Stock Option Expensing Proposal
Resolved, that the stockholders of
Analog Devices, Inc.
("Company") hereby request that the Company's Board of
Directors establish a policy of expensing in the Company's
annual income statement the costs of all future stock options
issued by the Company.
Supporting Statement: Current accounting rules give
companies the choice of reporting stock option expenses
annually in the company income statement or as a footnote in
the annual report (See: Financial Accounting Standards Board
Statement 123). Many companies, including ours, report the
cost of stock options as a footnote in the annual report, rather
than include the option costs in determining operating income.
We believe that expensing stock options would more accurately
reflect a company's operational earnings.
Stock options are an important component of our Company's
executive compensation program. We believe that the lack of
option expensing can promote excessive use of options in a
company's compensation plans, obscure and understate the cost
of executive compensation and promote the pursuit of corporate
strategies designed to promote short-term stock price rather
than long-term corporate value.
"The failure to expense stock option grants has introduced a
significant distortion in reported earnings," stated Federal
Reserve Board Chairman Greenspan. "Reporting stock options as
expenses is a sensible and positive step toward a clearer and
more precise accounting of a company's worth." Globe and Mail,
"Expensing Options is a Bandwagon Worth Joining," Aug. 16,
2002.
Warren Buffett wrote in a New York Times Op-Ed piece on
July 24, 2002:
There is a crisis of confidence today about corporate
earnings reports and the credibility of chief
executives. And it's justified.
For many years, I've had little confidence in the
earnings numbers reported by most corporations.
I'm not talking about Enron and WorldCom—

examples of outright crookedness. Rather, I am
referring to the legal, but improper, accounting
methods used by chief executives to inflate reported
earnings.
Options are a huge cost for many corporations and a
huge benefit to executives. No wonder, then, that
they have fought ferociously to avoid making a
charge against their earnings. Without blushing,
almost all CEOs have told their shareholders that
options are cost-free...
When a company gives something of value to its
employees in return for their services, it is clearly a
compensation expense. And if expenses don't belong
in the earnings statement, where in the world do
they belong?
Bear Stearns recently reported that more than 483 companies
are expensing stock options or have indicated their intention to
do so.
113 of these companies are S&P 500 companies,
representing 41% of the index based on market capitalization.
See: Bear Stearns Equity Research, February 12, 2004,
“Companies that currently expense or intend to expense using
the fair value method.”
This Fund, along with other Building Trades’ union pension
funds, sponsored this expensing proposal over the past two
proxy season and have received majority votes at over 45
companies, including Georgia-Pacific, Thermo Electron, Apple
Computer, Intel, IBM, Novell, PeopleSoft and Kohl’s. We urge
your support for this important reform.

