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Top Governance Issues for 2010*

m 2010 2009 m 2008

Executive compensation

Board's role in corporate strateg

Board's role in risk managemen

CEO succession planni

Director recruitme

Addressing shareholder concern:

*Source: 2010 SpencerStuart Board Index



Wish List for New Director Backgrounds*

Active CEO/COO 48%

Retired CEO/COO 33%

Financial Expertise 49%

Industry Expertise 48%

International Expertise 37%
Regulatory/Government Expertise 20%

Risk Expertise 20%

Technology Expertise 19%

Marketing Expertise 17%

Human Resource Expertise 3%

Legal Expertise 1%

Minorities 47% Actual 12%
Women 44% Actual 21%
Note:

N = 92 Survey Respondents
Percentages add up to more than 100 as respondents could select more than one category

*Source: 2010 SpencerStuart Board Index




Why Directors Join Boards

U Respect CEO/Chair and will work and engage the Board
U Quality of governance

U Other Board Directors

U Good chemistry/fit

U Strength of company

U Stimulating challenges (not maintenance)

U Time and commitments

U Making positive contribution and growing from the experience
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Board Profile*

Average board size 10.7 Average board size stabilizes
Boards with 12 or fewer directors 82% Boards smaller than 10 years ago

IR EEE G BeEes (e 62.1 Average age continues to increase

directors)
) Total number seats filled 302 Fewer new directors in 2010: 10%  decrease in 10 years
) Women added 21% Small change of women added to boards; total seats held remains
below 16%
L . o
Active CEO/COO/President/Vice Chair 26% Z‘.gsrp decline in active CEOs on boards down 51% from 10 years
I I I 1 0,
) Retired CEO/COO/President/Vice Chair 17% )(/::;rtsmued increase in retired CEOs on boards, up 89% from 10
) Other corporate executives 18% Non - CEO directors on the rise, 80% up from 10 years ago
) Women as percentage of all directors 16% Female representation up slightly,
Boards with at least one woman  director 90% 10% of S&P 500 boards still have no women
Boards with mandatory retirement age 74% Many more boards set mandatory retirement age

Boards with mandatory retirement age of
72+

79% Retirement at 72+ more common

Boards with mandatory retirement age of 70 20% Fewer boards require retirement at 70

*Source: 2010 SpencerStuart Board Index




Where are Women Today?

Workforce

Managerial/Professional

Corporate Officers

Board Seats

% of Fortune 500 CEOs

Top Earners

Positions

59.2% !

40% *

14.4% 2 (nearly 50 years to reach parity)

15.7% 3 (70+ years to reach parity)

Less than 3% (12 vs. 488) 2

7.6% 2

Sources: 1. US Department of Labor, Bureau of Labor Statistics,

OEmpl oyment and Earnings, 2009

Mont hly Labor Reviewd6 November

Annua
2009

2. Catalystdés 02010 Catalyst Census:
f

Executive Of

icers and Top Earnersbd

3. Catalystdés 02010 Catalyst Census:

Board Directorséo
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S&P 500 Female CEOs and Their Boards*

Total Women Women Directors

1 Archer Daniels Midland Company Patricia A. Woertz 33%
2 Avon Products Andrea Jung 10 5 50%
3 E.l. du Pont de Nemours and Company Ellen J. Kullman 12 3 25%
4 The Dun & Bradstreet Corporation Sara Mathew 11 3 27%
5 Frontier Communications Corporation Mary Agnes Wilderotter 10 4 40%
6 International Game Technology Patti S. Hart 8 1 13%
7 Kraft Foods Irene B. Rosenfeld 12 4 33%
8 The New York Times Company Janet L. Robinson 13 6 46%
9 PepsiCo Indra K. Nooyi 12 4 33%
10 Reynolds American Susan lvey * 12 3 25%
11  SaraLee Corporation Brenda C. Barnes* 12 3 25%
12 Sunoco Lynn L. Elsenhans 8 3 38%
13  The TJX Companies Carol Meyrowitz 11 3 27%
14  Ventas Debra A. Cafaro 8 2 25%
15 WellPoint Angela F. Braly 16 6 38%
16 The Western Union Company Christina A. Gold* 10 3 30%
17 Xerox Corporation Ursula M. Burns 9 3 33%
18  Yahoo! Carol Bartz 10 3 30%

