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|. Forces Reshaping the Business Environment

1.

Macro-forces that are impacting how business is done:

Businesses are becoming globalized.

Technology is reshaping relationships and information.

Growth markets are found in niches.

Attracting and retaining criticaltalentar e A C Sui t e @

Costs and customer relationships are emerging as the key
drivers of success.
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|. Forces Reshaping the Business Environment

A Thought Regarding the Economy:

Sometimes | lie awake at night, and | ask,

Then a voice says to me,
nThis I s going to take

-- Charlie Brown, Peanuts
(by Charles Shultz)

nWhere have | gone wrong|?o0

Mo r

Wilson
Group

Page 4



|. Forces Reshaping the Business Environment

Economic Forecasts:? 2007 2008 2009 2010

Global Gross Domestic
Product 4.0% 3.4%

US Gross Domestic

Product 2.0% 1.3% -1.0% 1.4%
_________________________________________ .I____________________
Consumer Spending 2.0% 0.4% i -0.9% 1.5%
Business Investments 49% 24% | -9.5% -6.1%
|
1
Inflation (CPI) 29% 43% 1 1.7% 2.4%
_________________________________________
|
Unemployment (US) 4.6% 6.5% i 7.8% 8.8%
Unemployment (MA) 4.3% 5.5% I 6.9% 8.1%

Source: (1) Wachovia International Forecasts (October, 2008)
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|. Forces Reshaping the Business Environment

Business Confidence:

April Nov.
Leading Economic Indicators 102 99.8
CEO Confidence (quarterly) 39 (Q1) 40 (Q2)
Consumer Confidence 64 44
(38 in Oct)
Source: Conference Board (October, 2008) --
Based on 2004 Base index of 100 \\
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|. Forces Reshaping the Business Environment

Associated Industries of Massachusetts: Business Confidence Index
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|. Forces Reshaping the Business Environment

AIM: US Index of National Conditions
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|. Forces Reshaping the Business Environment

Federal Funds Rate
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Source: Bloomberg LP, As of 09/30/08
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|. Forces Reshaping the Business Environment

Bars = Compound Annual Growth Rate  Line = Yr/Yr Percent Change
8.0% 8.0%
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GDPR - Yr/Yr Percent Change: Q3 @ 0.8%
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Wachovia Monthly Outlook, November 12, 2008
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Il. How Companies Are Reacting

WGI Survey ResultsT i Changes f

or

TahiesOl

engi

ng

140 companies participated

Participants by Industry Percent
Technology 19%
Education and Not-for-Profits 10%
Healthcare 10%
Financial 10%
Manufacturing and Construction 10%
Life Sciences 8%
Consumer products and Retail 8%
Professional services 8%
Other 16%

Participants by Type of Organization

Private corporation (incl ESOP) 45%
Public corporation 23%
Not-for-profit 19%
Subsidiary/Business Unit 6%
Partnership 4%
Government 1%
Other (incl. Govt) 2%

Purpose: To identify what actions companies have taken in 2008 and are
considering for 2009.

VOILS( n
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Source: Wilson Group Survey 20e8009: Changes for Challenging Times
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Il. How Companies Are Reacting

Companies are predicting a modest decline in growth, but not as significant
as the media projects.

40% -

35% -

30% -

25% -

20% -

15% -

10% -

5% -

0%

2008

2009 Projections

1,

.

Ailson

Rapid Moderate Minimal Slight Moderate
Growth Growth Growth Decline Decline
20% + 5% - 20% 0% - 5% 0% - -5% -5% - -20%

Source: Wilson Group Survey 20e8009: Changes for Challenging Times

Significant Too early
Decline to tell
- 20% greater
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Il. How Companies Are Reacting

Companies are reducing hiring and salary increases. There is some, but
not a significant rise in layoffs at this time:

2008 2009

Top "People Things" Companies Did or Are Considering:

Delay/Reduce Hiring 46% 55% |
Freeze hiring 24% 31%
Freeze pay or increases 13% 41% :
Reduce # receiving pay increases 13% 29%
Layoff Oper/Admin staff 24% 29% ]
Layoff Mgmt/Prof staff 22% 29% ]
Shift benefit costs to employees 18% 28%
Wilson Source: Wilson Group Survey 20a8009: Changes for Challenging Times Page 13
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Il. How Companies Are Reacting

Cost reductions are starting with purchased services, then reducing non-
mission critical budgets. Investments in some areas will continue:

Wilson
Group

2008 2009

Costs and Investment Actions Companies are Doing/Considering:

Reduce supplies, material costs 16% 33%
Reduce use of consultants 10% 27%
Change supplier contracts 10% 26%
Reduce marketing & adver budgets 14% 28%
Reduce travel related budgets 34% 47%
Reduce office perks (snacks, parties) 21% 32%
Decrease R&D budgets 8% 18%
Reduce office space/leases 11% 21%
Acquire other companies 17% 26%
Increase technology investments 16% 21%

Increase outsourcing of services 7% 8%

Source: Wilson Group Survey 2008-2009: Changes for Challenging Times
Page 14



Il. How Companies Are Reacting

WGI Survey Resultsi iChanges for TihesO:l engi ng

Salary Increase Projections for 20009:
Previous! Now?

