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Dear Chairman Frank, Ranking Member Bachus, members of the committee:
Business Roundtable is pleased to provide testimony based upon our experience and perspective
representing the chief executive officers of leading corporations.
We share with you the common goal of promoting public policies that foster economic growth,
job creation, investor confidence, and the creation of long term shareholder value. We are
committed to policies that ensure that U.S. based companies remain the economic engine of the
global economy and our markets retain their competitive advantage over foreign exchanges.
Introduction
U.S. companies and their systems of corporate governance are the most transparent, efficient and
accountable in the world. A wave of reforms over the past five years has resulted in improved
investor confidence in our corporations, growth in the stock market, and continued shareholder
returns.
Business Roundtable (www.businessroundtable.org) is an association of chief executive officers
of leading U.S. companies with $4.5 trillion in annual revenues and more than 10 million
employees. Member companies comprise nearly a third of the total value of the U.S. stock
markets and represent over 40 percent of all corporate income taxes paid. Collectively, they
returned $112 billion in dividends to shareholders and the economy in 2005.
Recent Reforms and Accountability
The Roundtable has a strong record of leadership in corporate governance that includes
supporting the Sarbanes-Oxley reform legislation (2002); issuing Principles of Corporate
Governance (2002 and updated in 2005); publishing Principles of Executive Compensation
(2003 and updated in 2007)); creating the Business Roundtable Institute for Corporate Ethics
(2004); and supporting the new Securities and Exchange Commission (SEC) compensation
disclosure rules (2006). Going back to the late 1970s, Business Roundtable has issued a series of
statements on corporate governance best practices, including specific statements relating to
executive compensation.
Our Principles of Executive Compensation, which we recently updated to reflect developments
in best practices and the new SEC executive compensation disclosure rules, recommend that
executive compensation reflect the core principle of pay-for-results, including significant
performance-based criteria. Additionally, we believe executive pay should be closely aligned
with the long-term interests of shareholders and corporate goals and strategies.
The Roundtable supports complete, understandable and timely disclosure of compensation
packages and, in keeping with this, supported the new rules issued by the SEC in 2006 that make
it easier for investors to better understand exactly what CEOs are being paid. The new
Compensation Disclosure and Analysis Section required in proxy statements under the SEC rules
will provide important information about not only the objectives of a company’s executive
compensation program, but also why the company has chosen to pay each element of
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compensation (e.g. salary, bonus and long-term compensation) and the specific items of
corporate performance that are taken into account in making compensation decisions. We
believe that this increased transparency about compensation will benefit the marketplace as it
will give investors more information on which to make decisions. These new disclosure
requirements could have a significant impact on executive compensation practices.
Furthermore, Business Roundtable believes that the best people to set executive compensation
and hold CEOs accountable for company performance are the independent members of a
company’s board of directors, acting upon the recommendations of their compensation
committees. These committees are subject to strict independence requirements, and all directors
are strictly accountable to all shareholders.
In recent years, corporations have made dramatic reforms to their systems of corporate
governance. In order to ensure meaningful director elections, many companies have voluntarily
shifted to a system of majority voting for directors. Currently 52% of the S&P 500 have adopted
some form of majority voting, up from 20% last year.(1) This trend will continue, and it provides
for enhanced accountability of board members to shareholders.
In addition, it is clear that corporate governance reforms are working and that corporate board
directors have become more independent. The results of a 2006 corporate governance survey of
Roundtable members reported that 85% of our company boards are composed of at least 80%
independent directors. The Roundtable’s Principles of Corporate Governance define an
independent director as not having business, employment, charitable or personal relationship
with the corporation or its management.
Directors are also more active, as they should be. In the Roundtable’s 2006 survey, 75% of
companies reported that their independent directors meet in executive session at every meeting,
which is an increase from 55% in 2003. Our survey also showed that 91% of Audit Committees
increased the number and length of their meetings, the same being true for 67% of Governance
Committees and 76% of Compensation Committees.
It is also interesting to note that CEO turnover is increasing. The average tenure of a Business
Roundtable CEO today is 4.5 years, nearly half of the eight-year average tenure in 1985. In
addition, a 2005 study showed that CEO turnover was over 15%, the highest level
in a decade.(2)
Role of Boards and Shareholders
In addressing any additional reforms, it is important to recognize that corporations are private
entities designed to generate value for their shareholders. Company organization and structure is
governed by state law, while federal securities laws generally govern the disclosure of
information to investors.
As detailed in our Principles of Corporate Governance, the business of a corporation is managed
under the direction of the Board of Directors. Making decisions regarding the selection,
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compensation and evaluation of a well-qualified CEO is the single most important responsibility
of the board.
Directors, who are shareholders themselves, have a legal obligation to act in the best interests of
all shareholders, and not represent the interests of particular constituencies. While cooperation
and consensus is critical for a board to function, effective directors maintain an attitude of
constructive skepticism, asking incisive questions requiring accurate and honest answers.
The role of shareholders is equally important. Shareholders provide capital, elect directors,
approve mergers and other significant actions, and are recognized as the “owners” of the
corporation. However, shareholders do not run companies and have no legal liability should
something go wrong.
