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THE PROCTER & GAMBLE COMPANY
P.O. Box 599
Cincinnati, Ohio 45201-0599
August 29, 2006
Fellow Procter & Gamble Shareholders:

It is my pleasure to invite you to this year s annual meeting of shareholders, which will be held on Tuesday, October 10, 2006.

The meeting will start at 9:00 a.m., Eastern Daylight Time, at the Procter & Gamble Hall at the Aronoff Center for the Arts, 650 Walnut
Street, in Cincinnati.

I appreciate your continued confidence in the Company and look forward to seeing you on October 10.

Sincerely,

A.G.LAFLEY

CHAIRMAN OF THE BOARD, PRESIDENT AND
CHIEF EXECUTIVE




Edgar Filing: PROCTER & GAMBLE CO - Form DEF 14A

THE PROCTER & GAMBLE COMPANY

P.O. Box 599
Cincinnati, Ohio 45201-0599

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

August 29, 2006

Date: Tuesday, October 10, 2006
Time: 9:00 a.m., Eastern Daylight Time
Place: Procter & Gamble Hall at the Aronoff Center for the Arts

650 Walnut Street, Cincinnati, Ohio
Purposes of the meeting:

To review the minutes of the 2005 annual meeting of shareholders;

To receive reports of officers;

To vote on a proposal to amend the Company s Code of Regulations to decrease the authorized number of Directors on the Board;
To elect five members of the Board of Directors;

To vote on a proposal to ratify the appointment of the independent registered public accounting firm;

To vote on a proposal to reapprove and amend the material terms of the performance criteria under The Procter & Gamble 2001 Stock and
Incentive Compensation Plan;

To vote on one shareholder proposal; and

To consider any other matters properly brought before the meeting.
Who may attend the meeting:

Only shareholders, persons holding proxies from shareholders, and representatives of the media and financial community may attend the
meeting.

Shareholders attending the meeting who are hearing-impaired should identify themselves during registration so they can sit in a special
section where an interpreter will be available.

What to bring:
If your shares are registered in your name, you should bring the enclosed Admission Ticket to the meeting.

If your shares are held in the name of a broker, trust, bank, or other nominee, you will need to bring a proxy or letter from that
broker, trust, bank, or nominee that confirms that you are the beneficial owner of those shares.

Webcast of the annual meeting:
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If you are not able to attend the meeting in person, you may join a live video and audiocast of the meeting on the Internet by visiting
http://www.pg.com/investors at 9:00 a.m. Eastern Daylight Time on October 10, 2006. Greater Cincinnati residents can also watch on Time
Warner Cable channel 2 or Insight Cable channel 6.
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Record Date:

August 11, 2006 is the record date for the meeting. This means that owners of Procter & Gamble stock at the close of business on that date
are entitled to:

receive notice of the meeting; and

vote at the meeting and any adjournments or postponements of the meeting.
Annual Report:

We have sent a copy of the annual report for the fiscal year that ended June 30, 2006 to each shareholder of record as of August 11, 2006
(except that only one annual report was sent to certain shareholders who share an address unless we have received contrary instructions from one
or more of the shareholders). The annual report is not part of the proxy solicitation materials.

Householding Information:

We have adopted a procedure approved by the Securities and Exchange Commission ( SEC ) called householding. Under this procedure,
shareholders of record who have the same address and last name and do not participate in electronic delivery of proxy materials will receive only
one copy of our annual report and proxy statement unless one or more of these shareholders notifies us that they wish to continue receiving
multiple copies. This procedure will reduce our printing costs and postage fees. If you are still receiving multiple copies of our annual report or
proxy statement at a single address and wish to receive a single copy, please contact us at 1-800-742-6253 in the U.S., or inform us in writing at:
The Procter & Gamble Company, Shareholder Services, P.O. Box 5572, Cincinnati, OH 45201-5572.

Shareholders who participate in householding will continue to receive separate proxy cards. Householding will not in any way affect the
mailing of dividend checks.

If you participate in householding and wish to receive a separate copy of the 2006 annual report or proxy statement, or if you do not wish to
participate in householding and prefer to receive separate copies of future materials, please call us toll-free at 1-800-742-6253 in the U.S., or
inform us in writing at: The Procter & Gamble Company, Shareholder Services, P.O. Box 5572, Cincinnati, OH 45201-5572. We will respond
promptly to such requests.

Beneficial shareholders can request information about householding from their banks, brokers or other holders of record.
Proxy Voting:

Your vote is important. Please vote your proxy promptly so your shares can be represented, even if you plan to attend the annual
meeting. You can vote by Internet, by telephone, or by using the enclosed proxy card. Please see your proxy card for specific
instructions on how to vote.

Our proxy tabulator, Automatic Data Processing, must receive any proxy that will not be delivered in person to the annual meeting
by 11:59 p.m., Eastern Daylight Time on Monday, October 9, 2006.

By order of the Board of Directors,

JAMES J. JOHNSON
Secretary
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Proxy Statement

This proxy statement and the accompanying proxy card are being mailed to Procter & Gamble shareholders beginning August 29, 2006. The
Procter & Gamble Company (the Company ), on behalf of its Board of Directors, is soliciting your proxy to vote your shares at the 2006 annual
meeting of shareholders. We solicit proxies to give all shareholders of record an opportunity to vote on matters that will be presented at the
annual meeting. In this proxy statement, you will find information on these matters, which is provided to assist you in voting your shares.

Voting Information
Who can vote?

You can vote if, as of the close of business on Friday, August 11, 2006, you were a shareholder of record of the Company s:

Common stock;
Series A ESOP Convertible Class A Preferred Stock; or

Series B ESOP Convertible Class A Preferred Stock.

Each share of the Company stock gets one vote. On August 11, 2006, there were issued and outstanding:
3,175,131,514 shares of common stock;
84,392,994 shares of Series A ESOP Convertible Class A Preferred Stock; and

67,327,297 shares of Series B ESOP Convertible Class A Preferred Stock.

For The Procter & Gamble Shareholder Investment Program participants:

If you are a participant in The Procter & Gamble Shareholder Investment Program ( SIP ), you can vote shares of common stock held for
your account through the SIP Custodian.

For participants in The Procter & Gamble Profit Sharing Trust and Employee Stock Ownership Plan:

If you are a participant in The Procter & Gamble Profit Sharing Trust and Employee Stock Ownership Plan, you can instruct the Trustees
how to vote the shares of stock that are allocated to your account. If you do not vote your shares, the Trustees will vote them in proportion to
those shares for which they have received voting instructions. Likewise, the Trustees will vote shares held by the trust that have not been
allocated to any account in the same manner.

How do I vote by proxy?

Most shareholders can vote by proxy in three ways:

By Internet  You can vote by Internet by following the instructions on your proxy card;
By Telephone In the United States and Canada you can vote by telephone by following the instructions on your proxy card; or
By Mail You can vote by mail by returning the enclosed proxy card.

Please see your proxy card or the information your bank, broker, or other holder of record provided you for more information on these
options.

10
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If you vote by proxy, your shares will be voted at the annual meeting in the manner you indicate on your proxy card. If you sign your proxy
card but do not specify how you want your shares to be voted, they will be voted as the Board of Directors recommends.

11
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Can I change or revoke my vote after I return my proxy card?

Yes. You can change or revoke your proxy by Internet, telephone, or mail at any time before the annual meeting.
Can I vote in person at the annual meeting instead of voting by proxy?

Yes. However, we encourage you to complete and return the enclosed proxy card to ensure that your shares are represented and voted.
Voting Procedures

Election of Directors The five candidates receiving the most votes will be elected as members of the Board of Directors. In accordance with
the By Laws of the Board of Directors, as amended on June 13, 2006, if a Director nominee receives, in any non-contested election of Directors,
a greater number of votes withheld from his or her election than votes for such election, he or she will immediately tender his or her resignation
as a Director to the Board of Directors. Within 90 days, the Board will decide, after taking into account the recommendation of the Governance
& Public Responsibility Committee (in each case excluding the nominee in question), whether to accept the resignation. Absent a compelling
reason for the Director to remain on the Board, the Board of Directors shall accept the resignation. The Board s explanation of its decision shall
be promptly disclosed on a Form 8-K submitted to the Securities and Exchange Commission.

