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Comparative Performance Analysis

PROXY Governance’s Comparative Performance Analysis contains calculations and graphs that reflect a company’s historical
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performance and that of its industry peers (listed below) based on certain key financial metrics generally over a five—year period.

Comparative Performance Analysis

Peer Companies

For the Comparative Performance Analysis, generally up to 10 peer companies are selected primarily based on industry, but also
considering market capitalization.

Peer Companies

ALCATEL-LUCENT -ADR AVAYA INC CORNING INC ERICSSON (L M) TEL -ADR
JUNIPER NETWORKS INC MOTOROLA INC NOKIA CORP -ADR NORTEL NETWORKS CORP
QUALCOMM INC RESEARCH IN MOTION LTD

Comparative Performance Analysis

Comparative Return to Shareholders

Source: FAME North American Pricing [NAP]

The graphs above depict total shareholder return and compounded annual growth rate at specific points in time over the past five years
based on average monthly stock prices. The graphs should be read from left (present time) to right (60 months before present time).
The graphs allow the user to determine either the company’s total shareholder return or compounded annual growth rate to date based
on an investment made at a specific point in time over the last five years. Assumes payment, but not reinvestment, of dividends.

Comparative Performance Analysis

Composite Performance Summary

Composite Performance:

elatve 0 Sp  Percentie
1500 )
Company Peers| Trend
Composite: 65 56 +7
Quarterly Shareholder Returns: 54 60 +15
Cash Flow from Operations/Equity: 72 51 t1
Return on Equity: 80 53 ]
Revenue/Expenses: 80 50 ¥ 10
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*Based on five-year data when available

Comparative Performance Analysis

Performance Summary

Source: Stock Price — North American Pricing [NAP]
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Source: Cash Flow/Equity — Compustat

Source: ROE — Compustat
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Source: Revenues/Expenses — Compustat

Governance Analysis

Governance Analysis

Executive Compensation

PROXY Governance evaluates a company’s executive compensation over the last three years, as available, and compares that to the
median compensation paid by its peers over the same time frame. For our compensation model, generally 20 peer companies are
selected based on similarity of market capitalization and broad economic sector using the GICS. Only U.S. and certain U.S. reporting
companies that are incorporated offshore are included in this peer group.

The graph that follows shows:
The average three—year CEO compensation paid by the company expressed as a percentage from median peer compensation.

The average three—year compensation paid to the company’s other named executives (excluding the CEO) as a percentage
from median peer compensation.

Domestic Peer Companies

APPLE INC AT&T INC EMC CORP/MA GENERAL ELECTRIC CO
GOOGLE INC HEWLETT-PACKARD CO INTEL CORP o USINESS MACHINES
JOHNSON & JOHNSON MICROSOFT CORP MOTOROLA INC ORACLE CORP

PFIZER INC PROCTER & GAMBLE CO VERIZON COMMUNICATIONS AL -MART STORES INC

https://www.proxygovernance.com/servlets/ProcessA@identifier=PGlresearchinfol... 10/23/200



PROXY Governance, In Page6 of 15

Executive Compensation

Stock Option Cash  Pension Deferred All

Salary Bonus Awards Awards Incentive Compensation Other

1-yr Pay?  Avg. Pay?

John T. Chambers

Chairman and Chief $350,096  $3,500,000 $0 $8,944,000 $0 $0 $7,677 $12,801,773|%$16,016,281
Executive Officer

Richard J. Justice

Executive Vice

President, Worldwide $451,154 $0 $2,301,000 $2,752,000 $2,329,875 $0 $9,000 $6,117,279 $7,541,707
Operations and
Business Development
Randy Pond

Executive Vice
President, Operations,
Processes and Systems

Dennis D. Powell
Executive Vice
President, Chief
Financial Officer
Charles H. Giancarlo
Executive Vice
President, Chief
Development Officer

10ptions valued using binomial formula.
2Average pay is based on three-years of pay data, when available.

$450,481 $0 $2,301,000 $2,752,000 $1,607,614 $0 $10,015 $5,395,360 $4,128,577

$425,577 $0 $2,301,000 $2,752,000 $1,607,614 $0 $9,000 $5,369,441 $4,043,810

$451,154 $0 $2,301,000 $2,752,000 $1,980,394 $0 $8,994 $5,767,792 $7,305,459

Source: Salary.com (www.executive.salary.com)
As disclosed for fiscal year end 2007.

