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Investor attention to board performance and governance continues to escalate,
and, increasingly, it's large institutional investors — so-called “passive”
investors — who are making known their expectations in areas such as board
composition, disclosure and shareholder engagement. Long-term investors
have shifted their posture to taking positions on good governance, and are
increasingly demonstrating common ground with activists on governance
topics.

BOARD COMPOSITION

Board composition is a particular area of focus, as traditional institutional
investors have become more explicit in demanding that boards demonstrate
that they are being thoughtful about who is sitting around the board table and
that directors are contributing. They are looking more closely at disclosures
related to board refreshment, board performance and assessment practices, in
some cases establishing voting policies on governance.

Boards are taking notice. Directors want to ensure that their boards contribute
at the highest level, aligning with shareholder interests and expectations. In
response, boards are enhancing their disclosures on board composition and
leadership, reviewing governance practices and establishing protocols for
engaging with investors.

BOARD EVALUATIONS

Another topic on which large institutional investors have become more vocal is
board performance evaluations. Shareholders are seeking greater transparency
about how boards address their own performance and the suitability of
individual directors — and whether they are using assessments as a catalyst for
refreshing the board as new needs arise.

We have seen a growing trend in support of individual director assessments
as part of the board effectiveness assessment — not to grade directors, but to
provide constructive feedback that can improve performance. Yet the pace of
adoption of individual director assessments has been measured. Today, roughly
one-third (32%) of S&P 500 boards evaluate the full board, committees and
individual directors annually, an increase from 29% in 2011.

JAPAN BOARD INDEX 2016
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SHAREHOLDER ENGAGEMENT

In light of investors’ growing desire for direct engagement with directors, more
boards have established frameworks for shareholders to raise questions and
engage in meaningful, two-way discussions with the board. In addition to
improving disclosures about board composition, assessment and other key
governance areas, some boards include in their proxies a summary of their
shareholder outreach efforts. For example, they detail the number of investors
the board met with, the issues discussed and how the company and board
responded. A few boards facilitate direct access to the board by providing
contact information for individual directors, including the lead director and
audit committee chair. Going further, many boards now proactively reach out to
their company’s largest shareholders. In our survey, 83% of respondents said
management or the board contacted the company’s large institutional investors
or largest shareholders, an increase from 70% the year prior.

K ESpencer Stuart Board Index 20169 #i ¥ https://www.spencerstuart.jp
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SPENCER STUART GOVERNANCE SURVEY: CEO SUCCESSION PLANNING

» Nearly one-quarter of respondents (24%) said their board formally
discusses CEO succession two or three times a year, up from 15% last
year. 13% report that the board addresses CEO succession four or more
times per year, almost double the 2015 number of 7%. 60% of survey
respondents said their board formally discusses CEO succession annually,
3% address succession less than once a year.

>

v

69% of respondents have contingency and long-term succession plans
in place, while 25% have a contingency succession plan only. Three
companies have only a long-term plan, and two companies have no CEO
succession plan in place.

>

v

66% of respondents said their boards have a formal process for reviewing

internal succession candidates.

+ 99% get to know internal succession candidates through regular
interactions during board meetings and presentations.

«34% schedule individual meetings between board members and candidates.

« 8% assign formal board mentors.

+ 7% said they use other methods, such as company events and feedback
from an external adviser.

» This year, our survey delved more deeply into boards’ processes for

understanding the readiness of potential CEO succession candidates:

« 91% said the board’s process includes a briefing on potential successors’
gaps in readiness.

+ 78% said the board is familiar with the development plans for addressing
individuals’ gaps.

« 71% said internal succession candidates undergo formal assessments.

- 53% said the board defines the desired future criteria for the CEO profile
as part of its process.

» 42% said the process for reviewing potential internal successors is
supported by an external adviser.

» 36% report that their succession process includes gaining insight on
potential external candidates.
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Wish list for new director backgrounds*

DIRECTOR RECRUITING PROFILES Women 4%
Active CEO/COO 63%

Boards are prioritizing women when mf:tycm/coo ij
recruiting new directors., the survey found: i ncial expertise 5%
64% of respondents said their boards are  Giobal perspective 5%
looking to bring a woman on board, a 10%  Technology expertise 44%
increase from last year. Specific industry expertise _ 7
Digital or social media expertise 21%

.y . . Regulatory/government expertise 19%

Other recruiting priorities are active and . i erpertise %
retired CEOS/COOS, at 63% and 58% of Cybersecurity expertise 19%
respondents, respectively. More than half of _Other 77%

. . . . . N = 96 survey respondents
respondents indicated that minority directors pegentages add up to more than 100 as respondents

and those with financial expertise and global  couldselectmore than one category.
perspective were recruiting priorities. 37% of respondents said their boards are
prioritizing specific industry expertise, compared with 27% last year.

Interest in recruiting directors with technology, digital and marketing
expertise is on the rise, the survey found. In the 2016 survey, 44% said
technology expertise was on their board’s wish list, versus 41% last year.
We also saw an increase in demand for digital and social media expertise
(21% versus 16%) and marketing expertise (19% versus 14%). Demand for
cybersecurity experts fell slightly to 19% from 20% last year.

Data in this and other sections labeled “Added Perspective” come from our governance survey, conducted in the

second quarter of 2016. This year, we heard from 96 S&P 500 companies. Respondents include corporate secretaries,
general counsel and chief governance officers.