Proposals  The affirmative vote of a majority of shares participating in the voting on each proposal (except for the Board s proposal dealing
with amending the Company s Code of Regulations) is required for adoption. Abstentions and broker non-votes will not be counted as
participating in the voting, and will therefore have no effect.

Passage of the Board s proposal to amend the Company s Code of Regulations requires the affirmative vote of a majority of the Company s
issued and outstanding shares. Accordingly, abstentions and broker non-votes have the same effect as votes against these proposals.

Who pays for this proxy solicitation?

The Company does. We have hired Georgeson Shareholder Communications, Inc., a proxy solicitation firm, to assist us in soliciting proxies
for a fee of $22,000 plus reasonable expenses. In addition, Georgeson and the Company s Directors, officers, and employees may also solicit
proxies by mail, telephone, personal contact, telegraph, or through online methods. We will reimburse their expenses for doing this.

We will also reimburse brokers, fiduciaries, and custodians for their costs in forwarding proxy materials to beneficial owners of Company
stock. Other proxy solicitation expenses that we will pay include those for preparing, mailing, returning and tabulating the proxies.

12
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Election of Directors

Prior to the 2005 annual meeting of shareholders, the Board of Directors was divided into three classes. The classes were as equal in number
as was possible depending on the total number of Directors at any time. Each Director served for a term of three years. The classes were
arranged so that the terms of the Directors in each class expired at successive annual meetings. This meant that the shareholders elected
approximately one-third of the members of the Board of Directors annually. At the 2005 annual meeting of shareholders, the Company s
shareholders approved a proposal to amend the Company s Code of Regulations to provide for the annual election of Directors. As a transition
mechanism, this amendment provided that Directors serving on the date of the 2005 annual meeting of shareholders, including those elected at
the 2005 annual meeting to serve a three-year term, would serve the remainder of their elected terms. Starting with the 2006 annual meeting of
shareholders, as the term of each remaining class expires, the Directors in that class, along with those other Directors whose terms have expired
since the 2005 annual meeting of shareholders, will be elected annually. For example, the three-year term of the Directors elected at the 2003
annual meeting expires at the 2006 annual meeting, and these directors are nominated for new one-year terms that will expire at the 2007 annual
meeting. At the 2007 annual meeting, the three-year term of the directors elected at the 2004 annual meeting will expire as well as the one-year
terms of the Directors elected at the 2006 annual meeting. All Directors will be elected annually starting with the 2008 annual meeting of
shareholders, when the three-year term of those Directors elected at the 2005 annual meeting of shareholders expires.

The terms of Norman R. Augustine, A. G. Lafley, Johnathan A. Rodgers, John F. Smith, Jr. and Margaret C. Whitman will expire at the
2006 annual meeting. The Board has nominated each of these individuals for new terms that will expire at the 2007 annual meeting. James M.
Kilts, whose term also expires at the 2006 annual meeting, has advised the Board of his intention to retire from the Company effective
October 1, 2006 and is therefore not standing for re-election.

Each of the nominees has accepted the nomination and agreed to serve as a Director if elected by the shareholders. If any nominee becomes
unable or unwilling to serve between the date of the proxy statement and the annual meeting, the Board may designate a new nominee and the
persons named as proxies will vote for that substitute nominee. If the Company s proposal to amend its Code of Regulations to decrease the
authorized number of Directors (see page 37 of this proxy statement) is not approved by shareholders at the annual meeting, the Board will take
such action as it determines to be appropriate, including permitting one or more vacancies to exist. Any vacancies, whether resulting from
non-passage of the Company s proposal or any other reason, may be filled by the Board under the Company s Code of Regulations. The Board
expects to fill any such vacancies once it has identified appropriate candidates.

The Board of Directors recommends a vote FOR Norman R. Augustine, A. G. Lafley, Johnathan A. Rodgers, John F. Smith, Jr. and
Margaret C. Whitman as Directors to hold office until the 2007 annual meeting of shareholders and until their successors are elected.

Nominees for Election as Directors with Terms Expiring in 2007

Norman R. Augustine Director since 1989

Mr. Augustine is retired Chairman and Chief Executive Officer of Lockheed Martin
Corporation (aerospace, electronics, telecommunications and information management).
He is also a Director of The Black & Decker Corporation and ConocoPhillips. Age 71.

Chairman of the Compensation & Leadership Development Committee and member of the
Innovation & Technology Committee.

4
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A. G. Lafley Director since 2000
Mr. Lafley is Chairman of the Board, President and Chief Executive of the Company. He is
also a Director of General Electric Company and Dell Inc. Age 59.

Johnathan A. Rodgers Director since 2001

Mr. Rodgers is President and Chief Executive Officer of TV One, LLC (media and
communications). Age 60.

Member of the Innovation & Technology Committee.

John F. Smith, Jr. Director since 1995

Mr. Smith is Chairman of the Board of Delta Air Lines, Inc. and retired Chairman of the
Board and Chief Executive Officer of General Motors Corporation (automobiles and related
businesses). He is also a Director of Delta Air Lines, Inc. and Swiss Reinsurance Company.

Age 68.

Chairman of the Audit Committee and member of the Governance & Public Responsibility
Committee.

Margaret C. Whitman Director since 2003

Ms. Whitman is President and Chief Executive Officer of eBay Inc. (a global internet
company that includes online marketplaces, payments and communications). She is also a
Director of eBay Inc. and Dreamworks Animation SKJ, Inc. Age 50.

Member of the Compensation & Leadership Development and Governance & Public
Responsibility Committees.

All of the nominees for election as Directors with terms expiring in 2007 listed above, except Mr. Rodgers, have been executive officers of
their respective employers, and/or retired from such positions, for more than the past five years. Prior to his appointment as President and Chief
Executive Officer of TV One, Mr. Rodgers was President of Discovery Networks, U.S. from 1996 until 2002.

Each of the Directors with terms expiring in 2006 was elected by the shareholders at the annual meeting in 2003.

14
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Incumbent Directors with Terms Expiring in 2007

Joseph T. Gorman Director since 1993

Mr. Gorman is retired Chairman and Chief Executive Officer of TRW Inc.
(automotive, aerospace and information systems) and Chairman and Chief
Executive Officer of Moxahela Enterprises, LLC (venture capital). He is
also a Director of Alcoa Inc., Imperial Chemical Industries plc., Tonsburg
Magnesium Group International AB and Vector Intersect Security
Acquisition Corporation. Age 68.

Chairman of the Finance Committee and member of the Compensation &
Leadership Development Committee.

Lynn M. Martin Director since 1994

Ms. Martin is a former Professor at the J. L. Kellogg Graduate School of
Management, Northwestern University and former Chair of the Council for
the Advancement of Women and Advisor to the firm of Deloitte & Touche
LLP for Deloitte s internal human resources and minority advancement
matters. She is also a Director of AT&T Inc., Ryder System, Inc., Dreyfus
Funds and Constellation Energy Group, Inc. Age 66.

Member of the Finance and Governance & Public Responsibility
Committees.

Ralph Snyderman, M.D. Director since 1995

Dr. Snyderman is Chancellor Emeritus, James B. Duke Professor of
Medicine at Duke University. He is also a Director of Axonyx Inc. and
Cardiome Pharma Corporation. Age 66.

Chairman of the Innovation & Technology Committee and member of the
Audit and Finance Committees.

All of the incumbent Directors with terms expiring in 2007, except Ms. Martin, have been executive officers of
their respective employers, and/or retired from such positions, for more than the past five years. Ms. Martin was a
Professor at Northwestern University from 1993 until 1999.

Each of the Directors with terms expiring in 2007 was elected by the shareholders at the annual meeting in 2004.
Incumbent Directors with Terms Expiring in 2008

Bruce L. Byrnes Director since 2002
Mr. Byrnes is Vice Chairman of the Board P&G Household Care. He is
also a Director of Cincinnati Bell Inc. Age 58.

6
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Scott D. Cook Director since 2000

Mr. Cook is Chairman of the Executive Committee of the Board of Intuit
Inc. (a software and web services firm). He is also a Director of Intuit Inc.
and eBay Inc. Age 54.

Member of the Compensation & Leadership Development and
Innovation & Technology Committees.

Charles R. Lee Director since 1994

Mr. Lee is retired Chairman of the Board and Co-Chief Executive Officer of
Verizon Communications Inc. (telecommunication services). He is also a
Director of The DIRECTV Group, Inc., Marathon Oil Corporation, United
Technologies Corporation and US Steel Corporation. Age 66.