Governance Analysis

Board Profile

Other o Prev. yr.
Name Nominee Term Not Position  Audit Comp. Nom. Age Tenure Board <75%  No withhold Total .
Ends Ind. S Att.  stock Compensation
eats votes
Carol A. Bartz 2008 Lead 50 11 2 13% | $300,350
’ Director ’ ’
M. Michele Burns 2008 Financial 49 4 1 1.1% $331,198
Expert
Michael D. Capellas 2008 53 1 - 1.2% $246,317
Larry R. Carter 2008 SVP 64 7 1 1.3% --
Chair, o
John T. Chambers 2008 CEO 58 14 -- 2.3% --
Brian L. Halla 2008 61 0 - - $157,893
John L. Hennessy PhD 2008 54 5 2 1.1% $268,350
Richard M. Kovacevich 2008 Chair 63 2 2 1.6% $319,299
Roderick C. McGeary 2008 Fg‘fg‘:r'f' Chair 57 4 2 13%  $315,012
Michael K. Powell 2008 44 0 -- -- $119,699
Steven M. West 2008 Chair 52 11 - 1.1% $305,350
Jerry Yang PhD 2008 38 7 1 1.1% $268,350
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Independence

Board 75.0%
Audit 100.0%
Compensation 100.0%
Nominating/Governance 100.0%

PROXY Governance believes that the Self-Regulatory Organizations' (SROs) standards of independence are satisfactory and does not
support the use of an additional overlay of independence standards, which may vary among advisory services, institutional investors,
and commentators. PROXY Governance believes that if the SROs standards are perceived to be inappropriate, interested parties
should reopen the debate with the SROs or the SEC to have those standards adjusted.

Governance Analysis

Stock Ownership/Voting Structure

Type of stock Outstanding shares Vote(s) per share
Common Stock 6,099,187,245 1
Director & Officer Ownership Significant Shareholders

0.8% Barclays Global Investors, NA, etal  5.0%

Governance Analysis

State Law/Charter/Bylaw Provisions

State Law Statutory Provisions Charter/Bylaws Provisions

State of incorporation California Classified board

Business combination Cumulative voting

Control share acquistion Dual class/unequal voting rights

Fair price provision Blank check preferred stock
Constituency provision Poison pill

Poision pill endorsement Directors may be removed only for cause

Only directors may fill board vacancies

Only directors can change board size

Supermajority vote to remove directors

Prohibit shareholders to call special meetings
Prohibit action by written consent

Fair price provision

Supermajority vote for mergers/business transactions
Supermajority to amend charter/bylaw provisions
Constituency provision

Governance Analysis

Auditor Profile

https://www.proxygovernance.com/servlets/ProcessA@identifier=PGlresearchinfol... 10/23/200



PROXY Governance, In Page8 of 15
Peer group includes companies listed under Executive Compensation.

PricewaterhouseCoopers LLP has served as the company's independent auditors since 1988.

Audit Fees

Audit fees Audit Related fees Tax fees Other fees Total fees paid

CISCO SYSTEMS INC $15,536,000 $687,000 $1,403,000 $40,000 $17,666,000

As disclosed for fiscal year end 2007.

Governance Analysis
Vote Results of Last Annual Meeting

% FOR Against ) Broker Non-
Proposals Votes 1 For Votes Votes Abstentions Votes
. 44.0% -
2

MGT Elect directors 08.9%

MGT Eigfy Appointment of Auditors - Pricewaterhousecoopers 08.6% 5,214,126,572 71,403,896 | 43,516,926 0
SH | Award Performance-Based Compensation 43.0% 1,728,287,412 | 2,289,219,716 56,809,131 1,254,732,084
SH Report on Executive Compensation 11.5% 455,097,647 3,487,741,545 131,481,038 1,254,728,113
SH  Report on Violation of Human Rights 28.9% 1,026,424,432 | 2,529,067,623 | 518,837,974 1,254,718,314

1 As a % of votes cast for and against; may not reflect passage of proposal. 2 Low — High director votes.

Note: See the Board Profile for individual director votes.

Proposal Analysis

Management

1|Elect Nominees

PROXY Governance Vote Recommendation: FOR

Proposal:

R. Kovacevich, R. McGeary, M. Powell, S. West, and J. Yang PhD
Analysis:

Board size: 12

New directors since last year: 0
Independent directors: 9
Non-Independent directors: 3

Non-Independent directors: SVP L. Carter, Chair/CEO J. Chambers, and M. Powell

To elect the following 12 nominees to the board: C. Bartz, M. Burns, M. Capellas, L. Carter, J. Chambers, B. Halla, J. Hennessy PhD,
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The board appointed M. Powell, former chair of the Federal Communications Commission, to the board in March 2007. Powell does
not qualify as independent because his father, Colin Powell, received compensation in excess of $100,000 two years ago for speaking
engagements at the company.