Average % women directors for companies with female CEOs - 320p***
Average % women directors for companies with male CEOs 8 15%

*Source: 2010 SpencerStuart Board Index
**As of October 2010, Brenda Barnes, Christina Gold & Susan lvey no longer serve as CEO
*** Excluding the CEO, the average is 23%



Top 200 Minority-Led Companies and Their

Boards*

Company

Total
Directors

Aetna Ronald A. Williams 13
American Express Company Kenneth |. Chennault 14
Avon Products Andrea Jung 10
Express Scripts George Paz 12
Xerox Corporation Ursula M. Burns 9

Average % minority directors for companies with minority CEOs

Minority Minority Directors
Directors as % of Total

3 23%
4 29%
3 30%
2 17%
2 22%

- 24%*

Average % minority directors for companies with nonminority CEOs - 15%

* Source: 2010 SpencerStuart Board Index
** Excluding the CEO, the average is 17%
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Why Diversity Matters




“One of the distinctive traits of the financial disaster was
how little women had to do with it.”
Michael Lewis, Author, The Big Short

“Cambridge study linking high testosterone levels to risky
trading behavior.”
Nicholas Kristof, 7he New York Times

“Too much male think brought the financial systems to its
knees!”
Consuelo Mack, Anchor and Managing Editor
Public Television’s
Consuelo Mack WealthTrack




Research Supports...

A. Diverse groups almost always outperform a homogenous one by a
substantial margin.

A Ermnst & Young researchers demonstrated that  groups with greater diversity tend to
perform better than homogeneous ones, even if the members of the homogeneous
groups are more capable. In fact, the diversity of group matters as much as ability

and brainpower, if not mor e. O Outperfoming vileer s e ¢
group of the best by & substanti al mar gi n. 0O
A Diverse groups , when properly managed, make  more innovative business decisions

than non - diverse groups. *

A Carnegie Mellon me a s ur e collectiveinteligence 6 of a small group
and found that, all else being equal, teams with more women scored higher than
teams with fewer women . What distinguishes high - 1Q teams from lower - 1Q teams
i ncludes factors such as the proportion of v

abilities, the groupds ability to take turns
a single member and the 1Q of individual team members. 5

Sources: 3. Ernst & Young, OGroundbreakers Study, Diversity an

4. Catalyst, 0The Bottom Line: Connecting Corporate P

Catalyst, 2004) Citing Karen A. Bant el and Susan E. J
Banking: Does the Compositi on o {SratediceVlaiagemenNacknal, &/ol.Di f f e
10 (1989): 107 - 124; and Anne S.Tsui and Barbara A. Gutek, Demographic Differences in

Organizations: Current Research and Future Directions (Lanham, MD Lexington Books 1999)

5. Anita Williams Woolley, Christopher F. Chabris, Alex Pentland, Nada Hashmi and Thomas W.
Mal one, OEvidence for a Collective IntelligenS&cencéEacto
Express (30 September 2010) 13



Research Supports...(con't.)

B. There is a strong business case for diversity. A distinct
competitive advantage translates directly to the bottom line.

A Mc Ki nsey & Qesdarlasuggeststhat companies with higher numbers of
women at senior levels are also companies with better organizational and financial
performance . 8

A Secondly, among the companies for which information on the gender of senior
managers was available, ° those with three or more women on their senior
management teams scored higher  on all nine organizational criteria than did
companies with no senior level women. 10

A McKinsey & Company and the Amazone Euro  Fund analyzed the financial
performance, relative to the average for their sector, of 89 European listed
companies (with a stock market capitalization of over £150 million) with the
highest level of gender diversity in top management posts. 1 There is no doubt
that, on average, the companies in the study outperformed their sector in terms of
returnon equity (11.4% vs. an average of 10.3%), operating result (EBIT of 11.1%
vs. 5.8%), and stock price growth  (64% vs. 47% over the period of 2005 - 2007).

Sources: 8. McKinsey & Company, OWomen Matter: Gender Diversit
9. Information was available for 101 of the companies, which allowed McKinsey & Company to analyze
58,240 employee evaluations.
10. In addition to undertaking these analyses, McKinsey & Company joined with the Amazone Euro Fund
to conduct a study on the financial performance of the 89 European public companies with the greatest
gender diversity in top posts. They found that, on average, these companies outperform their sectors in
returns on equity, operating results and stock price growth.
11. McKinsey & Company, OWomen Matter: Gender Diversi
14




Research Supports...(con't.)