Chairman of the Governance & Public Responsibility Committee and
member of the Audit and Compensation & Leadership Development
Committees.

W. James McNerney, Jr. Director since 2003

Mr. McNerney is Chairman of the Board, President and Chief Executive
Officer of The Boeing Company (aerospace, commercial jetliners and
military defense systems). He is also a Director of The Boeing Company.
Age 57.

Member of the Audit and Finance Committees.

Ernesto Zedillo Director since 2001

Dr. Zedillo is the former President of Mexico and Director of the Center for
the Study of Globalization and Professor in the field of International
Economics and Politics at Yale University. He is also a Director of

Alcoa Inc. Age 54.

Member of the Finance and Governance & Public Responsibility
Committees.

All of the incumbent Directors with terms expiring in 2008, except Mr. McNerney and Dr. Zedillo, have
been executive officers of their respective employers, and/or retired from such positions, for more than the
past five years. Prior to his election as Chairman of the Board, President and Chief Executive Officer of The
Boeing Company, Mr. McNerney was Chairman of the Board and Chief Executive Officer of 3M Company
from 2001 until July 2005 and President and Chief Executive Officer of General Electric Aircraft Engines
from 1997 until 2000. Dr. Zedillo was President of Mexico from 1994 until 2000.

Each of the Directors with terms expiring in 2008 was elected by the shareholders at the annual
meeting in 2005.

16
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The Board of Directors

The Board of Directors has general oversight responsibility for the Company s affairs pursuant to Ohio s General Corporation Law, the

Company s Code of Regulations and the Board of Directors

By Laws. In exercising its fiduciary duties, the Board of Directors represents and

acts on behalf of the shareholders. Although the Board of Directors does not have responsibility for the day-to-day management of the
Company, it stays informed about the Company s business and provides guidance to Company management through periodic meetings, site visits
and other interactions. The Board is deeply involved in the Company s strategic planning process, leadership development and succession

planning. Additional details concerning the role and structure of the Board of Directors are in the Board s Corporate Governance Guidelines,

which can be found in the corporate governance section of the Company s website at www.pg.com/investors.

Committees of the Board

To facilitate deeper penetration of certain key areas of oversight, the Board of Directors has established five Committees. Membership on

these Committees is shown in the following Chart.

Compensation &

Governance &

Audit Leadership Development Public Responsibility
Mr. Lee Mr. Augustine* Mr. Lee*
Mr. McNerney Mr. Cook Ms. Martin
Mr. Smith* Mr. Gorman Mr. Smith
Dr. Snyderman Mr. Lee Ms. Whitman
Ms. Whitman Dr. Zedillo

Finance Innovation & Technology
Mr. Gorman* Mr. Augustine

Ms. Martin Mr. Cook

Mr. McNerney Mr. Rodgers

Dr. Snyderman
Dr. Zedillo

* Committee Chair

Dr. Snyderman*

The Audit Committee met eight times during the fiscal year ended June 30, 2006, with representatives of Deloitte & Touche LLP, the
Company s independent registered public accounting firm, and financial management to review accounting, control, auditing and financial
reporting matters. All members of the Committee are independent under the New York Stock Exchange listing standards and the Board of
Directors Guidelines for Determining the Independence of its Members (the Independence Guidelines , which can be found in the corporate
governance section of the Company s website at www.pg.com/investors and are attached to this proxy statement as Exhibit A). The Audit
Committee has the responsibilities set forth in its charter with respect to the quality and integrity of the Company s financial statements; the

Company s compliance with legal and regulatory requirements; the Company s overall risk management profile; the independent registered public

accounting firm s qualifications and independence; the performance of the Company s internal audit function and the independent registered

public accounting firm; preparing the annual Audit Committee Report to be included in the Company s proxy statement; and assisting the Board
of Directors and the Company in interpreting and applying the Company s Worldwide Business Conduct Manual. The Audit Committee s charter
can be found in the corporate governance section of the Company s website at www.pg.com/investors, and is attached to this proxy statement as

Exhibit B.

17
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The Compensation & Leadership Development Committee met five times during the fiscal year ended June 30, 2006. All members of
the Committee are independent under the New York Stock Exchange listing standards and the Independence Guidelines. The Compensation &
Leadership Development Committee has the responsibilities set forth in its charter with respect to overseeing overall Company compensation
policies and their specific application to principal officers elected by the Board of Directors and to members of the Board of Directors; preparing
an annual report on executive compensation for inclusion in the Company s proxy statement; and assisting the Board in the development and
evaluation of principal officers. The Compensation & Leadership Development Committee s charter can be found in the corporate governance
section of the Company s website at www.pg.com/investors.

The Governance & Public Responsibility Committee met six times during the fiscal year ended June 30, 2006. All members of the
Governance & Public Responsibility Committee are independent under the New York Stock Exchange listing standards and the Independence
Guidelines. The Governance & Public Responsibility Committee has the responsibilities set forth in its charter with respect to identifying
individuals qualified to become members of the Board of Directors; recommending when new members should be added to the Board;
recommending individuals to fill vacant Board positions; recommending the Director nominees for the next annual meeting of shareholders;
periodically developing and recommending updates to the Board s Corporate Governance Guidelines; other issues related to Director governance
and ethics; evaluation of the Board of Directors and its members; and overseeing matters of importance to the Company and its stakeholders,
including employees, consumers, customers, suppliers, shareholders, governments, local communities and the general public. Public
responsibility topics considered by this Committee include organization diversity, sustainable development, community and government
relations, product quality and quality assurance systems and corporate reputation. The Governance & Public Responsibility Committee s charter
can be found in the corporate governance section of the Company s website at www.pg.com/investors.

The Finance Committee met three times during the fiscal year ended June 30, 2006. The Finance Committee has the responsibilities set
forth in its charter with respect to overseeing financial matters of importance to the Company. Topics considered by this Committee include the
Company s annual financing plans; global financing principles and objectives; financial strategies and capital structures; funding and oversight of
the Company s pension and benefit plans; the Company s insurance program; the financial implications of major investments, restructurings, joint
ventures, acquisitions and divestitures; and the impact of various finance activities on debt ratings. The Finance Committee s charter can be
found in the corporate governance section of the Company s website at www.pg.com/investors.

The Innovation & Technology Committee met two times during the fiscal year ended June 30, 2006. The Innovation & Technology
Committee has the responsibilities set forth in its charter with respect to overseeing and providing counsel on matters of innovation and
technology. Topics considered by this Committee include the Company s approach to technical and commercial innovation; the innovation and
technology acquisition process; and tracking systems important to successful innovation. The Innovation & Technology Committee s charter can
be found in the corporate governance section of the Company s website at www.pg.com/investors.

The Company s Committee Charter Appendix, which applies to all committees, can be found in the corporate governance section of the
Company s website at www.pg.com/investors.

Board and Committee Meeting Attendance

During the fiscal year ended June 30, 2006, the Board of Directors held eight meetings and the Committees of the Board of Directors held
24 meetings for a total of 32 meetings. Average attendance at these meetings by nominees and incumbents serving as Directors during the past

year was in excess of 93%.
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Corporate Governance Guidelines

The Board of Directors has adopted Corporate Governance Guidelines to set forth its agreements concerning overall governance practices.
These Guidelines can be found in the corporate governance section of the Company s website at www.pg.com/investors. Shareholders can
request a copy of the Corporate Governance Guidelines by writing to the Company Secretary at One Procter & Gamble Plaza, Cincinnati, OH
45202-3315.

Director Independence

In addition to the Corporate Governance Guidelines, the Board has adopted the Independence Guidelines, which can be found in the
corporate governance section of the Company s website at www.pg.com/investors, and are attached to this proxy statement as Exhibit A. The
Board of Directors has determined that the following Directors are independent under the New York Stock Exchange listing standards and the
Independence Guidelines: Norman R. Augustine, Scott D. Cook, Joseph T. Gorman, Charles R. Lee, Lynn M. Martin, W. James McNerney, Jr.,
John F. Smith, Jr., Ralph Snyderman, Margaret C. Whitman and Ernesto Zedillo.

