Exclude Pension Credits from Calculations of Performance-Based Pay

The SNET Retiree Association, Inc. (SRA), P.O. Box 623 Orange, CT. 06477 owner of 985.87 shares of the Company’s common stock, hereby submit the following shareholder resolution for inclusion in the Company’s proxy statement for the 2008 Annual Meeting:

Resolved:  The shareholders of AT&T, Inc. urge the Board to determine future awards of performance-based compensation for executive officers using a measure of earnings that excludes non-cash “pension credits” that result from projected returns on employee pension fund assets, and to report annually to shareholders on the specific financial performance measure used to award performance pay.

Supporting Statement

In recent years a substantial share of AT&T’s reported earnings has not been cash flow from ordinary operations, but rather accounting rule income from “pension credits.”  Because pension credits reflect neither operating performance – nor even actual returns on company pension assets – we believe these credits should not factor into performance-based executive compensation.

When this resolution was submitted by one of its co-sponsors to the pre-merger AT&T, the Board’s Compensation and Employee Benefits Committee adopted it as an executive compensation policy (February 23, 2004).  The Committee stated, in the 2004 proxy statement, that “[w]e are joining many other companies which are adopting similar compensation policies, which our Board believes comport with evolving best practices for executive compensation.”

Unfortunately, the policy was not included in AT&T’s post-merger Corporate Governance Guidelines.  We believe it should be.  

Pension income is simply not a good measure of management’s operating performance.  Pension credits are not even based on actual investment returns, but on the “expected return” on plan assets and other assumptions set by management.
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For example, SBC Communications (which merged with the “old” AT&T) used non-cash pension credits to add $1.14 billion to reported operating income in 2002.

Similarly, management at the pre-merger AT&T added $1.3 billion in pension credits to earnings in 2000 through 2002 based on a projected $5 billion net gain on pension investments. In 2000, pension credits of $775 million accounted for nearly one-fifth (19.7%) of AT&T’s pretax income. 

In reality, AT&T’s the pension trust actually lost $2.9 billion over this three-year period.  Meanwhile the pension surplus deteriorated from $9 billion surplus to less than $1 billion by year-end 2002.

According to a Wall Street Journal report (June 25, 2001), “companies can use pension accounting to manage their earnings by changing assumptions to boost the amount of pension income that can be factored into operating income.”
An Institutional Shareholder Services (ISS) issue brief explained that “although in many cases pension assets plummeted in value, non-cash ‘pension credits’ boosted not only reported earnings, but also performance-based executive pay.” [“Cookie-Jar Accounting: Pension Credits Plump Executive Pay,” ISS, April 2002.]

Because AT&T’s management retains great discretion over the assumptions used to calculate pension credits, we believe that excluding this accounting rule income from calculations of executive pay will help to assure shareholders that this discretion will not lead to conflicts of interest.  

In addition, if incentive pay formulas encourage management to skip cost-of-living adjustments expected by retirees, or to reduce retirement benefits expected by employees (as we believe AT&T did in switching to a cash balance pension plan), in our opinion AT&T’s ability to recruit and retain experienced employees could be undermined.  

Please VOTE FOR this resolution. 