Companies with 0% increases 31%

Projections for pay increases:

Executives 4.0% 3.7%
Managers/Professionals 3.8% 3.7%
Sales 3.8% 3.1%
Admin/Nonexempt 3.5% 3.4%
Operations/Hourly 3.5% 3.1%

Source: (1) WorldatWork 2008-2009 Salary Budget Survey (2) Wilson Group Survey 2008-2009: Changes for Challenging Times
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Il. How Companies Are Reacting

Projected Bonus Payouts reflect that we have been and will likely continue
in the recession through 2009, and some companies will make their targets.

Projected Bonus Payouts: 2008 2009 (Cze?&?n)
No payouts likely 15%
Payouts well below target 13% 6% 11%
Payouts slightly below target 12% 9% 15%
Target payouts likely 26%
Payouts slightly above target 11% 2% 3%
Payouts well above target 7% 1% 2%
Uncertain at this time 7% 41%

Source: Wilson Group Survey 20e8009: Changes for Challenging Times
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Il. How Companies Are Reacting

Themes for 2009: Survival of the Most Action Oriented:

1. Take action fast and decisively.
U  Cut costs more deeply and faster than before
U Learn from the 2001 recession experiences

2. Strengthen the relationships with customers.
U  Find niche markets that have growth opportunities
U  Help your customers survive
U  Getto know your customers better

3. Engage peoplein these actions.
U Communicate the reality
U  Describe your strategy, plans and requirements
i  Define what they can do to make a difference
U Define a Areasono to b

Wilson
Group
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lll. Critical Trends Impacting Executive Compensation

1. Boards and Compensation Committees are professionalizing the
governance practices for designing and managing executive pay plans.

2. Companies are shifting from stock options to a portfolio of equity vehicles.

3. Boards are addressing the implications of a recessionary market on
executive retention, performance and compensation.

4. Companies are examining and improving the effectiveness of cash
incentive plans.

5. Companies are examining their executive termination, perguisites and
wealth protection practices.

Wilson
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lll. Critical Trends Impacting Executive Compensation

1. Boards and Compensation Committees are professionalizing the
governance practices for designing and managing executive pay plans.
u Executive compensation is receiving significant scrutiny.
2. Companies are shifting from stock options to a portfolio of equity vehicles.
u Responding to pressure to decrease equity awards.
3. Boards are addressing the implications of a recessionary market on
executive retention, performance and compensation.
u Assessing what to do with serious under water options.
4. Companies are examining and improving the effectiveness of cash
incentive plans.
u Focusing on the priorities for survival and retaining market leadership.
5. Companies are examining their executive termination, perguisites and
wealth protection practices.
Wilson
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lll. Critical Trends Impacting Executive Compensation

1. Boards and Compensation Committees are professionalizing the
governance practices for designing and managing pay plans.

a. The Proxy is now studied by shareholders, employees, potential investors,
investment advisory firms, job candidates and the SEC.

b. The amount of work and expertise for Compensation Committee members is
increasing.

c. Pay levels are being examined for internal consistency as well as external
competitiveness.

d. Decisions now have to be based on sound, defensible reasons.

e. Companies are finally developing a meaningful Total Compensation
Philosophy.

G\F%%I())n Page 20



lll. Critical Trends Impacting Executive Compensation

Bonus Payouts and Equity Practices in New England Companies:

Bonus as % of Salary

Value of Equity Grants
as % of Salary

Bonus as % of Salary

Value of Equity Grants
as % of Salary

Overview of Executive Compensation in New England Companies
Technolo Life Scienced Retail & Cons Financial Overall NE
9y 1 Products Services Companies
Chief Executive Officer
73% 153% 55% 24% 76%
175% 140% 185% 45% 136%
Other Named Executive Officers (Average)
44% 45% 42% 19% 38%
79% 99% 13% 38% 57%

* Source: Most recent proxy filings from 200 New England based companies; data shown by industry.
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lll. Critical Trends Impacting Executive Compensation

Elements of the Total Compensation Philosophy:

