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This article seeks to further elaborate upon certain
aspects of CGLytics' S&P 500: Increasing Boardroom
Diversity Report. The data included in this report is
based on the same data set used in the publication
above, incorporating board composition data as of year-
end 2018.

In today's competitive corporate landscape, a
company's board refreshment policy should aim to
ensure that board agendas are robustly debated with
a variety of perspectives present. This multitude of
perspectives as an integral part of the organisation’s
decision-making bodies has often been termed
“"cognitive diversity". It is this diversity that is
increasingly becoming an area of laser-like focus for
investors when engaging with issuers. This type of
diversity, as well as numerous other factors, weigh
into the appointment process for empty board seats.
However, these factors may also weigh into the process
of when to determine to enforce the departure of a
director from the board.

Directors may leave their seat on the board for a
variety of reasons:

¢ Meeting the mandatory retirement age;

e Meeting the maximum term limit for re-election to
the board of directors;

e Receiving a majority of votes against at an AGM;

e An overextension of professional or personal
commitments; or

e Simply leaving to spend more time with their family/
free time.

There are however numerous instances where directors
remain on the board, despite having met the company'’s
mandatory retirement age. Unfortunately for these
directors, many in the investor community view this as

a form of board entrenchment, a term with extremely
negative connotations in the institutional investor
community. In this article, CGLytics' examines the
number of S&P board members whose tenure exceeds
their company's mandatory retirement age by more
than two years. CGLytics' data shows that 85 companies
have a director(s) whose age exceeds the company'’s
own mandatory retirement age by more than two years.
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In such instances a waiver can usually be found in the
company's proxy statement indicating if the company
has publicly disclosed a waiver for this provision and the
rationale for doing so.

85 companies in the S&P 500 have chosen to ignore
their own bylaws and allow directors for at least two
years past the mandatory retirement age to remain on
the board.

In examining these companies’ disclosure documents,
we find that these exemptions are usually rationalised
by claiming that the director in question has an
invaluable knowledge of the company or industry or is
the company's founder/member of the founding family.
The problem that this rationale justifying this specific
derogation from official policy poses is twofold.

e  Firstly, it allows the company full discretion to
enforce this specific provision of its by-laws, articles
of association/nomination committee charter...
or not. In many cases, shareholders are incapable
of corroborating the company's rationales for
maintaining a particular member on the board.

In this manner directors may potentially entrench
themselves on the board and inhibit board
refreshment.

e Second, the lack of enforcement of the company's
by-law or nomination committee charters renders
the mandatory retirement age less useful, as
there no longer exists a defined protocol which
indiscriminately enforces board refreshment.

The ramifications of a lax enforcement of a director
retirement policy are evidenced in CGLytics' Boardroom
Diversity report, which shows the average age of
Boards increased to 63.5 in 2018. This latter point

may be of particular concern to shareholders when
considering that the data hints at a correlation between
a younger average Board composition (between 50-59)
and increased TSR.

It is true that there are certain individuals whose deep,
institutional knowledge of the company provide the
bedrock for the company's success, but this number

is potentially not as high as currently indicated by

the companies examined in this analysis. Moreover,
the rationale would need to be more specific in the
contributions that these individuals make to board
discussions and oversight of the company’s business
strategy.

In light of the above, it is becoming clear that many
companies may need to re-evaluate their director board
refreshment policies, as well as the enforcement of
their mandatory retirement age. This potential need

for a re-evaluation stems from increased shareholder
focus on board composition and skills sets over the
past several years. Attention is also being placed on
potential independence concerns for directors who

may be deemed to be overtenured, or even "excessively
tenured”, e.g., entrenched. For these same reasons,
nomination committees who do not enforce their own
mandatory retirement age may also find themselves
the focus of outside scrutiny in the upcoming years by
two groups: activist investors seeking to place their own
representative(s) on the company's board, or active
investor initiatives to force the company to apply its own
policies more equitably.
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ABOUT US

CGLytics is a leading analytics provider, combining

the broadest and deepest global governance dataset
with the most comprehensive analytics tools in one
system. Our intuitive and cost-effective solutions enable
corporations, their investors and external advisors

to independently perform governance health checks,
benchmarks against industry peers, and indicate red
flags in seconds.

CGLytics offers a secured cloud-based platform,
fueled with data from 5,500 listed corporations across
the globe, powered by a suit of benchmarking and
comparison tools including a customisable Pay for
Performance and peer comparison modeler for say on
pay voting insight. The platform offers over 125,000+
director profiles including their compensation, network
and relationships, and a suite of tools for board
recruitment, succession planning and networking.

All data gathered and made available goes through
rigorous checks to guarantee best quality data, and is
standardised for clear comparisons and consistency
by our dedicated team of specialised market research
analysts.

CGLytics is the brand under which AMA Partners B.V.
(Chamber of Commerce: 54985242) operates and
provides services.

Please contact us on +44 (0)20 7660 1530 or visit our
website if you would like to obtain further information
or request a demo.

Learn more about how CGLytics's data and analytical tools can help you
evaluate your board composition compared to your industry peers’, and

increase board diversity. Contact getintouch@cglytics.com

CGLlytics is a leading Corporate Governance Analytics provider, delivering unique insights,

real-time data and benchmarking tools, in a single convenient software solution.
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