Sheet Metal Workers withdrawn
Eliminate supermajority provision Rossi Family 59.7 % P)
Advisory vote on compensation AFSCME 39.2%
Nabi Biopharmaceuticals Allow Third Point to fill board vacancies Third Point Management withdrawn
National Fuel Gas Co. Restrict director compensation Belfield, R. 7.7%
Nationwide Financial Services, Inc. ~ Majority vote to elect directors UBCJA withdrawn
Neurocrine Biosciences, Inc. Repeal classified board NYC funds 54.6 % P)
Newell Rubbermaid Inc. Majority vote to elect directors UBCJA 75.6 % P)
Eliminate supermajority provision Steiner, W. 81.5% P)
Newmont Mining Corp. Separate chairman/CEO Rossi Family 51.9 % P)
News Corporation Repeal classified board Davis, E. awaiting tally
Eliminate dual class stock Mayne, Stephen awaiting tally
Nicor Inc. Eliminate supermajority provision Rossi Family 66.5 % P)
NiSource Inc. Majority vote to elect directors Laborers withdrawn
Redeem or vote on poison pill Chevedden, R. withdrawn
Noble Energy, Inc. Separate chairman/CEO Stromberg, Brian 243 %
Norfolk Southern Corp. - Approve/disclose/limit SERPs UBCJA withdrawn
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Northrop Grumman Corp. Majority vote to elect directors Sheet Metal Workers withdrawn
Independent board chairman Chevedden, J. 152 %
Shareholders may call special meeting Barthel, G. omitted #(1-2)
Advisory vote on compensation SEIU 38.1% # (1-3)
Novell, Inc. Majority vote to elect directors UBCJA withdrawn
Novellus Systems, Inc. Majority vote to elect directors UBCJA withdrawn
NSTAR Record keeping Crapo, J. omitted #(1-3)
Nucor Corp. Majority vote to elect directors UBCJA 441 %
NVR, Inc. Majority vote to elect directors Laborers withdrawn
NYSE Euronext Entitle shareholders to a paper stock Davis, E. omitted #(1-7)
certificate
O Charleys Inc. Repeal classified board NYC funds 90.4 % P)
Occidental Petroleum Corp. Add performance criteria to equity-based Rossi Family 29.8 %
awards
Advisory vote on compensation Needmor 48.4 %
OfficeMax Incorporated Majority vote shareholder committee IBEW 51.4 % P)
Omnicare, Inc. Link pay to performance UBCJA withdrawn
ONEOK, Inc. Separate chairman/CEO Lloyd Noble Il Trust 228 %
Paccar Inc. Majority vote to elect directors UBCJA 419 %
Redeem or vote on poison pill Chevedden, J. 43.6 %
Par Pharmaceutical Cos., Inc. Link pay to performance Sheet Metal Workers awaiting tally
Link pay to performance NYC funds withdrawn
Advisory vote on compensation NYC funds 56.8 % (pre)
Peabody Energy Corp. Majority vote to elect directors Sheet Metal Workers withdrawn (B)
Repeal classified board AFL-CIO 79.8 % (P) (B)
Majority vote shareholder committee SEIU withdrawn
PepsiAmericas, Inc. Majority vote to elect directors Teamsters withdrawn
PerkinElmer, Inc. Majority vote to elect directors UBCJA withdrawn
Link pay to performance IBEW 428 %
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Pfizer Inc. Abolish stock options Davis, E. omitted #(1-7)
Establish outside director qualifications Kay, Sydney 4.2%
Adopt cumulative voting Rossi Family 42.3%
Advisory vote on compensation Steiner, W. withdrawn
PG&E Corp. Add performance criteria to equity-based Chevedden, R. 9.7%
awards
Adopt cumulative voting Levine, S. 48.9 %
Advisory vote on compensation Rossi Family omitted #(1-3)
Pier 1 Imports, Inc Link pay to performance NYC funds 25.6 %
Pinnacle West Capital Corp. Repeal classified board Rossi Family withdrawn
Piper Jaffray Cos Repeal classified board Armstrong, G. omitted # (1-10)
Plains Exploration & Production Co  Increase efforts to diversify board Calvert withdrawn
Plum Creek Timber Company, Inc. Majority vote to elect directors UBCJA withdrawn
Link pay to performance Sheet Metal Workers 9.7 %
PNC Financial Services Group, Inc.  Redeem or vote on poison pill Kessler, L. withdrawn
PPG Industries, Inc. Majority vote to elect directors UBCJA withdrawn
Vote on future golden parachutes IBEW 68.7 % P)
PPL Corp. Eliminate supermajority provision Rossi Family 70.9 % P)
Praxair, Inc. Majority vote to elect directors Sheet Metal Workers 76.3 % P)
Vote on poison pill Rossi Family 19.7 % #i#
Progress Energy, Inc. Vote on future golden parachutes IBEW withdrawn
Progress Software Corp. Link pay to performance Teamsters 45 %
Reform option grant practices LongView withdrawn
Prudential Financial Inc Approve executive compensation Carrington, W. omitted # (1-3)
Advisory vote on compensation SEIU withdrawn
Puget Energy, Inc. Majority vote to elect directors UBCJA withdrawn
Pulte Homes Inc. Majority vote to elect directors Sheet Metal Workers 474 %
Repeal classified board Bricklayers 61.3% P)
Award performance-based stock options Laborers 448 %
Majority vote shareholder committee AFL-CIO 224 %
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Qwest Communications - Approve/disclose/limit SERPs Floyd, H. 31%
International Inc.