Code of Ethics

For a number of years, the Company has had, in one form or another, a code of ethics for its employees. During the fiscal year ended
June 30, 2004, the Company adopted a revised version of its code of ethics to comply with the specific requirements of new SEC regulations and
New York Stock Exchange listing standards. This code of ethics is contained in the Worldwide Business Conduct Manual, which applies to all of
the Company s employees, officers and Directors, and is available on the Company s website at www.pg.com. The Worldwide Business Conduct
Manual is firmly rooted in the Company s long-standing Purpose, Values and Principles, which can also be found on the Company s website at
www.pg.com. During the fiscal year ended June 30, 2006, the Company continued its broad deployment of the Worldwide Business Conduct
Manual in 29 different languages, including online training.

Presiding Director and Executive Sessions

After consultation with the Governance & Public Responsibility Committee, the non-employee members of the Board of Directors
appointed Norman R. Augustine to serve as the Presiding Director for fiscal year 2006-07. Mr. Augustine also served as Presiding Director
during fiscal years 2004-05 and 2005-06. The Presiding Director acts as the key liaison with the Chief Executive, assists in setting the Board
agenda, chairs the executive sessions and communicates the Board of Directors feedback to the Chief Executive. The non-employee Directors
met three times during the year in executive session without the presence of management Directors or employees of the Company to discuss
various matters related to oversight of the Company, the management of Board affairs and the Chief Executive s performance.

Communication with Directors and Executive Officers

Shareholders and others who wish to communicate with the Board of Directors or any particular Director, including the Presiding Director,
or with any executive officer of the Company, may do so by writing to the following address:

[Name of Director(s)/Executive Officer or Board of Directors |
The Procter & Gamble Company
c/o Secretary
One Procter & Gamble Plaza
Cincinnati, OH 45202-3315
10
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All such correspondence is reviewed by the Secretary s office, which logs the material for tracking purposes. The Board of Directors has
asked the Secretary s office to forward to the appropriate Director(s) all correspondence, except for items unrelated to the functions of the Board
of Directors, business solicitations, advertisements and materials that are profane.

Shareholder Recommendations of Board Nominees

The Governance & Public Responsibility Committee will consider shareholder recommendations for candidates for the Board, which should
be submitted to:

Chairman of the Governance & Public Responsibility Committee
The Procter & Gamble Company

c/o Secretary

One Procter & Gamble Plaza

Cincinnati, OH 45202-3315

Shareholder recommendations should include the name of the candidate, as well as relevant biographical information. The minimum
qualifications and preferred specific qualities and skills required for Directors are set forth in Article II, Sections B through E of the Board s
Corporate Governance Guidelines. The Committee considers all candidates using these criteria, regardless of the source of the recommendation.
The Committee s process for evaluating candidates includes the considerations set forth in Article II, Section B of the Committee s Charter. After
initial screening for minimum qualifications, the Committee determines appropriate next steps, including requests for additional information,
reference checks and interviews with potential candidates. In addition to shareholder recommendations, the Committee also relies on
recommendations from current Directors, Company personnel and others. From time to time, the Committee may engage the services of outside
search firms to help identify candidates. During the fiscal year ended June 30, 2006, no such engagement existed (and none currently exists) and
no funds were paid to outside parties in connection with the identification of nominees. All nominees for election as Directors currently serve on
the Board and are known to the Committee in that capacity.

Annual Meeting Attendance

The Board s expectation is that all its members attend the annual meeting of shareholders. All Directors attended the 2005 annual meeting,
except for Robert D. Storey.

Director Compensation
Directors who are Company employees do not receive Directors fees.

The objective of the Compensation & Leadership Development Committee of the Board of Directors (the Committee ) is to provide
non-employee Directors a compensation package at the median of the Compensation Survey Group (as this group is further described on
page 14 of this proxy statement). In fiscal year 2005-06 non-employee Directors received the following compensation:

An annual grant of restricted stock units on October 11, 2005, the value of which the Committee increased from $100,000 to $125,000.
This positions the Director compensation package at the median of the Compensation Survey Group and achieves a mix of stock and cash
consistent with that group. These units are forfeitable for one year, will not convert to common stock until at least one year after leaving
the Board and cannot be sold or traded until converted to common stock, thus encouraging alignment with the Company s long-term
interests. Restricted stock units earn dividend equivalents at the same rate as dividends paid to shareholders;
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An annual retainer fee of $75,000 paid in quarterly increments, which the Directors can elect to receive as cash, common stock or deferred

compensation;

A Committee meeting fee of $2,000 for every Committee meeting attended, which the Directors can elect to receive as cash, common

stock or deferred compensation; and

The Chairman of the Audit Committee also received an additional $15,000 annual retainer. The Chairmen of the Compensation &
Leadership Development, Finance, Governance & Public Responsibility and Innovation & Technology Committees each received an
additional $10,000 annual retainer. These Chairmen can elect to receive these additional retainers as cash, common stock or deferred

compensation.

Stock and restricted stock unit awards made to non-employee Directors are made under The Procter & Gamble 2003 Non-Employee

Directors Stock Plan, as approved by shareholders on October 14, 2003.

The following table presents the compensation provided by the Company to the non-employee Directors for fiscal year 2005-06.

NON-EMPLOYEE DIRECTOR COMPENSATION TABLE

Annual Committee Committee
Cash Restricted Meeting Chairman
Name Retainer Stock Units Fees Fee Total
Norman R. Augustine $75,000 $125,000 $14,000 $10,000 $224,000
Scott D. Cook 75,000 125,000 14,000 0 214,000
Joseph T. Gorman 75,000 125,000 16,000 10,000 226,000
Charles R. Lee 75,000 125,000 38,000 2,500* 240,500
Lynn M. Martin 75,000 125,000 14,000 0 214,000
W. James McNerney, Jr. 75,000 125,000 18,000 0 218,000
Johnathan A. Rodgers 75,000 125,000 2,000 0 202,000
John F. Smith, Jr. 75,000 125,000 28,000 15,000 243,000
Ralph Snyderman 75,000 125,000 20,000 10,000 230,000
Robert D. Storey** 75,000 125,000 12,000 10,000 222,000
Margaret C. Whitman 75,000 125,000 20,000 0 220,000
Ernesto Zedillo 75,000 125,000 18,000 0 218,000

* Partial year as committee chair
**  Mr. Storey retired as a Director on May 1, 2006.

Non-employee Directors also receive life insurance coverage in the amount of $750,000, payable in the event of accidental death or

disability occurring while traveling on Company business.

If a non-employee Director elects to defer cash fees under The Procter & Gamble Deferred Compensation Plan for Directors, such fees are
credited to the Director s account but not funded. Interest is credited to the account at the end of each month at the prime rate then in effect at J.
P. Morgan Chase. Amounts credited to these deferred compensation accounts are payable upon the retirement or death of the Director, or after a

term of years after retirement as specified by the Director.

Stock Ownership Guidelines for Non-employee Directors

Non-employee Directors must own Company stock and/or restricted stock units worth six times their annual cash retainer. All Directors

have already achieved this ownership requirement.
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Charitable Gifts Program

Effective July 1, 2003, the Charitable Gifts Program was discontinued for any new Directors. Only those current and retired Directors who
were participants prior to July 1, 2003 continue in this program, which is funded by life insurance on the lives of the non-employee members of
the Board of Directors and the Chief Executive. Participants receive no financial benefit from the program because the Company receives all
insurance proceeds and charitable deductions. Under this program, the Company makes charitable contributions of up to a total of $1 million
following the death of a participant. These contributions are divided among up to five charitable organizations selected by the participant. The
following current and retired Directors are participants in this program: David M. Abshire, Edwin L. Artzt, Norman R. Augustine, Donald R.
Beall, Theodore F. Brophy, Richard B. Cheney, Scott D. Cook, Domenico DeSole, Richard J. Ferris, Joseph T. Gorman, Robert A. Hanson,
Durk I. Jager, A. G. Lafley, Joshua Lederberg, Charles R. Lee, Lynn M. Martin, W. James McNerney, Jr., John E. Pepper, David M. Roderick,
Johnathan A. Rodgers, John G. Smale, John F. Smith, Jr., Ralph Snyderman, Robert D. Storey, Margaret C. Whitman, Marina v.N. Whitman and
Ernesto Zedillo.

Report of the Compensation & Leadership Development Committee of the

Board of Directors on Executive Compensation

Introduction

The Compensation & Leadership Development Committee of the Board of Directors (the Committee ) is responsible for ensuring that the
Company s executive compensation policies, practices and systems are competitive and reflect the long-term interests of shareholders. None of
its members have been an officer or recent employee of the Company, and each is considered independent for purposes of applicable New York
Stock Exchange listing standards as well as the Independence Guidelines. You can learn more about the Committee s purpose, responsibilities,
structure and other details by reading the Committee s charter and the Company s Committee Charter Appendix, which can both be found in the
corporate governance section of the Company s website at www.pg.com/investors.

