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To Our Banking Clients & Friends

SEC FURTHER REVISES COMPENSATION DISCLOSURE RULES FOR 2007 PROXY

The Securities and Exchange Commission (SEC) recently

SEASON: NEW CHANGES TO EQUITY AWARD REPORTING
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made additional changes to the newly adopted executive o

and director compensation disclosure requirements.!
These new modifications, which were adopted as interim
final rules and will be effective immediately upon
publication in the Federal Register, will apply to 2007
proxy statements.

The stated purpose of the recent amendments is to more \

closely conform the dollar amount of equity-based compensation reported under the SEC’s executive and

director compensation disclosure rules to the related expense reflected in the financial statements under FAS

123R. As a result of the most recent amendments:

The amounts disclosed for stock and option awards in the summary compensation and director
compensation tables will no longer be the aggregate fair value of the award on the grant date, but
instead will be the amounts recognized for financial statement purposes with respect to the fiscal year
in accordance with FAS 123R. However, in preparing the summary compensation and director
compensation tables, companies must (i) disregard the estimate of forfeitures related to service-based
vesting conditions; and (ii) use the FAS 123R “modified prospective transition method” in calculating
the annual expense relating to awards granted prior to a company’s adoption of FAS 123R.

Note: Small business issuers are not required to provide aggregate grant date fair value information.

Effect: The change will permit companies to spread out the reporting of the grant over the same
period of time that they spread out the related expense under FAS 123R (generally, the vesting period
for service-based awards). The latest rules also provide further guidance on the treatment of
performance-based awards.

1 See our Executive Compensation Disclosure Memo Series (page 4 for listing) for an overview of the extensive amendments to the
disclosure requirements for executive and director compensation adopted by the Securities and Exchange Commission on Aug. 11, 2000.
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®  The aggregate fair value of an award on the grant date will now be reported, on a grant-by-grant basis,
(i) in a new column in the grants of plan-based awards table for named executive officers; and (ii) in
a footnote to the director compensation table.

Effect: The change in the calculated value of an award may cause a change in the officers identified
as “named executive officers,” which is determined by reference to an officer’s total compensation.
Under the newly revised rules, equity awards granted in prior years will affect executives' total
compensation for the current fiscal year.

While these changes will help avoid the potential confusion and overstatement of compensation that would
have resulted from reporting the full value of equity awards in the year granted regardless of vesting
conditions, companies may need to quickly gather additional data to reflect the new reporting methodology.
Companies that have already started the process of preparing compensation disclosure under the August
rules will need to revise (i) the summary compensation table, (ii) the director compensation table, and
(iii) the grants of plan-based awards table to reflect the information required by the latest amendments. In
addition, companies will need to determine whether the list of their named executive officers (after the
principal executive officer and principal financial officer) will change as a result of the new equity award
reporting methodology.

As you move forward with your preparations for the 2007 proxy season, please feel free to contact your
regular Powell Goldstein contact or any of our attorneys listed for assistance.
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This Client Alert is prepared by the Financial Institutions Practice Group of Powell Goldstein LLP as a client service. The information discussed is general in nature and
may not apply to your specific situation. Legal advice should be sought before taking action based on the information discussed.
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