Attract, Retain
And Motivate

Strategic Context:

X

X
X
X

Core mission and strategic focus

Role of executives in leading the organization
Current critical challenges

Core values, attributes of our executives

Purpose and Objectives of Total Compensation:

X

X X X X X

Base Salary

Variable cash compensation

Long-term/Equity based incentive compensation
Other compensation i perquisites

Retirement, asset protection

Severance and change in control policies

Key Requirements for Each Element of Compensation:

X

X
X
X

Market definition and desired position (at target)
Balance performance and retention

Meaningful to the organization & to the individual
How each program integrates with others
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lll. Critical Trends Impacting Executive Compensation

2. Companies are shifting from stoc 0
equity vehicles.

The change prevalence of various equity vehicles from 2004 - 2007
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Source: FW Cook Survey of Top 250 Companies, 2008
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Critical Trends Impacting Executive Compensation

Comparison of Alternative Long-term Incentive Vehicles T Decision Criteria:

© N o 0 K~ W D PF

9.

10. Easy to understand and communicate

Maximizes gain opportunity
Creates sense of ownership
Rewards performance
Retains individuals

Attracts individuals
Minimizes dilution
Minimizes expenses

Maximizes tax deduction for the
company

Minimizes tax liability for the individual

V\)ﬂb( n

Group’

Gain in Value:
Stock Options
Stock Appreciation Rights(SAR)

Full Valuei Time based:
Restricted Stock
Restricted Stock Units (RSU)

Full Value 1 Performance:
Performance Restricted Stock
Performance RSUs
Performance Shares

L.T. Cash Incentive Plans:
Cash settled SARs
Long-term Goal-based Plans
Phantom Share Plans

Page 24




lll. Critical Trends Impacting Executive Compensation

Comparison of Alternative Equity Vehicles T A Decision Criteria:

Alternative LTI Vehicles: Stock Options Restricted Stock Stock Appreciation Rights
Design Considerations: ISO NQSO Time based PerLoar:eznce Delivers Cash Delivers Stock
1. Opportunity for gain High High Moderate High High High
2. Sense of ownership Moderate Moderate High High Low High
3. Reward performance Moderate Moderate Low High Moderate Moderate
4. Retain individuals Moderate Moderate High Moderate Moderate Moderate
5. Minimize dilution/share usage Low Low Moderate High High High
Wilson bage 25
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Comparison of Alternative Equity Vehicles 1 lllustration of Gains:

\7\7115( n

Group’

. | stock Restricted Stock SARs
Equity Vehicles: Obti Stock
SLEE LOG # SARS # Shares
. | Change from

Share Price: o 10,000 2,500 10,000

Grant Price:
$ 10.00
$ 10.00 | $ $ - $ 25,000 ($ - 0
$ 12.00 | $ 200|$ 20000 $ 30,000 $ 20,000 1,667
$ 1500 | $ 500 % 50000(¢$ 37500|% 50,000 3,333
$ 20.00 | $ 10.00 | $ 100,000 | $ 50,000 | $ 100,000 5,000
$ 500 | % (5.00)| $ - $ 12500 1| $ - 0

Critical Trends Impacting Executive Compensation
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lll. Critical Trends Impacting Executive Compensation

Equity Practices in New England Companies T Comparison by Industries:

Range of Fully Diluted Overhang by Industry

Percentiles: Technology Life Sciences el L FlnaQC|aI B NE

Products Services Companies
25th Percentile 15% 11% 9% 5% 10%
Median (50th Percentile) 18% 15% 12% 9% 14%
75th Percentile 24% 19% 18% 13% 19%
Median Annual Run Rate % 1.9% 2.2% 1.3% 0.5% 1.5%
Mediap % of Equity Grants 84% 90% 38% 84% 87%
made in Stock Options

* Source: Most recent proxy filings from 200 New England based companies; data shown by industry.

\7\7115( n
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lll. Critical Trends Impacting Executive Compensation

Moving From Options to an Equity Portfolio T An lllustration

Assumptions:

$10.00 stock price
Value of options is 4.85% of face value (Black-Scholes)