The Committee is also responsible for reporting on the Company s executive compensation each year, as part of the annual proxy statement.
The Committee utilized market-based data and a pay-for-performance approach to determine executive compensation. This Report explains:

The Company s total compensation philosophy;
Key components of executive compensation, including the Chief Executive s compensation;
The factors the Committee considered as compensation levels were established; and

Details regarding stock ownership, share retention requirements and deductibility of qualifying compensation.
Summary

The Company s executive compensation is based on a few simple principles:
Pay competitively;
Pay for performance; and

Design compensation programs that support the business with emphasis on the longer term.

These principles have served the Company well and have enabled the Company to deliver strong shareholder value increases over time.
Additionally, these principles have assisted the
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Company in developing and retaining extraordinary executive talent at a level matched by few other major corporations.

At the executive level, the vast majority of compensation is at-risk, vests over time, and is tied directly to the Company s long-term success.
Company executives are compensated at levels competitive with individuals performing similar jobs in comparable companies and achieving
similar results. This conclusion is based on the Committee s evaluation of comprehensive surveys by Hewitt Associates, a leading independent
outside executive compensation consulting firm, and on the opinion of Frederic W. Cook & Co., an independent compensation advisory firm
that is retained by and reports exclusively to the Committee and does no other work with the Company or its management.

The Committee compares the Company s pay structure and its business, financial and stock price performance to a benchmark group (the
Compensation Survey Group ) that consists of two kinds of companies those we compete with in the marketplace and those outside our industry
with whom we compete for talent. The group consists of 25 companies. The Committee periodically evaluates the Compensation Survey Group s
composition to ensure it remains relevant, and updates it accordingly. Considering that the Gillette merger substantially increased the size of the
Company, the Committee reevaluated the appropriateness of each company in the peer group. To better align the peer group to the Company s
increased size, the Committee replaced five of the relatively smaller companies (a group with median sales of $17.4 billion), with five larger
companies (a group with median sales of $73.1 billion). For this past fiscal year the Compensation Survey Group consisted of the following

companies:

3M General Electric Lockheed Martin

Altria Group General Motors Merck

AT&T Hewlett-Packard Motorola

Boeing Home Depot PepsiCo

Chevron IBM Pfizer

Coca-Cola Johnson & Johnson Target
Colgate-Palmolive Kimberly Clark Verizon Communications
Du Pont Kraft Foods Wal-Mart Stores

Exxon Mobil

For fiscal year 2005-06, the Committee established compensation targets for the Company s executive officers consistent with the
opportunity for compensation at the median of the Compensation Survey Group, based on the latest available data. Depending on the Company s
actual results, compensation can be below or above targets. For the past fiscal year the actual total compensation was above these targets because
of strong business and financial performance as further described in the Criteria and Company Results section of this Report.

The Committee also considered certain aspects of P&G s incentive compensation programs in view of the importance of successfully
integrating the Gillette business as a result of the merger that closed on October 1, 2005. The Board and Company management are confident
that combining P&G and Gillette will create substantial and sustainable shareholder value over the long-term. Near-term, the Company must
focus on the successful integration of the Gillette business and delivery of revenue and cost synergies, while maintaining momentum in the
Company s core business.

Specifically to reflect the importance of the Gillette merger, an additional factor was added to the Short-Term Achievement Reward ( STAR )
annual incentive, beginning in fiscal year 2005-06. This so-called Gillette Factor was determined by assessing performance during the fiscal year
on various metrics related to integration goals including: sustaining the overall health of both the P&G and Gillette businesses during this period
(based on sales, market share and earnings progress); achieving revenue and cost synergy objectives; staying within integration cost and

restructuring estimates; delivering the Company s Field the Best Team staffing commitments;
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and integrating the two companies operations. This put payments for all STAR participants further at-risk based on the
achievement of integration goals.

Compensation Elements Overview

All the elements of the Company s executive compensation program are designed to deliver year-to-year and long-term shareholder value
increases. In fact, the majority of executives compensation is at-risk, vests over time, and is tied directly to the Company s long-term success.

There are three elements of executive compensation:

Base salaries;
Annual incentives through the STAR program; and

Long-term incentives that include equity awards that may be delivered in the form of stock options, restricted stock and restricted stock
units through the Company s Key Manager Long-Term Incentive Program and through the Company s Business Growth Program.
Criteria and Company Results

The Committee sets compensation levels each year based on five performance criteria:

The Company s absolute performance, measured by unit volume growth, net sales growth, earnings per share growth, free cash flow
growth and total shareholder return;

The Company s performance relative to its established goals;
The Company s performance relative to the performance of the Compensation Survey Group;
Compensation targets for specific positions set at the median of the Compensation Survey Group; and

Individual contributions to Company performance.

Additionally, the Board expects executives to uphold the fundamental principles embodied in the Company s Statement of Purpose, Values,
and Principles, plus the Worldwide Business Conduct Manual, the Sustainability Report, and the Environmental Quality Policy. The Committee
considers the effectiveness of executives in upholding these principles when the Committee makes compensation decisions. These fundamental
principles include a commitment to integrity, maximizing the development of each individual, developing a diverse organization, and
continually improving the environmental quality of the Company s products and operations. In upholding these fundamental principles,
executives not only contribute to their own success, but also help ensure that the Company s business, employees, shareholders and the
communities in which the Company operates will prosper.

In terms of the Company s performance against these criteria, results during fiscal year 2005-06 were once again strong. More specifically,
the Committee s compensation decisions were influenced by the Company s results on the following key performance metrics:

Volume +19% (organic volume increased 6%, which excludes the impacts of acquisitions and divestitures, such as Gillette, of 13%);

Net Sales +20% (organic sales increased 7%, which excludes the impacts of acquisitions and divestitures, such as Gillette, of 14% and
negative foreign exchange impact of 1%);

Earnings per share +12%-13%, excluding Gillette dilution impact (comprised of 4% reported earnings per share growth less the 8%-9%
impact of dilution from the Gillette acquisition);
15

24



Edgar Filing: PROCTER & GAMBLE CO - Form DEF 14A

Free cash flow productivity was 100% (this is operating cash flow of $11.4 billion less capital expenditures of $2.7 billion divided by net
earnings of $8.7 billion); and

Market Total Shareholder Return ( TSR ) ranked 15th in the 21 company peer group the Company uses for TSR comparison purposes.

The Company s performance on all but one of these criteria (TSR) met or exceeded previously established targets. The Committee also
considered other indicators of the health of the Company s businesses. Market shares continue to increase broadly across the businesses. In
addition, despite a challenging cost environment, particularly on certain commodities including petroleum-related products, the Company
improved its cost structure. Progress was also broad-based in fiscal year 2005-06 as each Global Business Unit, four of the five reporting
segments, each of the 16 largest countries and 16 of the Company s 17 billion dollar brands (prior to the Gillette merger) grew volume. The Pet
Health, Snacks and Coffee reporting segment and the Folgers brand were below year ago, due to the impact of Hurricane Katrina. Only TSR
lagged below objective, with the Company trailing about two-thirds of the peer group. Since stock prices will vary in the short-term, the
Committee considers how P&G stock has performed in the market over a longer timeframe. For perspective, P&G s TSR over the past five years
ranked in the top quartile of the TSR peer group. The results described in this paragraph (other than TSR) exclude Gillette because Gillette was
part of the Company for only nine months of fiscal year 2005-06. After the Gillette merger the Company has 22 billion dollar brands and seven
reporting segments. The success of the Gillette integration impacts executive compensation through the Gillette Factor of the STAR program as
discussed in the Summary section of this Report.

Chief Executive Compensation Overview

As Chief Executive, Mr. Lafley has a personal stake in the success of the Company and his compensation is tied to that success. He is
compensated in accordance with the principles and criteria summarized above. More than 90% of Mr. Lafley s total compensation is at-risk based
on the Company s performance. His total compensation in fiscal year 2005-06, which is above the median of the Compensation Survey Group,
reflects the Company s strong overall performance during the year as well as the sustained results over the past six years during which Mr. Lafley
has been Chief Executive. Mr. Lafley s compensation also reflects steps he has taken to sustain the Company s strong results in the future,
including significant progress to successfully integrate the Gillette merger. The Committee also considered his commitment to good corporate
citizenship and to giving back to the communities in which the Company operates.