Unless there is evidence of a breakdown in board monitoring or effectiveness -- such as poor corporate performance relative to peers,
excessive executive compensation, noncompliance with SEC rules or SRO listing standards, a lack of responsiveness to legitimate
shareholder concerns, or various other factors -- we presume that the board is properly discharging its oversight role and that it is
adequately policing itself in terms of board organization, composition and functioning.

Performance: According to PROXY Governance's performance analysis, the company has outperformed peers over the past five
years; the company ranks at the 65th percentile relative to the S&P 1500 compared to peers at the 56th percentile, and is improving
relative to peers at a rate of 5 percentile points per year.

Compensation: The average three-year compensation paid to the CEO and other named executives is in line with the median paid to
executives at peer companies.

The company’s executive compensation appears reasonable given its financial performance relative to peers.
Rationale/Conclusion:

PROXY Governance believes that the board is properly discharging its oversight role and adequately policing itself.

[back to top]

Management
2 |Add Shares/Amend Stock Plan for Employees/Directors
PROXY Governance Vote Recommendation: FOR

Proposal:
Increase the number of shares reserved under the 2005 Stock Incentive Plan by 209,000,000 and amend the plan as follows:

Extend the term through 2012;

To provide for sharecounting purposes that for every 1 share granted pursuant to a stock grant or pursuant to the vesting of a
stock unit, 2.5 shares will be counted against the remaining share reserve; and to remove the provision that limits the
maximum number of shares that may be granted as stock units or stock grants to 35,000,000;

To provide that outstanding shares under the company's 1996 Stock Plan, the SA Acquisition Plan, and the WebEx Acquisition
Plan that are forfeited will be added to the share reserve of the current plan; and

To allow non-employee directors to elect to receive, in lieu of their annual cash retainer, a stock unit award in addition to their
existing rights to receive stock grants.

Management View:

The board believes the plan will help recruit, retain, and motivate employees, directors, and consultants whose interests are aligned
with the long-term financial success of the company and increasing shareholder value.

Analysis:

Award Types: Incentive stock options, nonqualified stock options, stock grants, stock units, and stock appreciation rights
Eligibility: 61,545 Employees/directors/consultants

Plan/Amendment Dilution: 3.4%

Total Equity Dilution: 22.7%

Concentration of Options to Named Executives (last fiscal year): 2.3%

Repricing Permitted: No

Minimum Option Exercise Price: 100% of fair market value

Shareholders must vote on equity plans by regulation, but the plans themselves and their features should not be the sole focus.
PROXY Governance believes the emphasis should be on overall compensation costs for a company as a whole, company
performance, and specifically, in terms of possible self-dealing, executive compensation. Where pay is unreasonable, the
Compensation Committee should be held responsible, and we would recommend withhold votes accordingly.

According to PROXY Governance’s analysis, the company’s executive compensation appears reasonable compared to peers and
given relative financial performance.

Rationale/Conclusion:

The company's overall compensation structure is reasonable and clearly disclosed. We support this proposal as part of that
compensation structure.

[back to top]
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Management
3 |Approve Executive Incentive Plan
PROXY Governance Vote Recommendation: FOR

Proposal:
Approve the Executive Incentive Plan.
Management View:

Approval of the proposal will ensure that bonus awards to executive officers will be considered qualified performance-based
compensation and will be fully deductible to the company for federal tax purposes.

Analysis:

Eligibility: Executives/key employees; the number of eligible participants was not disclosed

Annual limit per participant: $10,000,000

Previous year's bonuses: $3,500,000 for CEO John T. Chambers and $1,607,614 to $2,329,875 for the other named
executives

Performance goals for previous year's bonuses: Worldwide revenue and profit before interest and taxes

PROXY Governance takes a holistic approach to executive compensation, examining all components of executive pay including
salary, bonus plans and equity plans. We then review that data to determine how the executives are paid relative to their peers and
relative to the company's financial performance versus its peers.