Add performance criteria to equity-based Graham, P. 175%

awards

Separate chairman/CEO Armstrong, G. 17.6 %

Advisory vote on compensation AFSCME 22.8% # (1-3)
R. R. Donnelley & Sons Co. Majority vote to elect directors UBCJA withdrawn

Repeal classified board Steiner, W. 25.1%
R.H. Donnelley Corp. Repeal classified board Rossi Family 79.1% (P) (pre)
Radian Group Inc. - Approve/disclose/limit SERPs UBCJA withdrawn
Radioshack Corp. Shareholders may call special meeting Steiner, W. 71.8 % P)
Raytheon Co. - Approve/disclose/limit SERPs AFL-CIO 50.2 %

Adopt cumulative voting Chevedden, J. 42.3%

Separate chairman/CEO Chevedden, R. 147 %
Reliant Energy Inc. Equal access to proxy Seneca Capital withdrawn # (H-3)
Research Frontiers Inc. Set board size Kupfer, Barry 275 %
Rigel Pharmaceuticals, Inc Majority vote to elect directors NYC funds withdrawn
Rite Aid Corp. Majority vote to elect directors UBCJA not in proxy
Roper Industries, Inc. Increase efforts to diversify board Calvert withdrawn
SAFECO Corp. Majority vote to elect directors UBCJA 45 %
Safeway Inc. Adopt cumulative voting Davis, E. 36.9 %

Independent board chairman Bricklayers 138 %

Advisory vote on compensation Rossi Family omitted #(1-3)
Saks Incorporated Adopt cumulative voting Davis, E. 31.6 %
Sandisk Corp. Add performance criteria to equity-based AFL-CIO 44.7 %