Executive Base SalanTaraet LTI ¢ $ LTI Target | $ Value of| $ Value of Number of| Number off Tgtallj: of
> y'arg (% x Salary) | Options RSUs Options RSUs quity
= Awards
@ 100% 0% $4.85
2 Chief Executive
g ) $250,000] 120% $300,000( $300,000 $0 61,856 0 61,856
= Officer
o
o l.1r.....-.................................................................
O | Other '?:)ecm'ves $170,000|  60% $102,000 $102,000 $0 21,031 0 21,031
Total number of shares used:| 145,979
~~
3 Total # of
g : $ LTI Target | $ Value of| $ Value of Number of| Number off oa . °
Executive Base SalaryTarget LTI 4 . . . Equity
+ (% x Salary) [ Options RSUs Options RSUs
o Awards
n 50% 50% $4.85 $14.85 34%
N
2 Ch'egfi’if”t've $250,000]  120% $300,000| $150,000{ $150,000 30,928 | 10,101 | 41,029
2 I ——
= Other Executives
EE @) $170,000 60% $102,000| $51,000f $51,000 10,515 3,434 13,950
Total number of shares used:| 96,828
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lll. Critical Trends Impacting Executive Compensation

3. Boards are addressing the implications of a recessionary market on
executive retention, performance and compensation.

x Underwater stock options have little retention value when people believe it will
take many years before the stock price is above the exercise price.

x Which is most important:

Retention ----- Performance ----- Shareholder Concerns?
x  Will require more sharestopr ovi de s ame efuiityawarddsreo i n
x New hires wil/l have st dCreatesipeguitesns at ntod

x Two perspectives have emerged:

Optimist: A Gr ammoteo pt i o0 n s Ownership: i Gr aRedtrictedst o c k

Stock price is at historic lows Increase sense of ownership
Significant upside opportunity Will cost less, now and in future

Ailson Page 29



lll. Critical Trends Impacting Executive Compensation

Alternatives for Underwater Stock Options:

1. Do nothing. Current vs. exercise price is less than 20%
May recover in 2 or 3 years

2. Increase number of stock
option awards.

3. Retain existing options, and
Increase shift to alternative equity vehicles.

Restricted stock: Use 2:1 or 3:1ratio (options to RS) T less usage
Provides immediate value but less upside opportunity

Stock Settled Appreciation Rights:
Provides same upside opportunity as options
Uses fewer number of shares
Few companies currently do this

4. A Ex c h an gaoentoptens for other vehicles at the same value:
Stock options -- 3:1 Ratio (44%?)
Restricted stock -- 15:1 Ratio (42%*)

Cash i Payments based on current value (8%%)

5. Other ideas? *Radford Under water Options

WHISON
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lll. Critical Trends Impacting Executive Compensation

cash incentive plans.

4. Companies are examining and improving the effectiveness of their

The primary issues with variable pay plans:

Know how the plan works

Little involvement in setting goals

Limited ability to impact
performance

Don't know what actions to take

Goals are set too high,
unachievable

Feedback is too limited, infrequent

Timing is too long for the payouts

0% 20% 40% 60%

Source: Wi

Ailson

|l son

80%

Group

100%

Survey

Communication:

0

Goal Setting:

Feedback:

Repb2007i 200 Blanges in

Var i
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lll. Critical Trends Impacting Executive Compensation

The Percent of Employees Groups Linked to Performance of Different Units:

Bus Unit
Corporate| Plans Individual Discretionary Sales
Top executives  96% 21% 42% 8% 0%
Directors and Managells 68% 32% 40% 24% 4%
Supervisors  55% 9% 32% 32% 5%
Professionalg 57% 9% 35% 30% 0%
Sales Professionals 14% 0% 9% 14% 91%
Admin & Oper Employegs 35% 8% 23% 31% 0%
Sour ce: Wil son Group Survey RepD2007i200@8ldanges in Variable Pay Pl ans
V\)ll%()l”l Page 32
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lll. Critical Trends Impacting Executive Compensation

Bottom | i

ne

busi ness

resul t s

are often the leading indicators of corporate performance.

Operating
Profit

c ome

The prevalence (%) of

performance measures used in

Variable Pay Plans:

41%

Corporate
Expenses

Products &
Services
Sales »l Revenues
Process 60%
15% Customer
Satisfaction
Cost of
Goods Sold
Operating
Technology Expenses
& Process
Payroll
Project
0
35% Results

\7\7115( n
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Personal
Goals

Market
Leadership
Earnings 1‘
before Net .
Interest & Income 23%
Taxes ‘1‘
29% Shareholder
Value
23%
Page 33
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lll. Critical Trends Impacting Executive Compensation

Case Study: Scorecard Incentive Plan

What we need our variable cash compensation plan to do today:

1. Focus people on the business units where they can have the greatest
impact.

2. Use a combination of financial and strategic measures that will drive our
critical priorities and competitive performance 1 to achieve our key
financial goals.

3. Link people more directly to our business planning, tracking and
communication process.

4. Enable people to see a direct connection between their performance and
their compensation.

5. Keep a plan that is simple to understand and communicate.

Wilson

Group
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