New Independent Director Backgrounds*

Year 2016
2006 2011 2016
CEO/chair/president/COOvice chair 40% 3% 38% 47% 18%
Active 29% 24% 19% 24% 9%
Retired 1% 19% 19% 23% 9%
Other corporate executives 15% 21% 23% 16% 38%
Division/subsidiary presidents 5% 13% 13% 10% 18%
Line and functional leaders 10% 8% 10% 6% 20%
Financial backgrounds 24% 18% 25% 28% 19%
Financial executives/CFO/treasurers 1% 9% 9% 9% 7%
Bankers/investment bankers 4% 3% 2% 3% 2%
Investment managers/investors 6% 4% 12% 14% 7%
Public accounting executives** 3% 2% 2% 2% 3%
Academics/nonprofit 8% 7% 4% 3% 6%
C I 5% 4% 3% 1% 6%
Lawyers 2% 1% 1% 2% 0%
Others*¥* 6% 6% 6% 3% 13%

N = 236 men and 109 women in 2016
*Except where noted, all include both active and retired executives.
**All former partners or executives of public accounting firms.
***%|ncludes former government employees, medical executives, a real estate broker, a sports/entertainment agent and an

autheor, among others.
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INDEPENDENT DIRECTORS ARE TWO YEARS OLDER THAN A DECADE AGO

» The average age of S&P 500 independent directors increased by two years
in the past decade, from 61 in 2006 to 63 today, while the median age
increased from 61 to 64. 19% of S&P 500 independent directors are 70 to
79, and 4% are younger than 5o0.

» Fewer boards than in the past have an average age Of|'519 or younger: 15%
today compared with 28% a decade ago. By contrast, the number of older
boards has increased. 37% of S&P 500 boards have an average age of 64 or
older, compared with 19% of boards a decade ago, and 15 of today’s boards
(3%) have an average age of 70 or greater, versus four (1%) a decade ago.

Ages of Independent Directors

2016 2011 2006
Average age of all independent directors 63.0 62.4 61.0
Youngest average board age 47 50 49
Oldest average board age 76 72 75

% of all S&P 500 boards with average age...

59 and younger

15%

17%

28%

60-63

48%

46%

53%

64 and older

37%

37%

19%

MANDATORY RETIREMENT AGES KEEP RISING

» Consistent with the past 10 years, about three-quarters (73%) of S&P 500
boards report having a mandatory retirement age for directors. 11% report
that they do not have a mandatory retirement age, and 16% do not discuss
mandatory retirement in their proxies.

» While the number of boards with mandatory retirement ages has remained
consistent, retirement ages have continued to increase. 39% of boards
have retirement ages of 75 or higher, compared with just 9% in 2006. Four
boards have a retirement age o?So. In 2006, 38% set their retirement age
at 70, or lower; today just 5% of boards have a retirement age of 70, and
no board has set it lower than that.

» The most common mandatory retirement age is 72, set by 45% of S&P 500
boards, a decrease from 50% last year.

Mandatory Retirement Age
2016 2011 2006

70 and younger

5%

16%

7

1%

1%

72

45%

55%

73

4%

5%

74

6%

3%

75 and older

39%

20%

N = Boards that have set a mandatory retirement age: 352 for 2016, 362 for 2011, 376 for 2006.
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THE AVERAGE DIRECTOR SERVES ON TWO CORPORATE BOARDS

» On average, S&P 5oo directors have 2.1 outside corporate board affiliations,
although most directors aren’t restricted from serving on more. While the
average has remained unchanged for the past five years, we've seen a
decline in the number of directors serving on more than four boards; 88
directors (2%) today serve on five or six outside corporate boards, versus
165 (4%) in 2011,

» 63% of independent directors have two or more outside affiliations; 11%
have four or more. 15 directors (less than 1%) serve on six boards.

Number of Corporate Board Affiliations for Independent Directors

37% 30% 22% 1%

1 board 2 board 3 board 4+ board

MAJORITY OF DIRECTORS FACE RESTRICTIONS ON ADDITIONAL
BOARD SERVICE

» Nearly three-quarters of S&P 500 boards (74%) have established some
limit on their directors’ ability to accept other corporate directorships,
an increase from 27% in 2006. The prevalence of these restrictions has
grown in response to concerns about directors becoming “overboarded,”
with insufficient time to devote to board responsibilities.
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» 61% of boards set a numerical limit for other board service applying to all
directors; of those, 5% cap additional directorships at two, 36% at three,
40% at four, and 19% at five or six. No company limits other directorships
to one.

» 20% of boards set restrictions for directors who are public company CEOs
or are otherwise fully employed; most often, these directors are limited to
two other outside public company boards. No board allows directors who
are employed executives to serve on more than three additional boards.

» Among the 125 boards that do not specify a limit on other corporate
directorships, 90% report that they require directors to notify the chairman
prior to accepting an invitation to join another company board and/or
encourage directors to “reasonably limit” their other board service.

» Most companies do not restrict their CEOs from serving on outside
boards. Only 20% of S&P 500 boards set a specific limit in their corporate
governance guidelines on the CEQ’s outside board service; 97% of those
boards limit CEOs to one or two outside boards. One board does not
allow the company CEO to serve on any outside corporate boards.
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