With regard to approving performance measures to meet the requirements for the tax deductibility under Section 162(m) of the Internal
Revenue Code, we look at the overall nature of the proposal, including whether the performance criteria seem appropriate, if the
company clearly and concisely discloses how and when the goals are set, and what the maximum levels of compensation, particularly
for the principal executive officers, will be. While we recognize that, in a plan which will presumably be in effect for several years, the
Compensation Committee must retain the flexibility to adjust the criteria or the weighting of those criteria depending on circumstances
and the objectives set for the corporation in any given year, we also note that shareholders frequently feel that the language of the
plans affords so much latitude that it is impossible for them to know or understand what they are approving.

In that sense, whether the compensation awarded under the plan is reasonable and appropriate in light of the company's performance
can frequently be evaluated only in retrospect, and will be an important factor in PROXY Governance's evaluation of the effectiveness
of the Compensation Committee members. It is our view that, if the company's overall executive compensation is excessive under our
pay-for-performance model, ensuring that it is tax deductible becomes a secondary concern.

According to PROXY Governance’s analysis, the company’s executive compensation appears reasonable compared to peers and
given relative financial performance.

Rationale/Conclusion:

The company’s compensation structure is reasonable and clearly disclosed. In addition, the company utilizes realistic performance
goals for executives while preserving a valuable deduction for the company.

[back to top]

Management
4|Ratify Appointment of Auditors - PricewaterhouseCoo pers LLP
PROXY Governance Vote Recommendation: FOR

Proposal:

The Audit Committee has selected PricewaterhouseCoopers LLP as the company's independent auditors for the next fiscal year.
Analysis:

Barring circumstances where there is an audit failure due to the auditor not following its own procedures or where the auditor is
otherwise complicit in an accounting treatment that misrepresents the financial condition of the company, PROXY Governance
recommends the company's choice of auditor. PROXY Governance believes that concerns about a corporation's choice of auditor and

the services performed (e.g., high non-audit fees) should be directed through withhold votes from the members of the audit committee,
which is responsible for retaining and compensating the auditor.

Rationale/Conclusion:
We believe that, in this circumstance, the board/audit committee should be accorded discretion in its selection of the auditor.

[back to top]
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Shareholder
5 |Amend Bylaws To Establish Committee on Human Rights
PROXY Governance Vote Recommendation: AGAINST

Proposal:

Amend the company's bylaws to establish a board committee on human rights that is authorized to review the implications of company
policies, above and beyond matters of legal compliance, for the human rights of individuals in the United States and worldwide.

Proponent:
Harrington Investments
Shareholder View:

The proponent believes that the committee would be an effective mechanism for addressing the human rights implications of the
company’s activities and policies as they emerge anywhere in the world. In defining “human rights,” the proponent recommends that
the committee use the U.S. Bill of Rights and the United Nations' Universal Declaration of Human Rights as nonbinding benchmarks or
reference documents.

Management View:

The board argues that mandating an additional committee would interfere with the board’s performance and is unnecessary given the
company’s existing policies and practices relating to human rights issues. The board notes that the company’s existing, and publicly
available, codes of conduct, employee polices and guidelines substantially incorporate laws and ethical principles including those
pertaining to freedom of association, non-discrimination, privacy, collective bargaining, immigration, and wage and hours. These
policies are supported by training programs, established lines of communication and responsibility, and public reporting.

Analysis:

In the case of Cisco Systems, while we have specific concerns regarding the company's approach to human rights and the Internet,
we believe that the company's overall approach to human rights, including its policies, practices, disclosures, and governance, are
adequate. Specific shareholder concerns about the Internet and human rights would appear to be more aptly dealt with by the Internet
Fragmentation report on the ballot (item 8), which we have recommended that shareholders support.

Rationale/Conclusion:

While we have specific concerns regarding the company's approach to human rights and the Internet, we believe that the company's
overall approach to human rights, including its policies, practices, disclosures, and governance, are adequate. Specific shareholder
concerns about the Internet and human rights would appear to be more aptly dealt with by the Internet Fragmentation report on the
ballot (item 8), which we have recommended that shareholders support.

[back to top]

Shareholder
6 |Award Pay for Superior Performance
PROXY Governance Vote Recommendation: AGAINST

Proposal:

The proponent requests that the Executive Compensation Committee establish a pay-for-superior-performance standard with the
following principles:

The annual incentive component should utilize financial performance criteria that can be benchmarked against peer group
performance, and provide that no annual bonus be awarded unless the company exceeds the median or mean performance of
a disclosed group of peer companies on the selected financial criteria;

The long-term equity compensation component should utilize financial and/or stock price performance criteria that can be
benchmarked against peer group performance, and any options, restricted shares, or other equity compensation used should
be structured so that compensation is received only when company performance exceeds the median or mean performance of
the peer group companies on the selected performance criteria; and

Plan disclosure should allow shareholders to monitor the correlation between pay and performance.