This year the Committee modified the form in which Mr. Lafley receives his long-term incentives, achieving his target long-term
compensation through a combination of stock options and restricted stock units. Mr. Lafley s long-term incentive program now consists of three
components: 1) the three-year performance program Business Growth Program ( BGP ) that will pay out in restricted stock units; 2) a portion of
the annual Key Manager grant in stock options; and 3) a portion of the annual Key Manager grant in restricted stock units that vest after three
years.

Details of Mr. Lafley s compensation are included in the following pages. The other named executive officers are compensated according to
the same principles, practices and programs as the Chief Executive.

Compensation Elements Detail

Base Salaries

The Committee established base salary ranges based on the examination of survey data for our Compensation Survey Group. This
information was gathered by Hewitt Associates, a leading independent outside executive compensation consulting firm. Salary ranges, combined

with
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annual incentive compensation, are targeted at the median of the Compensation Survey Group. Within the established ranges,
base salary increases reflect each executive s performance and experience. Frederic W. Cook & Co., an independent
compensation advisory firm that is retained by and reports exclusively to the Committee and does no other work for the Company
or its Management, reviewed this information and advised the Committee.

Annual Incentives
STAR is the Company s annual incentive program. All awards are made within the authority of the Additional Remuneration Plan that dates
back to 1949, and The Procter & Gamble 2001 Stock and Incentive Compensation Plan (the 2001 Stock Plan ). To allow opportunities for
increased ownership or deferral, executives can choose to receive all or some portion of their STAR awards in the form of cash, stock options,
restricted stock units or deferred compensation under the Executive Deferred Compensation Plan.

STAR awards are based on three factors:

Overall Company results, measured by total shareholder return relative to similar consumer product companies and by earnings per share
growth relative to a pre-established target;

Specific business unit results, determined through a retrospective assessment of each business unit s performance, including volume, sales,
market share, value contribution, profits, operating cash flow, operating total shareholder return, performance relative to competitors and
business unit collaboration; and

Gillette integration results, as described in the Summary section of this Report.

Differences in performance result in significantly different levels of annual incentive compensation for various business units, both above
and below target. For example, specific business unit factors for fiscal year 2005-06 ranged from 65% to 160% of target.

As a result of strong overall Company performance, Gillette integration that is on target, as well as combined business unit results that were
significantly above targeted performance goals, the fiscal year 2005-06 STAR program paid out awards that were, on average, above target.

Long-Term Incentives
The Committee awarded long-term incentives through the Company s 2001 Stock Plan approved by shareholders on October 9, 2001, The
Gillette Company 2004 Long-Term Incentive Plan (the 2004 Gillette Plan ) approved by Gillette s shareholders on May 20, 2004, and/or the
Company s Additional Remuneration Plan. Awards under these programs focus executives attention on the longer-term performance of the
Company. When long-term incentive programs pay awards at target, the combined long-term component of executives compensation will be
consistent with the median opportunity for long-term compensation of the Compensation Survey Group for comparable positions.

1 Key Manager Long-Term Incentives

The Company may make awards of stock options, restricted stock, and/or restricted stock units under the shareholder-approved 2001
Stock Plan and the 2004 Gillette Plan. These awards are given to employees who have demonstrated a capacity for contributing substantially
to the success of the Company. As part of an appropriate mix of compensation elements, the Company grants stock options to encourage
these managers to act as owners of the business, helping to further align their interests with those of shareholders. Stock appreciation rights
( SARs ) are granted instead of stock options in countries where the holding of foreign stock is restricted.
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Pursuant to the terms of the 2001 Stock Plan and the 2004 Gillette Plan, the Company makes stock option grants at no less than 100%
of the market price on the date of grant and the options cannot be repriced without shareholder approval. Grants are made on the last
business day in February as pre-established by the Committee. Stock options and SARs are fully exercisable after three years and have a
maximum term of ten years. In addition to ownership requirements, the Company also requires top executives to hold exercised shares for a
period of time. Please see the Miscellaneous Items section of this Report for more information.

The target number of shares to be awarded to an individual is based on the median competitive values of our Compensation Survey
Group. For those selected to receive an award, the target amount can be adjusted by as much as plus or minus 50% based on an individual s
performance, with the aggregate value of all grants remaining at target. The number of option shares currently held by each executive is not
considered in determining awards. Grants were determined for employees who came to the Company through the Gillette merger using the
same methodology, with most of these former Gillette employees receiving shares from the 2004 Gillette Plan.

1 Business Growth Program

The Business Growth Program ( BGP ) is a three-year performance program covering July 1, 2005 through June 30, 2008.
Approximately 50 senior executives are included in BGP. Each was assigned a target amount ( Target Award ) for the three-year performance
period. Taken together, each executive s BGP at target and stock options at target represent total long-term incentive compensation equal to
the median long-term incentive target compensation of the Compensation Survey Group for comparable positions. The Committee
determines actual BGP awards based on Company performance versus pre-established targets for diluted earnings per share growth and
operating total shareholder return.

BGP will pay out at target compensation levels for the full three-year period if the Company achieves its operating total shareholder
return goal and delivers three-year 10% compound earnings per share growth. Interim earnings per share growth goals are initially adjusted
for Gillette dilution, with this adjustment phasing out over the three-year performance period. The program places management
compensation at-risk based on achievement of the profitable growth objectives of the Company. Depending on actual results, participants
may earn more or less than target.

Progress awards of 30% of the total anticipated award are made based on actual performance for the one-year period ending June 30,
2006 and for the two-year period ending June 30, 2007. Progress awards are made only if performance targets are met or exceeded and are
made subject to the achievement of performance targets over the three-year period of the program. For the year ended June 30, 2006, the
performance targets were exceeded and progress payments of 193% of target were made. This reflects very strong earnings per share growth
(adjusted in the first year for Gillette dilution, which adjustment is phased out over the term of the program) and operating total shareholder
return that was above target and reflects strong cash flow. The progress awards are shown in the Summary Compensation Table on page 23
of this proxy statement.

One-half of any amounts earned will be paid in the form of three-year restricted stock units. The remaining half can be paid in cash,
deferred compensation via the Executive Deferred Compensation Plan, or restricted stock units with the restricted period elected by the
executive within prescribed limits. Restricted stock units earn dividend equivalents at the same rate as dividends paid to shareholders.
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Chief Executive Compensation

The Committee established compensation levels for Mr. Lafley using the same principles applied to all Company executives. The process
for assessing his performance is rigorous and objective, with performance standards selected according to the best practices in our industry and
for the Company. Mr. Lafley s total compensation opportunity is competitive with that of chief executives in the Compensation Survey Group.
His compensation is linked directly to both his personal performance and the Company s performance. It is also aligned with business strategies
and is focused on rewarding sustained, long-term growth.

The Committee reviewed all elements of Mr. Lafley s total compensation opportunity including salary, bonus, equity and long-term
incentive compensation, unrealized stock option, restricted stock and restricted stock unit gains, and the cost to the Company of Mr. Lafley s
participation in benefits, perquisites and retirement programs. A tally sheet displaying all of the above components was reviewed by the
Committee.

Meeting in executive session without the presence of any Company employee, the Committee determined the amount of Mr. Lafley s
compensation elements. The Committee s action was reviewed and discussed by the non-employee Directors of the Board of Directors.

The Committee primarily considered the following factors in determining Mr. Lafley s annual and long-term incentive awards:

The Company s overall results;
Mr. Lafley s individual performance, including his high ethical standards;
The compensation of other chief executives in our Compensation Survey Group; and

Our stated compensation philosophy.

In addition, the Committee considered several outcomes of Mr. Lafley s efforts that are focused on sustaining growth into the future:

Continued delivery of very good business results, with sales, volume, profit and cash in line with or ahead of the Company s sustainable
growth targets;

Continuing to establish the appropriate ethical atmosphere for governance systems in the Company;
Completion of the merger with Gillette, including the achievement of all legal and regulatory requirements;

The successful first stage of the integration of Gillette the Company s largest transaction ever. Cost and revenue synergies are on track and
dilution targets have been met;

Clarity and effectiveness of business strategies and leveraging of business structure for competitive advantage;
The Company s enhanced ability to innovate and to create and build leading brands;

The continued emphasis on organizational development, including the development of top talent and potential successors for key executive
positions, up to and including the Chief Executive role the Company is recognized externally as one of the premier developers of leaders
at all levels of the organization; and

External recognition of Mr. Lafley s skills and contribution, including recent selection as CEO of the year by CEO Magazine.