A Catalyst studies have explored the link between gender diversity at the top (on
both boards and in senior management) and company financial performance in
Fortune 500 companies with some of the following findings: 16

i Companies were divided into quartiles based on the percentage of women on their Boards
and their performance . Across five of the seven industries studies, the analysis revealed that
Otepuartiled compani es o ugtupaerrtfiol rente doncgihtipest ntfireensial
indicators by 42% to 66%.

i The group of companies with the highest representation of women on their top management
teams experience better financial performance than the group of companies with the lowest
womends representation. This finding holRdtarndnor b

Equity , which was 35.1% higher and  Total Return to Shareholders , which was 34% higher.

Source: 16. Catalyst, 0The Bottom Line: Connecting Corporate
Catalyst, 2004)

15



Research Supports...(con't.

Companies with the highest representation of women in top management
teamsout -perform companies with the | owest

Return Invested Capital

Women Board Director 53% 42% 66%

Women Corporate Officers 35% 34%

With three or more results performance even better!

* Catalyst Study 2009

16




Research Supports...(con't.)

C. Organizations that focus on diversity experience improved talent
retention and corporate image.

A Attract and retain talent. A company with more women on their boards, five years
later, also had more women in senior leadership, especially in P&L roles. 19

u One European Commission study showed that 58% of companies with diversity programs
reported higher productivity as a result of improved employee motivation and efficiency: 62%
said that the programs helped attract and retain highly talented people.

A An asset for corporate image. Gender diversity is an asset for corporate image and
helps bring a company, its employees, shareholders and customers closer together.
20 Diversity programs had a positive impact on employee motivation and an increase

in customer satisfaction (57%) and an improvement in brand image (69%). 21
u Gender diversity of boards is one indicator of corporate trust, which in turn, is an essential
element of reputation and brand value. 22
u Capital markets and investors are paying greater attention to gender diversity as a driver of

corporate performance. Investment funds such as Calpers and Amazone (Europe) now include
this indicator among their investment criteria, while rating agencies (Core Rating, Innovest,
Video) and private initiatives (The Gender Equality Project) are developing tools to measure
gender diversity.

22. Joan MaclLeod Heminway, 0Sex, Trust, and
(4/15/07).

Sources: 19. Lois Joy (Catalyst), OAdvancing Women Leader s:
and Women Corporate Officersé (New York: Catalyst,
20. McKinsey & Company, OWomen Matter: Gender Diversi
21. /bid, citing 0Cost and Effectiveness of Diversitybo,

Corporate

17



Marketplace Driven Diversity

l. Investor - led initiatives * d Some investors are being more proactive in their approach to

understanding and measuring a company®s proce.
member selection under the model.

A Proxy access may offer an opportunity to open the dialogue on diversity with a company.

A CalSTRS and CalPERS expand the pipeline through the development of a director database.

i A 2009 California Publ ic Emp(CalERs)stodydled| Boaadnent Sy s
Diversification Strategy: Realizing Competitive Advantage and Shareowner Value, for example,
determined that companies with diverse boards perform better than boards composed of
directors with homogeneous gender, ethnicity, and skill sets.

i Moreover, the CalPERS study found that a select group of companies with a high ratio of diverse

board seats actually exceeded the average returns of the Dow Jones and NASDAQ indices over a
five - year period.

A PAX World Mutual Funds
A Calvert Investments

II.  Regulations : SECA If there is a Diversity Policy, how is it practiced for Board recruitment?

IIl.  Global Quotas & Norway and France require 40% female representation; UK established
the 30% club by 2015.

*Source: Deloitte, Diversifying the American Board: Thought leaders collaborate

on current challenges and practical solutions, 2010 18



Obstacles to Dlver5|ty




“The great disappearing act: Gender
parity up the corporate ladder.”™

by Julie Coffman, Orit Gadiesh and Wendy Miller

>, A Bain & Company survey shows
that current gender - parity
Initiatives are just not working.
Organizations need bold, new
approaches to bring women

back on the leadership track &
and double the talent pool.