Proponent:
United Brotherhood of Carpenters Pension Fund

Shareholder View:

The proponent contends that a critical design feature of a well-conceived executive compensation plan is a close correlation between
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the level of pay and the level of corporate performance. The proponent believes that the failure to tie executive compensation to
superior corporate performance has fueled the escalation of executive compensation and detracted from the goal of enhancing long-
term corporate value. In the proponent's view, two common and related executive compensation practices have combined to produce
pay-for-average-performance and escalating executive compensation: (1) executive compensation levels targeted at peer group
median levels and (2) performance criteria and benchmarks are calibrated to deliver a significant portion of the targeted amount.

The proponent believes that the company's compensation program fails to promote the pay-for-superior-performance principle, and
that a new plan to reward only superior corporate performance will help moderate executive compensation and focus senior executives
on building sustainable long-term corporate value.

Management View:

The board states that it supports the concept of performance-based compensation, and that it already maintains significant incentive
and long-term equity compensation programs for senior executives. However, the board feels that motivating executives through
performance goals is only one objective of compensation arrangements, others being the need to attract and retain executives and
adequately compensating them for the services they perform. The board believes that restricting the Compensation Committee's
choice of compensation alternatives would put the company at a competitive disadvantage with regard to attracting and retaining
executive talent.

Analysis:

PROXY Governance takes a holistic approach to executive compensation, examining all components of executive pay including
salary, bonus plans and equity plans. We then review that data to determine how the executives are paid relative to their peers and
relative to the company’s financial performance versus its peers. Where executive pay is out of line with performance, we may be
inclined to support shareholder initiatives asking the board to structure its executive compensation program so that it appropriately
rewards for superior performance. Accordingly, our focus will be on executive compensation packages as a whole rather than on its
components.

We believe that the company’s executive compensation practices are reasonable compared to peers and given relative financial
performance. Moreover, we do not perceive a pay-for-performance problem at the company. The compensation paid to the CEO and
other named executives is in line with the median level of compensation paid to executives at peer companies although the company is
outperforming its peers. We note also that the company far exceeded certain performance targets tied to executive incentive
compensation. The company recognized worldwide revenues of $32 billion in fiscal 2007, a 16.7% increase over the year prior, and
also a 14.8% increase in profit before interest and taxes. In light of the company's performance, and recognizing the need to provide
executives with incentives, we believe these awards are warranted.

While the company has historically pursued a strategy of maintaining case compensation at moderate levels and weighting overall
compensation towards performance-based, at risk equity awards, we note that the company plans to significantly increase the salaries
of the four other named executives for fiscal 2008. The increases are as follows: CFO/EVP Powell from $425,000 to $575,000; EVP
Pond from $450,000 to $575,000; EVPs Giancarlo and Justice each from $450,000 to $750,000. The board increased the salaries on
the advice of independent compensation consultants, Frederic W. Cook & Co, which reported that the company's base salaries were
significantly behind median salaries paid to executives at peer companies. If this is the case, then we will expect the company to give
slightly less weight to the equity compenent of its compensation in order to keep overall compensation at reasonable levels. We will
monitor this situation going forward.

We agree with the proponent in strongly advocating performance metrics based on relative performance, but do not believe that this
proposal is warranted at this company. The company's compensation is in line with that of peers according to our calculations and we
believe the overall compensation structure is sufficiently performance-based.

Lastly, we note that the proposal is limiting in the sense that it advocates no incentive pay if performance does not exceed that of the
peer median/average. The company would not be competitive in attracting executives if total pay were substantially below that of
companies with comparable performance.

Rationale/Conclusion:

The proposal appears to be both too prescriptive and restrictive for this company given its good financial performance, reasonable
overall pay levels and managerial requirements.

[back to top]

Shareholder
7 |AIIOW Advisory Vote on Executive Compensation
PROXY Governance Vote Recommendation: AGAINST

Proposal:

To urge the board to adopt a policy allowing shareholders an advisory vote to ratify the company's executive compensation as set forth
in the company's summary compensation table and accompanying narrative. The vote would be non-binding and would not affect any
compensation paid or awarded to any named executive officer.