awards
Sanmina-SCI Corp. Independent board chairman Calpers withdrawn

Reform option grant practices LongView withdrawn
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Sara Lee Corp. Report on SEC shareholder proposal rules Crapo, J. not applicable
Allow shareholders to amend bylaws by Calpers 80.6 % P)
majority vote
Hire independent compensation consultant AFL-CIO withdrawn
Advisory vote on compensation AFSCME 48.5 %
Schering-Plough Corp. Add performance criteria to equity-based Steiner, W. 29.6 % ## (1-7)
awards
Redeem or vote on poison pill Steiner, K. omitted # (1-10)
Majority vote to elect directors Sheet Metal Workers withdrawn
Eliminate supermajority provision Rossi Family withdrawn
Advisory vote on compensation SEIU withdrawn
Sempra Energy Majority vote to elect directors Laborers 63.6 % P)
Majority vote to elect directors Rossi Family omitted # (1-11)
- Approve/disclose/limit SERPs UBCJA 23.7%
Eliminate supermajority provision Chevedden, R. 73.8 % P)
Criteria for stock split Gety, George & Sylvia omitted # (B-1)
Semtech Corp. Reform option grant practices LongView withdrawn
Sierra Pacific Resources Repeal classified board Rossi Family 61.9 % P)
Simon Property Group, Inc. Vote on future golden parachutes Bricklayers 55.4 % P)
Link pay to performance Massachusetts Laborers' P 30.5 %
Increase board independence Laborers not in proxy
Advisory vote on compensation IBEW 41.8 %
Six Flags, Inc. Increase efforts to diversify board GBPUMC withdrawn
SLM Corporation Majority vote to elect directors UBCJA withdrawn
Smithfield Foods, Inc. Shareholder approval of merger with stock LongView awaiting tally
issuance
Smurfit - Stone Container Corp. Cap executive pay Morse, R. omitted #(B-1)
Source Interlink Companies, Inc Pay cash dividend Lederley, Jonathan omitted # (1-13)
Southwest Airlines Co. Eliminate supermajority provision Chevedden, J. 13%
Sovereign Bancorp, Inc. Repeal classified board Calpers withdrawn
Spectrum Brands Inc Repeal classified board NYC funds 33.3%
Sprint Nextel Corp Majority vote to elect directors AFL-CIO withdrawn
Advisory vote on compensation SEIU 39.6 %
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Staples, Inc. Majority vote to elect directors UBCJA withdrawn
Eliminate supermajority provision Chevedden, J. 79.5% P)
State Street Corp. (Boston) Independent board chairman Jorstad, P. omitted # (1-6) (B)
Stratus Properties Inc. Repeal classified board Mathis, H. 63.3 % P)
Stryker Corp. Add performance criteria to equity-based AFL-CIO 25.5%
awards
Sun Microsystems, Inc. Eliminate supermajority provision Steiner, K. awaiting tally
Advisory vote on compensation AFSCME awaiting tally
Sunrise Senior Living Inc. Recoup Unearned Mgt. Bonuses LongView May
SunTrust Banks, Inc. Majority vote to elect directors UBCJA 51 % P)
Repeal classified board AFSCME withdrawn
Superior Industries International, Majority vote to elect directors NYC funds 40.8 %
Inc.
Symantec Corp. Advisory vote on compensation Herrick, Barbara 48.6 %
Take-Two Interactive Software, Inc.  Link executive pay to social criteria Srs. St. Joseph Nazareth 10.6 %
Target Corporation Majority vote to elect directors AFL-CIO withdrawn
Award performance-based stock options AFL-CIO withdrawn
Taubman Centers, Inc. Repeal classified board SEIU 55.6 %
Tenet Healthcare Corp. Link pay to performance NYC funds not in proxy
Teradyne, Inc. Majority vote to elect directors NYC funds withdrawn
Textron Inc. Majority vote to elect directors UBCJA withdrawn
The Allstate Corp. Majority vote to elect directors Laborers withdrawn
Eliminate supermajority provision Rossi Family withdrawn
The Bank Of New York Mellon Adopt cumulative voting Davis, E. 37.7%
Corp.
Eliminate supermajority provision Steiner, W. 70.1% P)
Advisory vote on compensation AFSCME 44.8 %
Advisory vote on compensation Convent of Mary Reparatr 448 %
The Bear Stearns Companies Inc. Report on Sarbanes-Oxley costs Action Fund Mgt. omitted #
Link pay to performance UBCJA 32%
Advisory vote on compensation Kessler, L. omitted #(1-3)
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The Black & Decker Corp. Link pay to performance UBCJA 395 %
The Boeing Co. Add performance criteria to equity-based Watt, D. 32.3%
awards
Majority vote to elect directors UBCJA withdrawn
Vote on future poison pill Chevedden, J. 25.6 % ## (1-10)
Independent board chairman Finnegan, T. 195 %
Recoup Unearned Mgt. Bonuses Olsen, E. 18.4 %
Advisory vote on compensation Chevedden, R. 42.3%
The Charles Schwah Corp. Majority vote to elect directors Sheet Metal Workers 48.9 % (B)