*Source:2010 Bain & Company. The Great Disappearing Act: Gender parity up the
corporate ladder




Real perception gap exists on the current
state of gender parity ...*

Men and women both  support the idea of gender parity in the
workplace, but women see itasa  business imperative.

Percentage of respondents
agreeing or strongly agreeing

100 % -

80 %

60 %

40 % -

20% -~ Note:
Scale of 1-5
(o0Strongl y
di sagreeo

O% B 0Strongly

ldm convinced of tGenser parity should
benefits of parity in be a strategic
the workplace imperative for my
company

*Source:2010 Bain & Company.  The Great Disappearing Act: Gender parity up
the corporate ladder



Real perception gap exists on the current
state of gender parity (con’t)*

Twice as many men as women feel that women have an equal chance as
men of being recruited, promoted or appointed to key leadership roles.

Qualified men and women at my firm have equal opportunity to be:

Recruited

Percentage of respondents
agreeing or strongly agreeing

100 %
90 %
80 %

70 %
60 %

50 %

40 %

Note:

30 % Scale of 1-5
c c c .
[« @ (17) (0Strongly
20 % 8% c £ S S = E di sagreeb
0% L EEN B =l P I ostrongly
= = s =
0% -
Middle Senior Appointments
Management Management/
Executive
*Source:2010 Bain & Company.  The Great Disappearing Act: Gender parity up
duiors i\\\\ \m the corporate ladder
A\ \



Possible Solutions




Deloitte: Diversifying the American Board *

Commi ssioner Aguil ards remar ks at
0Cl osing the Gender Gap: Gl obal P e
Boardroom, 6 September 23, 2010
oWwhile the SEC0s new rule focuses
i ndirect effect of putting a f ocus
Boards may decide to add, or add more, minorities and women

as directors. It is reasonable to exp
focusing on their diversity policy and
likely result in greater diversity.

| personally believe that companies
for new directors to include more wo
find a breadth of talent that will servi
per formance and




CEOs and executives from major companies
offered insights and suggestions *:

}
}
}
}
}

Dondt assume that the playing f i€
Redesign systems to correct early inequities.

Collect and review salary growth metrics.

Build in checks and balances against unconscious bias.

Make assignments based on qualifications, not presumptions.

Sponsors of Pipeline’s Broken Promise include:
American Express Company

Barclays Capital Company
The Procter & Gamble Company

Scotiabank

*Source: Catalyst 2010: 0The Promise of Fut
on Highly Talented Employees in the Pj’spe




Potential solutions for more Board diversity *

1) The companyds nominating committee should hav:
seats. It should encompass enhancing diversity  along with other composition and
competency goals.

2)  Boards should adopt a policy of attracting and retaining qualified candidates who are
diverse on many dimensions including gender and ethnicity responding to gaps in skills
and other attributes. However, the progress for gender and ethnic representation on
boards has been so slow that boards should consider a deliberate bias to fill open
positions with appropriately qualified women or ethnically diverse candidates.

3)  The nominating committee policy should be publically disclosed.

4)  Expanding the candidate pool & a shift in mindset to broader candidate consideration
beyond a bias towards current or former CEOs . Many companies could improve on their
internal development and grooming of female and minority managers to expand the
board selection pool on a micro level.

5)  Corporate buy -in . Respected executives that believe board diversity can lead to better
corporate performance should take a public stand on the issue

*Source: Deloitte, Diversifying the American Board: Thought leaders collaborate on

current challenges and practical solutions, 2010 26



Potential solutions for more Board diversity
(con’t.)*

6) Openupthe Board: Turnover on U.S. boards remains relatively low, especially for those
without term limits. Consider the tenure of the current board members, weigh in on the
meri ts of policies that encourage onew bl oodo

7)  Pipeline 0 make the search a continuous effort , even when no board seats are open.

8) Broaden the search process. Ensure every search includes candidates that are not known
to current members.  Expand the circle of advisors and contributors sourced on
populating the candidate list.

9)  Consider ability to deliver the desired diversity metrics when selecting consultants and
search firms. Tap into organizations that have access to top diversity candidates.

10) Reachout to /nstitutional investors  who are active in this area.

*Source: Deloitte, Diversifying the American Board: Thought leaders collaborate on

current challenges and practical solutions, 2010 27