Proponent:
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Christian Brothers Investment Services, Inc.
Shareholder View:

The proponent believes that shareholders do not have sufficient input into executive compensation practices and that allowing
shareholders to cast a non-binding advisory vote on executive pay, similar to that which exists in the U.K., would give shareholders a
clear voice to help shape senior executive compensation. Although shareholders currently must approve equity-based compensation
plans, they do not have any mechanism for providing ongoing feedback on the board's administration of individual pay packages.

The proponent believes that withholding votes from compensation committee members who are standing for reelection is a blunt and
ineffective instrument for registering dissatisfaction with the way in which the committee has administered compensation plans and
policies in the previous year. An annual referendum on executive compensation would be in shareholders' best interests according to
the proponent, and would also provide the board a useful indicator of shareholder attitudes towards the company's compensation
practices.

Management View:

The board believes an advisory vote to be unnecessary and ineffective. The 'up or down' nature of the advisory vote would not
communicate to the board any specific concerns that shareholders may have about executive compensation and therefore would
provide no substantive guidance in designing future compensation packages. By contrast, the company has mechanisms in place that
enable direct communication between shareholders and directors, which allow shareholders to directly and clearly articulate their
concerns about compensation to the board.

Analysis:

While PROXY Governance recognizes that there is growing public criticism of the absolute level of executive compensation, we
believe that the focus should be on pay-for-performance. In this regard, we take a holistic approach to executive compensation,
examining all components of executive pay including salary, bonus plans and equity plans. We then review that data to determine how
the executives are paid relative to their peers and relative to the company’s financial performance versus its peers. Where executive
pay is out of line with performance or where we perceive other problems with the company’s compensation practices, we have typically
recommended withholding votes from members of the compensation committee.

However, we also recognize that there may be situations where a shareholder advisory vote on compensation would be a better-
tailored solution than withholding votes. For example, an advisory vote may be beneficial where the company still has a classified
board, since compensation committee members may not be standing for re-election in the year shareholders most need a voice in the
company’s compensation issues. We are also cognizant of the additional impact that withhold votes may have as companies move
toward a majority voting standard, and believe that an advisory vote on compensation may provide a better tool by which shareholders
may communicate concerns rather than resorting to the “hammer” of a withhold vote. While these factors do not provide a litmus test
for us to support “say-on-pay” proposals, we believe that they may signal an appropriate time to support such a proposal with the intent
that it would hopefully encourage the board to reexamine its current compensation policies.

We note that there is some anecdotal evidence that the practice has improved the exchange of information between institutional
investors and boards in other markets, including the U.K. and Australia, and helped investors to feel that they have a meaningful voice
in the formulation of executive compensation policies. On the other hand, we recognize that there are very significant differences
between the U.K. and the U.S. in the legal and regulatory framework and in the board/shareholder dynamic, and it would be an
oversimplification to support these proposals simply because they have apparently had some success elsewhere.

We are not persuaded by the company's argument that advisory vote results would be difficult for the board to interpret: given
shareholders' only current alternative, withholding votes from compensation committee members, and considering that votes can

be withheld from individual board members for a number of reasons unrelated to compensation issues, we believe that, in certain
instances, the availability of an advisory vote could be a better-tailored option for voicing compensation concerns than those currently
available.

We do, however, believe that the ultimate responsibility for tailoring executive compensation packages that truly serve the best
interests of the company must lie with the compensation committee and the board of directors. Shareholders typically do not have
access to all of the information and data needed to make informed and intelligent decisions as to how a particular company’s
compensation program should be structured, and there is some risk that an advisory vote will become simply a protest vote. But at the
same time, directors need to be cognizant - in this area, just as with regard to capital spending decisions, proposed acquisitions and
many other issues - that they are the shareholders’ representatives and that they are spending the shareholders’ money. The board
should and must formulate performance metrics and targets that are designed with the specific needs of the company in mind, and the
plan should be as transparent to shareholders as possible without giving away information that is truly of competitive significance (the
old saw that any disclosure of the performance criteria and metrics would put the company at a competitive disadvantage is greatly
overused and generally unpersuasive). It seems evident that, if shareholders believed that boards generally were fulfilling their
responsibilities in this regard, we would not be seeing the plethora of similar resolutions that has characterized the 2007 proxy season.

Recognizing that there is merit on both sides of the argument as to whether an advisory vote on executive compensation is needed
and desirable, PROXY Governance has determined to consider these proposals on a case-by-case basis and not to uniformly support
them on a “just in case” basis. For boards that have demonstrated responsiveness to shareholder concerns and responsible
compensation practices tailored to the industry in which they are competing, we will not require that they do better what they are
already doing well, and will not support advisory votes simply to have the opportunity available to voice unnamed future compensation
concerns at the company.