The Chubb Corp. Majority vote to elect directors UBCJA withdrawn
The Coca-Cola Company Add performance criteria to equity-based Shepherd, E. 31.9%
awards
Cap executive pay Morse, M. not presented #Hit
Advisory vote on compensation Benedictine Srs. 30.4 %
The Dow Chemical Company Eliminate supermajority provision Rossi Family omitted # (1-10)
The Goldman Sachs Group, Inc. Majority vote to elect directors Sheet Metal Workers withdrawn
The Goodyear Tire & Rubber Co. - Approve/disclose/limit SERPs UBCJA 51.7 %
Reincorporation Sheet Metal Workers withdrawn
Link pay to performance IBEW 37.8%
Eliminate supermajority provision Rossi Family 66.8 % P)
The Interpublic Group of Eliminate supermajority provision Steiner, K. withdrawn
Companies, Inc.
Separate chairman/CEO Steiner, W. 11.7%
Shareholders may call special meeting Steiner, K. 43.3%
The Kroger Co. Reincorporation UBCJA not in proxy
The Lubrizol Corp. Reincorporation UBCJA withdrawn
The Macerich Co. Repeal classified board SEIU 90.1 % P)
The McGraw-Hill Companies, Inc. Repeal classified board Rossi Family 77.6 % P)
Eliminate supermajority provision Steiner, K. 74.7 % # (B-2) (P)
The New York Times Co. Separate chairman/CEO Morgan Stanley Investme omitted # (B-1)
Eliminate dual class stock Morgan Stanley Investme omitted # (B-1)
The Pep Boys - Manny, Moe & Jack  Vote on future poison pill Chevedden, J. 62 % P)
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The Pepsi Bottling Group, Inc. Majority vote to elect directors LongView withdrawn #it
The Procter & Gamble Company Abolish stock options Davis, E. 3.8%
The Progressive Corp. Link pay to performance UBCJA withdrawn
The Ryland Group, Inc. - Approve/disclose/limit SERPs Laborers withdrawn
The Shaw Group Inc. Vote on future golden parachutes Calpers 65.5 % (B)
The Sherwin-Williams Co. Reincorporation Sheet Metal Workers withdrawn
The Stanley Works Repeal classified board Conn. Retirement Plans 79.2 % P)
The TJX Companies, Inc. Majority vote to elect directors UBCJA 46.1%
The Travelers Companies, Inc. Majority vote to elect directors UBCJA withdrawn
The Walt Disney Company Adopt antigreenmail provision Davis, E. 15%
Majority vote to elect directors Sheet Metal Workers withdrawn +
Redeem/vote on future poison pill Bebchuk, L. 58.3 %
The Williams Companies, Inc. - Approve/disclose/limit SERPs UBCJA withdrawn
Thermo Fisher Scientific Inc Majority vote to elect directors UBCJA withdrawn (B)
Thermogenesis Corp. Majority vote to elect directors Purnell, Walter awaiting tally
Tiffany & Co. Shareholders may call special meeting Steiner, W. omitted #(1-2)
Time Warner Inc Independent board chairman CBIS 16 %
Eliminate supermajority provision Steiner, W. 79.3% P)
Separate chairman/CEO Basilian Fathers/Toronto withdrawn
Separate chairman/CEO Conn. Retirement Plans withdrawn
Restore right to call a special meeting Steiner, K. 64.8 % P)
Poison pill policy Bebchuk, L. % For=3.6 (B)
Advisory vote on compensation IBEW 40.6 %
Timken Co. (The) Reincorporation UBCJA withdrawn
Tollgrade Communications, Inc. Repeal classified board LongView withdrawn
Torchmark Corp. Increase efforts to diversify board Christus Health 8.2%
TOUSA Inc Link pay to performance Laborers awaiting tally
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Tribune Co. Repeal classified board Davis, E. 59.7 % P)
Independent board chairman Teamsters not in proxy
Tyco International Ltd. Advisory vote on compensation AFSCME withdrawn
U.S. Bancorp - Approve/disclose/limit SERPs UBCJA 31.8%
Advisory vote on compensation AFSCME 429 %
UCBH Holdings, Inc. Repeal classified board Armstrong, G. 89.8 % P)
Ultratech Inc. Repeal classified board NYC funds final vote
Union Pacific Corp. Majority vote to elect directors Sheet Metal Workers 50.3 % P)
Unisys Corp. Majority vote to elect directors UBCJA withdrawn
United Parcel Service, Inc. Establish outside director qualifications Kaplis, Hilda omitted + (1-8)
United Rentals, Inc. Majority vote to elect directors IBEW withdrawn
United Technologies Corp. Advisory vote on compensation Marianists/St. Louis withdrawn
Limit director terms Davis, E. 3%
Link pay to performance Teamsters 32.1%
Advisory vote on compensation AFL-CIO 40.1 %
United Western BanCorp Inc. Repeal classified board Armstrong, G. 13%
UnitedHealth Group Incorporated - Approve/disclose/limit SERPs Laborers 28.8 %
Add performance criteria to equity-based AFL-CIO 415 %
awards
Majority vote to elect directors UBCJA withdrawn
Equal access to proxy Calpers 453 % ## (1-8)
Advisory vote on compensation Hermes 41.7 %
Universal Health Realty Income Independent board chairman SEIU 37.9%
Trust