Finally, the Committee considered its tremendous confidence in Mr. Lafley s leadership based in part on his past demonstrated performance.
Since 2001, under Mr. Lafley s leadership, P&G sales have grown from $39 billion to nearly $70 billion, average annual earnings per share

growth
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exceeded 10% and the Company has generated more than $35 billion in free cash flow. In addition, the
Company s TSR over the past five years ranked in the top quartile of its TSR peer group.

Chief Executive Base Salary
1 Fiscal Year 2005-06
Mr. Lafley s base salary for fiscal year 2005-06 was unchanged at $1,700,000.
1 Fiscal Year 2006-07
Mr. Lafley s salary for fiscal year 2006-07 will remain unchanged at $1,700,000 and, in combination with his
STAR target, his short-term compensation opportunity is consistent with the median of his peer group.
Chief Executive Annual Incentive Award
1 Fiscal Year 2005-06
Mr. Lafley s STAR target was 140% of base salary. This STAR target, when combined with his base salary,
was consistent with the median of short-term target compensation for chief executives in the Compensation Survey
Group. His actual annual incentive award was $3,500,000, which reflects the Company s strong business and
financial performance and his outstanding leadership of the organization.
1 Fiscal Year 2006-07
Mr. Lafley s STAR target will be 155% of base salary so that his total short-term compensation target (base
salary plus annual bonus) for fiscal year 2006-07 is consistent with the median of compensation targets for chief
executives in the Compensation Survey Group.
Chief Executive Long-Term Incentive Awards
1 Fiscal Year 2005-06
Mr. Lafley s total long-term incentive award target was consistent with the median of long-term incentive
awards paid to chief executives in the Compensation Survey Group, based on the latest available data. In fiscal
year 2005-06, the Committee awarded Mr. Lafley long-term incentives in the form of stock options and restricted
stock units and the payout of his BGP progress award as discussed earlier in the Compensation Elements-Detail
section of this Report. The grant date of the stock options and restricted stock units awarded to Mr. Lafley was set
by the Committee well over a year in advance and is the same grant date used for all other recipients. As required
of Company grants, these were made at no less than 100% of the market price on the date of grant and cannot be
repriced to a price that is below the market price on the date of grant without shareholder approval.
Key Manager Stock Options and Restricted Stock Units
In February 2006, the Committee granted a combination of stock options and restricted stock units to
Mr. Lafley, resulting in a grant of 516,529 stock options and 82,645 restricted stock units. The Committee set
this amount, which is above the median of the Compensation Survey Group, in recognition of Mr. Lafley s
strong performance in fiscal year 2004-05. The value of stock options and restricted stock units are tied directly
to future growth in shareholder value.
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Business Growth Program
Under BGP, Mr. Lafley has an incentive award opportunity of $10,200,000 for a three-year
performance period from July 1, 2005 to June 30, 2008. This target was established using two times base
salary for each year in the program, which equals six times his July 1, 2005 base salary. In 2005-06,
Mr. Lafley earned a progress award of $5,905,800 based on very strong earnings per share (adjusted in the
first year for Gillette dilution, which adjustment is phased out over the term of the program) and operating
total shareholder return performance during the first year of the three-year performance period. This
progress award is 30% of his total anticipated award (based on Company performance to date). Mr. Lafley s
award was made on the same basis as the other BGP participants. His award will be delivered entirely in
the form of restricted stock units on September 15, 2006. One-half of the shares associated with these
restricted stock units would have been delivered to Mr. Lafley in three years (September 2009), however
Mr. Lafley has elected to defer delivery of these shares until September 2009 or starting one year following
his retirement, whichever is later. The other one-half will be delivered starting one year following his
retirement.
1 Fiscal Year 2006-07
The Committee will consider Mr. Lafley s 2005-06 performance, competitive long-term incentive targets
and his BGP target in determining his Key Manager award. This award may be made in the form of stock
options, restricted stock and/or restricted stock units.

Mr. Lafley will continue participation in the three-year BGP performance program covering the period
July 1, 2005 through June 30, 2008. If performance goals are fully achieved, Mr. Lafley s target interim
progress award for the second year of the program will be $3,060,000 (30% of the three-year target).

The Committee has determined that since Mr. Lafley s share ownership greatly exceeds the requirement
of eight times his base salary, the Committee no longer requires that his entire BGP award be paid in
restricted stock units. Beginning in 2007, any amounts earned will be delivered consistent with all other
program participants, one-half in the form of three-year restricted stock units and the other one-half
delivered in the participant s choice of cash, deferred compensation via the Executive Deferred
Compensation Plan or restricted stock units, with the restricted period elected within specified limits.

Chief Executive Benefits and Perquisites
Mr. Lafley s benefits and perquisites are established based on competitive practice. However, unlike chief

executives at many other companies, he has no employment contract and is not entitled to severance payments or
retirement benefits not broadly available to other employees under Company programs. For security reasons,
Mr. Lafley uses Company aircraft for personal travel. However, the value of Mr. Lafley s personal travel on Company
aircraft is imputed income to Mr. Lafley and the Company does not reimburse Mr. Lafley for any additional taxes he
may incur on this imputed income. More detail is provided in the Summary Compensation Table on page 23 of this
proxy statement.
Miscellaneous Items

Stock Ownership Requirements and Required Holding Periods

1 Stock Ownership Guidelines
The interests of the Company and its employees are closely aligned. One of the ways this is reflected is
through executive share ownership. Approximately 50 of the most senior
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executives are required to acquire and retain a multiple of their base salary in shares of Company stock and/or
restricted stock units.

The Chief Executive s required multiple is eight times base salary. The multiple for the Vice Chairs and the
Chief Financial Officer is five times base salary. The multiple for the other approximately 50 most senior
executives is four times base salary.

Mr. Lafley currently owns more than 24 times his base salary in stock well above his ownership requirement.

All other executives subject to these stock ownership requirements are either above their ownership requirements

or are pursuing plans that would permit them to achieve their ownership requirements within the time frame

prescribed in the stock ownership program.
1  Required Holding Periods

The Chief Executive must hold for at least two years the net shares received from stock option exercises,
excluding shares disposed of to pay taxes or the price for any stock option exercises. This requirement became
effective with stock options exercised on or after June 8, 2004. Approximately 50 of the most senior executives of
the Company must hold for at least one year the net shares received from stock option exercises, excluding shares
disposed of to pay taxes or the price for any stock option exercises. This requirement commenced with stock
options exercised on or after July 1, 2006. For all executives subject to this holding period, including the Chief

Executive, these restrictions are in effect while actively employed, and any awards that were taken as stock options

instead of cash or unrestricted securities are not subject to the holding period.

Policy with Regard to Qualifying Compensation to Preserve Deductibility

Section 162(m) of the Internal Revenue Code limits the deductibility of executive compensation paid to the
Company s covered executive officers to $1,000,000 per year, but contains an exception for certain performance-based
compensation.

For fiscal year 2005-06, grants of retirement restricted stock, restricted stock units, and stock options and
payments of STAR and BGP under the 2001 Stock Plan and Additional Remuneration Plan should satisfy the
requirements for deductible compensation. For fiscal year 2006-07, continued deductibility will depend on
shareholder approval of the Company s proposal starting on page 38 of this proxy statement. While certain restricted
stock units granted outside of the STAR and BGP Programs are not ordinarily deductible, Mr. Lafley has elected to
defer the delivery of restricted stock units granted to him under the Key Manager Program until after retirement, thus
preserving 162(m) deductibility.

While the Committee s general policy is to preserve the deductibility of most compensation paid to the Company s
covered executives, the Committee may authorize payments that might not be deductible if it believes they are in the
best interests of the Company and its shareholders.