According to our calculations, the compensation for the both the CEO and other named executives is in line with the median paid to
peer executives, while the company's overall performance exceeds that of peers. The company is, however, lagging somewhat behind
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peers on quarterly shareholder returns: In this category, the company ranks at the 54th percentile compared to peers at the 60th
percentile.

The board is elected annually by a majority voting standard which was recently incoporated into the bylaws. The annual election and
majority vote give shareholders the opportunity to not only express concern, but to expressly remove directors that shareholders feel
are breaking their fiduciary trust. Further, if a director is removed by shareholder vote, shareholders maintain the sole right to fill the
vacancy created. Additionally, we note that the company has virtually no other limitations on shareholder rights: the company allows
shareholders to call special meetings, does not maintain a poison pill, and allows the bylaws to be amended with a simple majority
vote.

While we recognize the merits of the proponent's argument, we also recognize that there are mechanisms already in place that allow
shareholders to express their opinons on executive compensation just as effectively as would an advisory vote -- from direct
communication to withholding votes for compensation committee members. Additionally, we note that the company has been rather
proactive in guaranteeing shareholder rights, as evidenced by the adoption of the majority voting standard for director elections prior to
any shareholder demand. Lacking evidence of a compensation problem here, we find this proposal to be an unnecessary addition to
the options shareholders already have to exercise influence over compensation and other areas of governance at this company.

Rationale/Conclusion:

We believe that the company's executive compensation levels relative to its peers are reasonable and the compensation program is
adequately disclosed. In addition, the board has made reforms which evidence its responsiveness to shareholder concerns, and we
therefore believe it is not a good target for the proposal at this time.

[back to top]

Shareholder
8 | Report on Internet Fragmentation
PROXY Governance Vote Recommendation: FOR

Proposal:

The proponent requests that the board publish a report to shareholders, within six months, providing a summarized listing and
assessment of concrete steps the company could reasonably take to reduce the likelihood that its business practices might enable or
encourage the violation of human rights, including freedom of expression and privacy, or otherwise encourage or enable fragmentation
of the internet.

Proponent:
Boston Common Asset Management LLC
Shareholder View:

The proponent is concerned that the company’s products maybe used by foreign governments in such a way as to censor the use of
the internet by citizens of such countries. The proponent notes that Cisco Systems was one of several Internet companies called to
testify before the Committee on International Relations of the U.S. House of Representatives about alleged complicity in human rights
violations in China. At this meeting, the General Counsel of Cisco Systems, Mr. Mark Chandler, testified that the key to the growth of
the Internet has been the standardization of one global network, and this has been and remains the core of Cisco’s mission. The
proponent notes, however, that the company was a key supplier for building China’s nation-wide IP backbone; this network, the
proponent contends, is synonymous with the censored, closed network, which, according to Mr. Chandler, threatens the realization of
Cisco’s core mission. The proponent also notes that legislation — “The Global Online Freedom Act of 2006 - was introduced into the
U.S. House of Representatives which would prohibit business from cooperating with officials of Internet-restricting countries in effecting
the political censorship of on-line content.

Management View:

The board shares the proponents’ desire to promote human rights, including freedom of expression, but believes that the proponent’s
request is unnecessary in light of the company’s current efforts and established policies related to such rights. The board notes that
the company’s business practices are designed to promote, among other things, freedom of expression, privacy and other fundamental
personal freedoms, and that these values are incorporated into the company’s codes of conduct and policy on human rights which are
publicly available on the corporate website. These practices, along with the company’s Corporate Social Responsibility (CSR)
programs are overseen by the Corporate Citizenship Council consisting of an executive commitment and a broad-based global
membership of management. The company also issued a “Corporate Citizenship Report” in 2006, which addressed, among other
things, company performance in the areas of human rights generally and progress towards the principles of the United Nations Global
Compact. The board believes that this report, together with future updates, addresses the intent of the proposal.