US Airways Group, Inc. Repeal classified board Davis, E. not in proxy
USG Corp. - Approve/disclose/limit SERPs UBCJA withdrawn
UST Inc. Repeal classified board Rossi Family omitted # (1-10)
Valero Energy Corp. Majority vote to elect directors Sheet Metal Workers 63 % P)
- Approve/disclose/limit SERPs UBCJA 33.9%
Advisory vote on compensation UUA 53 % P)
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Company Resolution Sponsor/Coordinator ~ Mtg Date/Status Footnote
Verizon Communications Increase board independence SEIU omitted #(1-7)
Majority vote to elect directors UBCJA withdrawn (B)
Vote on future golden parachutes AFL-CIO 47 % ## (1-10)
Vote on future poison pill Rossi Family 19% ## (1-10)
Abolish stock options Davis, E. 9%
Independent board chairman IBEW omitted # (1-6)
Link pay to performance Laborers omitted #(1-11)
Hire independent compensation consultant CWA 46.1 %
Limit number of directorships Association of BellTel Re 12%
Award performance-based stock options Steiner, K. omitted #(1-11)
Advisory vote on compensation Jones, C. 50.2 % ## (P)
Visteon Corporation Repeal classified board Leeds, J. omitted # (1-10)
Vornado Realty Trust Majority vote to elect directors UBCJA 53.5 % P)
Vulcan Materials Co. Link pay to performance UBCJA withdrawn
Wachovia Corp. Majority vote to elect directors Sheet Metal Workers withdrawn
Establish outside director qualifications Kaplis, Hilda 4.6 % +
Link pay to performance UBCJA withdrawn
Separate chairman/CEO Dee, R. 16.3 %
Advisory vote on compensation AFSCME 38.7%
Wal-Mart Stores, Inc. Disclose Executive Compensation ICCR 32%
Establish outside director qualifications Kaplis, Hilda 0.9% # (1-8)
Adopt cumulative voting Steiner, W. 17.8%
Adopt cumulative voting Bricklayers withdrawn
Link pay to performance Laborers 14 % ## (1-10)
Hire independent compensation consultant AFL-CIO omitted #(B)
Report on stock options by race/sex Northstar 10.9 %
Advisory vote on compensation LongView 18.4 % ## (1-7)
Warwick Valley Telephone Increase quarterly dividend Santa Monica Partners 29.5%
Company
Washington Mutual, Inc Redeem or vote on poison pill Kessler, L. withdrawn #(B-1)
- Approve/disclose/limit SERPs UBCJA 25.3%
Majority vote to elect directors IBEW 43.6 %
Establish outside director qualifications Kay, Sydney 3.9% #t (C) (pre)
Link pay to performance Sheet Metal Workers withdrawn
Weingarten Realty Investors Link pay to performance UBCJA withdrawn
Wellman, Inc. Sell the company Steiner, W. not presented
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WellPoint Inc Advisory vote on compensation Conn. Retirement Plans omitted #
Wells Fargo & Company - Approve/disclose/limit SERPs UBCJA 274 %
Majority vote to elect directors IBEW withdrawn
Majority vote to elect directors AFSCME withdrawn
Advisory vote on compensation Walden 35.1%
Wendy's International, Inc. Reincorporation Sheet Metal Workers withdrawn #(1-7)
WesBanco, Inc. Maximize shareholder value Jewelcor Management 13.9%
Weyerhaeuser Co. Majority vote to elect directors Sheet Metal Workers withdrawn
Eliminate supermajority provision Rossi Family 76.9 % P)
WGL Holdings, Inc. Adopt cumulative voting Davis, E. 349 %
Independent board chairman Taylor, G. 25.3%
Hire independent compensation consultant Teamsters 28.8 %
Whirlpool Corp. Majority vote to elect directors UBCJA withdrawn
Whole Foods Market, Inc. Separate chairman/CEO Chevedden, J. 20.3 %
Wind River Systems, Inc. Independent board chairman LongView withdrawn # (E-2)
Windstream Corp. - Require equity awards to be held IBEW 10.5 %
Wm. Wrigley Jr. Co. Cap executive pay Morse, R. omitted # (NA)
Wyeth No interlocking directorships AFL-CIO 6.9 %
Separate chairman/CEO United Methodist 42.1%
Increase board independence SEIU 6.9 %
Recoup Unearned Mgt. Bonuses Steiner, K. 53.2 % P)
Advisory vote on compensation Rossi Family 41.3%
Xcel Energy Inc. Link pay to performance Sheet Metal Workers 17.7% ## (1-10)
Separate chairman/CEO Armstrong, G. 36.5 % it
Xerox Corp. Majority vote to elect directors UBCJA withdrawn
Yahoo!, Inc. Link pay to performance UBCJA 33.8%
YRC Worldwide Inc Majority vote to elect directors Teamsters withdrawn
Yum Brands, Inc. Vote on future golden parachutes Bricklayers 59.9 % P)
Link pay to performance UBCJA 274 %
Advisory vote on compensation Glenmary Home Mission 40.7 %
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Zimmer Holdings Inc Majority vote to elect directors Sheet Metal Workers withdrawn
Eliminate supermajority provision Rossi Family 80 % P)
Zions Bancorporation Majority vote to elect directors UBCJA withdrawn
Footnotes