Last year, after an analysis of competitive practices, the Committee determined that it was appropriate and in the
best interests of the Company and its shareholders to continue to pay Mr. Lafley a base salary which exceeds
$1,000,000. In addition, in the process of approving the Gillette merger, the Committee agreed to continue to pay
Mr. Kilts base salary which exceeds $1,000,000. Of the fiscal year 2005-06 compensation components discussed in
this report, the only portion which will not be deductible is that portion of Mr. Lafley s and Mr. Kilts base salaries that
exceeds $1,000,000 (which portion is $700,000 for Mr. Lafley and $158,800 for Mr. Kilts when pro-rated for the nine
months that Mr. Kilts was an officer of the Company in fiscal year 2005-06).

Norman R. Augustine, Chairman Charles R. Lee
Scott D. Cook Margaret C. Whitman
Joseph T. Gorman
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SUMMARY COMPENSATION TABLE
(Dollar figures shown in thousands)

Long-Term Compensation Awards

Annual Compensation Securities Long-Term
Restricted Underlying Incentive
Other . All
Name and Annual Stock Options/ Plan Other
Principal Position  Year Salary Bonus()Compensation(2Awards(®) SARs Payment€8mpensation©
A. G. Lafley 2005-06 $1,700.0 $3,500.06) $ 126.2 $5,000.077 516,529 $5,905.8;8y $401.5
Chairman of the 2004-05 1,700.0 3,500.0(9) 169.9 0 764,306 6,800.0¢10) 471.0
Board, President ~ 2003-04 1,700.0 3,500.0(11) 95.3 0 705,834 9,864.0(12) 523.1

& Chief Executive

James M. Kilts(3)  2005-06 1,158.8 1,704.0(14) 460.1 0 1,000,000 Ops)y 117.6
Vice Chairman of
the Board-Gillette

Susan E. Arnold 2005-06 910.0 1,003.3 0 136,364 1,580.7(¢16y 216.9
Vice Chairman- 2004-05 910.0 1,212.1 0 135,274 1,820.0¢17) 223.3
P&G Beauty &

Health 2003-04 583.3 666.7 0 136,150 1,566.0¢1sy 158.5
Bruce L. Byrnes 2005-06 910.0 1,123.7 0 132,232 1,580.7(19) 218.2
Vice Chairman of  2004-05 910.0 772.7 158,597 1,820.020) 227.3
the Board-P&G 2003-04 910.0 984.5 238,260 2,700.0¢21)y 257.7
Household Care

Clayton C.

Daley, Jr.(22) 2005-06 850.0 970.2(23) 0 132,232 1,459.124 202.9
Chief Financial 2004-05 787.5 861.5 0 149,268 1,540.025y 204.9
Officer 2003-04 725.0 827.3 0 153,168 2,088.026) 205.1
Robert A.

McDonald 2005-06 910.0 1,051.4 237.4 0 140,496 1,580.7¢27) 214.7
Vice Chairman- 2004-05 910.0 11,0455 1,048.4(28) 158,597 1,820.029) 217.4
Global Operations  2003-04 827.5 775.5 1,500.0 223,672 1,908.030) 281.9

(1) STAR awards may be made in the form of cash, restricted stock units, stock options, or deferred compensation as
approved by the Compensation & Leadership Development Committee. All STAR awards are reported in this
column regardless of the form of the award. STAR awards are paid in cash unless otherwise noted.

(@) Personal benefits received from the Company by any of the Company s named executive officers are required to be

disclosed as Other Annual Compensation unless the aggregate amount is less than $50,000. The Company provides
a modest level of personal benefits to named executive officers. These may include financial counseling, physical
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examinations, home security, lunch club fees, use of a Company car and use of Company aircraft for personal
travel. In addition to these personal benefits, Mr. Kilts also receives, as required by his employment agreement,
Company-provided housing in Boston and commuting expenses. Except for Messrs. Lafley, Kilts and McDonald,
the aggregate incremental cost to the Company of all personal benefits provided to any named executive officer
was less than the reporting threshold. Accordingly, these amounts are not included in the Other Annual
Compensation column. Mr. Lafley is required to use Company aircraft for personal as well as business travel
pursuant to the Company s executive security program established by the Board of Directors. Mr. Lafley s personal
use of Company aircraft is the only personal benefit that represents greater than 25% of his total personal benefits.
The aggregate incremental aircraft usage costs associated with this benefit were $115,045 for fiscal year 2005-06,
$99,360 for fiscal year 2004-05, and $78,540 for fiscal year 2003-04. Mr. Kilts is also required to use Company
aircraft for personal use as well as business travel for security reasons. Mr. Kilts personal use of Company aircraft
and his Company-provided housing in Boston each represented greater than 25% of his total personal benefits. The
aggregate incremental aircraft usage costs associated with Mr. Kilts personal use of Company aircraft were
$165,130 for the period from October 1, 2005 (the date on which the Gillette merger closed) through June 30,
2006. The cost of Mr. Kilts housing in Boston during the same period was $107,801. Mr. Kilts Other Annual
Compensation total also includes $102,037 for tax gross-up on his financial planning and housing personal
benefits. Mr. McDonald s financial counseling ($21,000) and home security ($42,760) personal benefits each
represented greater than 25% of his total personal benefits. Mr. McDonald s home security benefit was higher than
in past years because the Company temporarily provided security at two residences while Mr. McDonald was in
the process of moving. Mr. McDonald s Other Annual Compensation total for fiscal year 2005-06 also includes
$169,981 in tax equalization payments made by the Company to Mr. McDonald to cover incremental taxes
required to be paid to Japan and Belgium in accordance with Company policies generally applicable to employees

assigned outside their home countries.
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(3) The number and value of aggregate restricted stock shares/restricted stock unit holdings earned by each of the named executive officers over
their careers with the Company and still held as of June 30, 2006 were: Mr. Lafley, 636,280 shares/units ($36,121,616); Mr. Kilts,
0 shares/units ($0); Ms. Arnold, 67,295 shares/units ($3,820,337); Mr. Byrnes, 92,662 shares/units ($5,260,422); Mr. Daley,
74,023 shares/units ($4,202,286); and Mr. McDonald, 77,903 shares/units ($4,422,553). These totals represent restricted stock
shares/restricted stock units accumulated over the executives entire careers with the Company over many years and under several
compensation and benefit programs, including long-term incentive plans (including some of the payments described in the Long-Term
Incentive Plan Payment column of the table above and the related notes), receipt of restricted stock shares/restricted stock units elected in
place of cash compensation/bonus, receipt of restricted stock shares/restricted stock units as retirement program contributions, and all other
grants of restricted stock shares/restricted stock units. The value of the restricted stock shares/restricted stock units detailed above in this
note is determined by multiplying the total number of shares/units held by each named executive by the average of the high and low prices
of the Company s common stock on the New York Stock Exchange on June 30, 2006 ($56.77). Dividends are paid on all restricted stock
shares, and dividend equivalents are accumulated on all restricted stock units at the same rate as paid on the Company s common stock. Upon
a change in control, all conditions and restrictions on restricted stock and restricted stock units will immediately lapse.

(4) Amounts in this column represent awards under BGP. The amounts shown in this column for fiscal year 2005-06 represent interim BGP
progress payments which are subject to achievement of performance targets over the three-year period of the program. For more information
on BGP see pages 18 and 27 of this proxy statement.

(5) All Other Compensation (in thousands of dollars) details for fiscal year 2005-06:

Flexible

Profit Sharing Compensation Executive Match on Total All

and Related Program Life Savings Other
Name Contributions Contributions Insurance Plans() Compensation
A. G. Lafley $374.9 $8.4 $18.2 $ $401.5
James M. Kilts 0.0 495 68.1 117.6
Susan E. Arnold 200.6 6.3 10.0 216.9
Bruce L. Byrnes 200.6 8.4 9.2 218.2
Clayton C. Daley, Jr. 187.3 8.4 71 202.9
Robert A. McDonald 200.6 8.4 57 214.7

(1) Mr. Kilts does not participate in The Procter & Gamble Profit Sharing Trust and Employee Stock Ownership Plan, which is discussed
on page 27 of this proxy statement. This amount represents Company contributions under The Gillette Company Employees Savings
Plan ($11,100) and The Gillette Company Supplemental Savings Plan ($57,000) in which Mr. Kilts continued to participate.

(6) Mr. Lafley s fiscal year 2005-06 STAR award will be paid in the form of deferred compensation on September 15, 2006.

(7) Award of 82,645 restricted stock units valued by averaging the high and low prices of the Company s common stock on the New York
Stock Exchange on February 28, 2006 ($60.50). These restricted stock units are subject to forfeiture until August 28, 2006.

(8) Mr. Lafley s 