Shareholders come in different shapes and sizes with different motivations and goals. Some seek
immediate gains on their investment and others look for long-term growth. There are small
individual investors, large institutional investors, mutual funds, union pension funds and
privately held hedge funds, all of whom invest for different reasons and for varying lengths of
time. Investing in a corporation is voluntary and shareholders are free to invest elsewhere for
any reason. Unlike democracies, shareholder rights vary based upon the size of their investment,
and by definition corporate decision making is not a democratic process.
Considerations on Shareholder Participation
When considering shareholder approval for compensation decisions, we are concerned with
several underlying issues.
First and foremost, we believe that requiring a shareholder vote on compensation – even an
advisory vote – would seriously erode critical board responsibility. Determining compensation
involves several factors: company goals, specific performance metrics, and amounts negotiated
under the terms of an employment contract. It would be difficult to effectively subject some or
all of these elements to a voting process.
Secondly, there are significant irregularities with the current voting process that have been
identified by academics and more recently discussed at length in the Wall Street Journal. This
article highlights the problems with hedge funds using their short term holdings for so called
“empty voting”.(3) Moreover, unregulated proxy advisory firms often vote on behalf of investors.
Proxy materials are distributed by paper and electronically, and the distribution involves third
parties who in some instances cast votes themselves on behalf of the actual shareholders.
In 2004, Business Roundtable petitioned the SEC to reform the shareholder communications
process. We have been joined in this effort by the National Association of Corporate Directors,
the National Investor Relations Institute, the Securities Transfer Association and the Society of
Corporate Secretaries.(4)
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While our petition remains under consideration at the SEC, we believe these issues are far more
pressing than considering fundamental changes to the existing balance of responsibility that has
produced so much economic growth.
We also believe that if we moved to a referendum system, fractured shareholder groups would
subsequently campaign for or against ballot questions. Boards and CEOs would spend less time
on planning, product development and oversight and more time meeting with advocacy groups
and lobbyists.
Adversarial shareholder groups with divergent interests would form coalitions in an effort to
influence proxy outcomes and then dictate policies and operational decisions to boards and
management.
Furthermore, it would be naïve to think that once shareholders had the right to vote on
compensation, special interests would have no interest in expanding the right to other major
decisions.
For example, there are a number of other significant board decisions involving more resources
than compensation, including capital investments, strategic plans, and marketing and
endorsement deals. Subjecting these to shareholder approval would politicize the decision
making process, slow company growth, and shareholder return would suffer.
The U.K. System
The U.K. system of shareholder advisory votes on compensation is not automatically applicable
in the U.S., as some have suggested. There are key differences between the U.K. and U.S.
corporate governance systems, making adoption of such a system in the United States unwise.
Briefly, a federally mandated shareholder advisory vote is counter to federalism principles. As
noted earlier, in the U.S., state law remains the prominent source relating to the governance of
corporations. The determination of what topics shareholders are required to vote on is generally
left to the states. Even the sweeping Sarbanes-Oxley reforms of 2002 did not override this
structure—its provisions relating to boards of directors were limited to audit committees and the
Congress deferred to the stock exchanges rather than calling for direct SEC rulemaking.
Secondly, U.S. boards of directors are substantially more independent than in the U.K. In the
U.S., boards are required to have a majority of independent directors and must comply with the
NYSE’s rigorous definition of independence. In the U.K., boards include many more company
executives and are subject to a “comply or explain” regime rather than subject to a mandatory
definition of independence. An independent 2006 survey of leading companies found that the
percentage of independent board members was 81% in the U.S., and only 61% in the U.K.(5)
Because boards in the U.K. are less independent of management, the shareholder vote on
compensation may be necessary to resolve the conflicts of interest present in executives and nonindependent directors determining executive compensation. In contrast, in the U.S., exclusively
independent directors make compensation decisions and therefore a shareholder vote on
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executive compensation is less necessary. NYSE companies also are required to have a
mechanism for shareholders to communicate with directors, which provides shareholders a
means of sharing their views with respect to executive compensation.
Third, there is a fundamental difference between the U.S. & U.K. legal systems. In the United
States, directors are subject to potentially significant litigation and personal liability as result of
their board duties. In the U.K., directors may be protected against legal actions brought against
them where board decisions have been put to a shareholder vote; this means that directors may
be essentially immunized against litigation.
And finally, unlike the U.S., the U.K. has a “loser pays” system which discourages lawsuits. We
have large scale securities class actions in the U.S., while the U.K. does not allow such cases.
Indeed, their shareholder advisory vote is, in part, a substitute for such class actions. Thus, their
system includes a balance between the two, not a piling on of one on top of the other.
Conclusion
The U.S. system of corporate governance has had more reform in the past five years than in the
previous 50 years, and those reforms are working. Boards are more independent, have taken
significant steps to increase performance metrics, align CEO pay with shareholder interests, and
replace CEOs that fail to produce results.
The recent reforms have led to greater accountability of CEOs and Boards to shareholders. At
the same time, individual and institutional shareholders have enjoyed enormous returns by
participating in the market.
In the past 15 years, the market has dramatically grown, from $5 trillion to $19 trillion. During
the same period, participation in the market by U.S. households has increased 156% - from $3.89
trillion in 1992 to $9.98 trillion in 2006. In the same timeframe, the average annual return on the
S&P 500 index was 11.98% per year(6).
We therefore need to be careful before we erode critical Board responsibilities and alter the
underlying model and record of success.
We thank you for your consideration and look forward to working with you. I am available to
answer any questions and provide additional information.
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