Analysis:

U.S.-based Internet companies, including Cisco Systems, have recently been criticized by human rights advocates, such as Amnesty
International, Human Rights Watch and Reporters Without Borders, for their alleged complicity in political censorship in China and
possibly elsewhere (Amnesty International estimates that 25 states countries now apply state-mandated net filtering). Critics contend
that the companies’ product offerings in China are used to monitor, filter or otherwise block Internet content. These concerns led to a
special session of the U.S. House Subcommittee on Africa, Global Human Rights and International Operations in February 2006,
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where executives from Google, Yahoo, Microsoft and Cisco Systems, were questioned about their companies' dealings in China. In
opening the meeting, Representative Christopher Smith, chairman of the subcommittee, decried such practices as a “sickening
collaboration” with the Chinese government that was “decapitating the voice of the dissidents” there. Following the hearing, Rep. Smith
introduced the “Global Online Freedom Act of 2006” — which would if passed, among other things, make it illegal for any U.S. business
to locate “user-identifiable" data in China and other “Internet-restricting countries” and would require companies to be transparent
about what political material governments are requiring them to censor.

In light of these concerns, PROXY Governance recognizes that Internet companies operating in countries where political censorship is
pervasive, such as China, are at risk of contributing to violations of human rights, in particular those relating to the freedom of
expression. Although PROXY Governance generally believes that management should have the ability to control and monitor these
operations, we recognize that there are growing reputational risks to Internet companies, especially given that notions of freedom are
tightly interwoven with the information networks that they provide and their brand equity. Furthermore, the recent suit filed against
Yahoo under the Alien Tort Claims Act indicates the potential for legal liability depending upon the particular services provided by the
company; Yahoo is accused of complicity in the torture of a Chinese dissident, Wang Xiaoning, after providing the Chinese authorities
with information on Xiaoning’s use of Yahoo sites to distribute articles calling for democratic reform in China. At the same, PROXY
Governance recognizes, however, that companies wishing to do business in these countries often have little choice but to comply with
local laws including those relating to censorship, and that the use to which their products are put is often beyond their control. Given
this, we believe that some of these concerns are more appropriately addressed to relevant U.S. governmental agencies. Nevertheless,
in view of the seriousness of the issues raised, we believe that companies should have policies in place, including for example human
rights commitments, which demonstrate that the company’s values and reputation are taken into consideration when conducting
business with, or otherwise assisting, governments known to censor the Internet.

In the case of Cisco Systems, critics claim that by selling the basic networking equipment (routers and switches etc.) to China, the
company provides the Chinese government with the basic tools to make censorship and surveillance possible. Replying to this
accusation, Cisco insists that the ability to block sites is a basic functionality of its equipment — the same functionality that libraries and
corporate network administrators use to block sites; while it acknowledges that such tools can be used by nations seeking to restrict
access to information, Cisco is adamant that it “has not specially designed or marketed products for any government, or any regional
market, to censor Internet content from citizens” (Cisco Corporate Citizenship Report 2006; also see testimony of Mark Chandler, SVP
and General Counsel of Cisco Systems, before the aforementioned U.S. House Subcommittee, available at the United States House of
Representatives House Committee on Foreign Affairs’ website).

While we appreciate the substance and tenor of Cisco’s remarks, we also recognize that this a very complex issue for Cisco, with
possible “gray areas,” such as whether it provides support or training to Chinese officials for specific functionalities of its products.
These are issues, which we believe the board should have directly addressed in its response, and we disagree with the board's claim
that the requested report is unnecessary in light of the company's “current efforts and established policies,” and existing Corporate
Citizenship Report. In light of the growing public awareness for the issue, we are deeply concerned for the potential reputational
damage as well as the possible regulatory fallout if Internet companies fail to take clear leadership on this. Given this, we find it
particularly disconcerting that Cisco elected not to participate in a recently formed alliance of technology companies (including
Microsoft, Google and Yahoo), leading academics, investors, and human rights groups, including Amnesty International, Reporters
Without Borders and Human Rights Watch, that aims to produce a set of principles to guide corporate behavior in Internet restricting
countries.

Accordingly, we support this proposal because we believe that the requested report would provide shareholders with a better
understanding of how the company is addressing this matter and strengthen the company's existing Corporate Citizenship Report.

Last year, a similar proposed was supported by 28.9% of votes cast and by PROXY Governance.
Rationale/Conclusion:

Although PROXY Governance generally defers to management on social policy issues, in this instance, we believe that the proponent
makes a strong case for why the human rights and freedom of expression issues raised by the proposal have particular saliency at
Cisco. We are, therefore, concerned that the company fails to adequately discuss how it is seeking to mitigate potential reputational
risks it could face related to growing concerns over how it conducts business in China. We believe the requested report would
strengthen the company's existing Corporate Citizenship Report and provide shareholders with a better understanding of how the
company is addressing an important policy matter.

[back to top]
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