SOLUTIONS OVERVIEW

Options Expensing Alert

Offering apples-to-apples comparisons of stock option expense

FAS 123R has finally put stock option
expense on the income statement. But
more disclosure does not mean complete
transparency — companies still have
considerable leeway in choosing both

an option valuation model and the
critical assumptions for the model.

As a result, earnings quality depends in

part on how option value is calculated.

Investors need as never before to evaluate
the reliability and accuracy of companies’

stock option valuation methods.

ISS” Options Expensing Alert provides
investors with consistent information to
evaluate the impact of expensing assump-

tions on the quality of disclosed earnings.

ISS employs a methodology, comprising
both the “gold standard” Hull-White lattice

pricing model and a uniform assumption-
setting process, to calculate an adjusted

fair value for companies’ option grants.

With this data, investors can identify
companies with both aggressive and
conservative valuation assumptions, and
quantify the impact of these assumptions
on earnings. This information allows
analysts to make apples-to-apples
comparisons of earnings and strip out
variation that comes from companies’
assumptions. At the same time, our
methodology allows an analyst to
incorporate the actual financial impact
of the option grants, unlike methods

that simply back out option expense.

With ISS” Option Expensing Alert, you

will receive:

¢ Consistent, up-to-
date data on stock
option expensing
under FAS 123R,
including key grant
information (size, data,
strike price) as well as
the key assumptions
under the company’s

valuation model.
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CLIENT BENEFITS
ISS” Options Expensing Alert gives

institutional investors:

¢ Arelevant and timely flow of options

expense data.

¢ Consistently calculated option
values according to ISS” model and

normalized assumptions.

¢ The ability to identify variances of fair

value vs. reported value for options.

* A transparent and preferred valuation
model, with key assumptions built
upon the Risk Metrics Group’s

open-source risk methodology.

* Coverage includes the S&P 500 as

disclosures are made under FAS 123R.

¢ Recalibrated per-option values
calculated using ISS” lattice model
under consistent volatility, dividend

yield and risk-free rate assumptions.

* Net dollar and cents-per-share
earnings variance between reported

and ISS-recalibrated option value.

* Delivered weekly with commentary
and analysis via e-mail, to be
integrated into your own quantitative

and qualitative research.
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Model Data Elements

¢ Company name, ticker symbol,
GICS industry group, earnings per
share including extraordinary items
and discontinued operations (EPSi),
and earning per share excluding
extraordinary items and discontinued
operations (EPSx) for the applicable
fiscal year.

¢ The number, exercise price, contractual
term, and reported “fair value” of
options granted during the applicable

fiscal year.

¢ The option valuation technique
(Black-Scholes, Binomial, or Monte
Carlo) and the fair value assumptions
utilized in expensing option grants for

the applicable fiscal year, including:
1. expected option term,

2. expected stock price volatility,

3. expected dividend yield,

4. expected risk-free interest rate.

¢ “Recalibrated” option fair values
estimated under a unified and
FASB-compliant valuation standard,
and the percentage discrepancy
between reported and recalibrated

option fair values.

* GAAP-compliant adjustments to net
income and earnings per share to account
for the difference between reported and

“recalibrated” option fair values.

¢ The percentage discrepancy between
reported and adjusted earnings per
share (EPSi and EPSx).

For more information on ISS” Options
Expensing Alert, please call 1-866-1SS-PROXY
email issmarketing@issproxy.com or visit
WWW.iSSProxy.com.

ISS” Options Expensing Alert is intended to
provide a consistent methodology for reviewing
the assumptions that the companies in the
coverage universe have used in implementing
options expensing and, using a SFAS 123R/
SAB 107 compliant valuation methodology,
potential valuation implications associated
with a company’s options expensing methods.
The Alert does not, and is not intended to,
provide an opinion as to the merits of any
covered company’s options expensing methods.
In no way should the contents herein be
interpreted as an indication of ISS’ likely vote
recommendation on any particular situation.

ISS” Option Expensing Alert is a powerful tool for evaluating

the quality of companies’ option valuation practices.
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ISS AT A GLANCE

* 580+ employees
e 12 offices worldwide

e 1,700+ institutional clients

BUSINESS METRICS

Current Clients. ............ 1,700+

New Clients in 2006 ... ..... 227

Renewal Rate.............. 94%
Employees. ................ 580

Global Office Locations ... .. 12

Years in Business . .......... 22

Clients” Equity Assets. ... ... $25.5 Trillion

RESEARCH METRICS

Companies Covered . ....... 35,196

Countries Covered ......... 115

Policy Choices ............. 9

Custom Policies Managed . . . 300+

Research Analysts .......... 170+

Average Research .......... 22 Days

Delivery Prior to
Meeting Date

ErrorRate ................. 0.023%

VOTING METRICS

Ballots Voted in 2006. . ...... 7.6 Million
Shares Represented . ........ 846 Billion
Global Custodian. .......... 34
Relationships

Sub-custodian Relationships. . 430

DATABASE ANALYTICS
Corporate Governance.. . . . .. 8,000
Ratings Companies
Securities Litigation. ........ 17 Years

of History
Vote Results ............... 7 Years

of History
Shareholder Proponent Data. . 4 Years

of History
ESG Screening Issues . ... ... 80+

ESG Screening Coverage . . . . 8,000
Companies
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