withdrawn The proponents withdrew the proposal, usually after an agreement with the company.
omitted The Securities and Exchange Commission staff issued a letter indicating it will not pursue legal action
against the company for omitting the proposal from the proxy statement.

# The company challenged the proposal at the SEC.

#H# The SEC staff has rejected the company's challenge.

+ The company challenged the proposal at the SEC. The SEC said the proposal must appear in proxy
statement if the proponent revises it accordingto SEC guidelines.

(P) The proposal passed, in addition to receiving a majority of the votes cast.

(pre) Preliminary voting results, not confirmed as final by the company.

(B) The proposal was offered in the form of a mandatory bylaw amendment.

Sponsors or Coordinators

AFL-CIO - American Federation of Labor — Congress of Laborers — Laborers’ International Union of North America
Industrial Organizations LongView Fund — LongView Collective Investment Fund

AFSCME - American Federation of State, County and NYC funds — Pension funds of New York City

Municipal Employees Nycers — New York City Employees’ Retirement System
Bricklayers - Bricklayers and Trowel Trades International Plumbers, Pipefitters — Plumbers and Pipefitters pension funds
Pension Fund SEIU - Service Employees International Union

Calpers — California Public Employees’ Retirement System Teamsters — International Brotherhood of Teamsters

CBIS - Christian Brothers Investment Services UBCJA - United Brotherhood of Carpenters and Joiners of America
CWA — Communications Workers of America pension funds

IBEW - International Brotherhood of Electrical Workers UFE/Resp. Wealth — United for a Fair Economy/Responsible Wealth

ICCR - Interfaith Center on Corporate Responsibility

Securities and Exchange Commission Staff Decisions

(b)-1 Proponent failed to meet requirements for stock ownership

(b)-2 Proponent did not provide verification of stock ownership

(c) Proponent allowed only one proposal

(d) Supporting statement exceeeds 500 words

(e)-2 Resolution was filed too late for consideration

(h)-3 Proponent did not have "good cause" for failure to present proposal at meeting

(i)-1 Is improper under state law

(i)-2 Is a violation of state, federal or foreign law

(i)-3 Contains false or misleading statements

(i)-4 Relates to a personal claim or redress of a personal grievance

(i)-5 Relates to less than 5 percent of the company's total assets and less than 5 percent

of net earnings and gross sales and "is not significantly related" to the company's business
(i)-6 Deals with a matter beyond the company's power to effectuate

(i)-7 Relates to the conduct of the company's ordinary business

(i)-8 Relates to an election to office

(i)-9 Is counter to a proposal to be submitted by management at the same meeting

(i)-10 Is moot by being substantially implemented by the company

(i)-11 Is a duplicate of an earlier-submitted proposal

(i)-12 Did not receive the required number of votes cast at a previous shareholder meeting
(i)-13 Relates to specific amounts of cash or stock dividends
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