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Achieving and Maintaining Effective Board Governance
Building Great Boards
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Practice follows purpose
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How boards have changed

» |ncreased information to boards

= Increased accountability, awareness and scrutiny of boards

= Directors are more engaged; professionally skilled and facing higher expectations
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How many of you are facing:

Dramatic changes in demand

Customer or owner action

Consolidation or significant partnership

Critical skill shortage

CEO Succession

Growth of/consideration of distribution alternatives

Major investments



External scrutiny

Meetings with activists

Asset and wealth
management

Banking and
capital markets

Insurance

Al financial
services (FS)

All industries
(including
FS)
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I 21 %
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Mote: Percent of respondents who have had intensive discussions
with an activist(s) and have had extensive board discussions.
Source: PwC's 2015 Annual Corporate Directors Survey.

40%

Activists present alternate plans

Table of Contents

1. Executive Summary
1. Company Overvew...(5)
Il. A Breakdown of All Fundamentals...(6-15)
i, Private Equity, Starboard, Tumnaround...(16-18)
IV. Yahoo's Patential and Value Creation Plan...(19-23)

1l. How Yahoo Lost its Way
1. Yahoo Once King Of The Internet...(25)
Il. Constantly Changing Leadership ...(26)
1il. How Yahoo Used To Make Money vs. Today ...(27-28)
IV. Has Yet To Make the Shift To Mobile ...(29-30)

ll. The Status Quo At Yahoo Isn't Working
1. Why Yahoo's Board Picked Mayer ...(32-35)
Il. A Refusal To Face Reality On Costs ...(36)
1l Expensive M8A ...(37-43)
IV. Where Are The New Products ...(44-47)
V. The Shift To Mobile ...(48-53)
VL. Pay For No Performance. . (54-57)
VIl Worse Culture Than When She Started...(58-60)
Vill.Unprofitable Deals... (61)
IX. Stock Buybacks...(62)
X. Poor Performance of Core Business. ..(63-66)

IV. StarBoard's “Sell At Lows" Plan

V.

|. The StarBoard Plan...(68)

Il. The Problems With StartBoard Plan...(69)

il Private Equity Has Tried To Buy Yahoo For Cheap Before ...(70)
IV.StarBoard's “Sell At Lows” Plan Isnt Attractive...(71)

V.The Downside Risk of Selling/Spinning The Core...(72)

A Better Plan For Yahoo Shareholder
I. A Yahoo Turnaround for Yahoo's Public Shareholders...(74-76)
Il 10-Step Tumaround Plan...(77-85)
Ill. Yahoo's Next CEO...(86-88)
IV. Potential Buyer of Yahoo Core...(89-90)
V. Summary of Yahoo Action Ptan...(91-93)

VI. Appendices

Corporate Govemnance. ..(95)

Il Board Profie...(96)

Iil. Board Compensation Profile...(97)
IV. Ownership Profile...(98)

ISS Peer Group...(99)

<

Cpiegon!

Media Coverage

>
s d Unthinkable!

Confidential | For Discuss lon Purposes Only | 3

0%’ %\ .............. G.

-10% =
-15%
-20%
-25%
-30%
.org -35%
-40%

Undrinkable!

Relative Equity Returns

THE REGULAR
CHARACTERS
Cll

Glass Lewis
State Street
Advisors

NYS Pension
Funds
Calsters

FASB

SASB

Crisis Effects on Equity over Time

—Q
.5%1 W 100 1000

~<-T™M
o-GM
o
VW
o

Days from First Public Notice (Log Scale)




"Board Failures”
APR 27, 2016 @ 03:57 PM 6,300 VIEWS The Little Black Book of Billionaire Secrets

The Theranos Crisis: Where Was The Board?

LEADERSHIP  DUPONT

Another suicidal board? How
DuPont's directors failed Ellen
Kullman

10 Highly Paid CEOs at Low-Rated Charities

Reporting from the frontiers v f

of health and medicine

STAT

IN THE LAB BUSINESS POLITICS HEALTH FIRST OPINI(

Salary SPECIAL REPORT
$465,769
$385,505

o002 Leading Alzheimer’s group splinters

$354,277

over claims of misplaced priorities and

§295,803

. lavish spending

$231,637

$220,000



What does this mean for
directors?




Time Commitment

How many hours have you spent on the following board-related matters? Up approxi mate|y 20% in |ast 4 yea rsl-
Attending Traveling | Reviewing Representing H _
rowgan | Momatmoatngs | RS | OO | e | mmmion | O | equivalent to 5 — 8 FT weeks of work a
committee board and other  education at public el
meetings | It management | oo materials ovents | Soclal event) year AVERAGE

Nonprofit 529 36.1 25.4 439 19.3 271 207 1992

Private 58.3 E3.5 314 54.3 16.9 215 24.3 246.7

Public 81.1 38 40.9 70.4 241 14.3 225 2781

*The summary statistics in all other columns are not additive, and their sum will differ from the data in the “Total™ column.

Supplements

Time Spent on Board and Committee Meetings

_ _ | Nominating/ - Monthly board calls
Full Board Execu_twe Md.ﬂ Compen sation Governance 3 2 F
Session Committee Committee Cormmitten - Site visits
Meetings/ | Hours/ | Meetings/ | Hours/ | Meetings/ | Hours/ | Meetings/ = Hours/ | Meetings/ | Hours/ - One-on-one mentorin g
Year Meeting Year Meeting Year Meeting Year Meeting Year Meeting . . .

Nonprofit| 5.8 48 43 15 36 2.2 2.1 18 33 | 21 - Spea klng or attendlng meetlngs
Private 5.2 5.9 3.4 1.4 3.6 2.3 2.8 2 2.2 | 1.5

Public 5.4 6.8 4.9 1.4 5.2 29 4.3 25 R | 1.8

2014—2015 NACD Nonprofit Governance Survey
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How many of you :

Meet quarterly
Meet monthly

Have additional responsibilities (Chair, Committees)

Have retreats
Other



Expectations of Directors

» Duty of care * Disclosure of relevant skills
= Duty of loyalty " Independence requirements
" Holding requirements

» Duty of candor
» Election, succession and

term limits

= Additional service




GOOD GOVERNANCE
SNC Lavalin’s disclosure lists the
Section B.2.1 — Director biographies directors ‘Area of Expertise’ and
board memberships over the past
five years (committee

3 .2 <
B = . - - E =
£ &8 § F f F FFF S5 B E ple 1: SNC Lavalin G
- & ® E = & £ F & & 5 E Xampie 1: avalin Group et
H H P g 2 & 5 F & F = F B F = y memberships in footnotes).
Summary of Director Qualifications £ fF ;=5 f ;58 F £ ¢ 2009 Proxy Circular, pages 15 -20
H = & " & E £ - = = el B
and Experience s & &§ 5 5 £ £ £ & § 5 5
ACADEMIASEDUCATION experience is important becauwse it brings - o < . _ - .
perspective regarding organizational management and academic ressarch - David Goldman My/Goldman is Chairman of the board of Copernic Inc. (formerly Mamma.com and Intasys
relevant o our business and strat Zorporation (NASDAQ) — which provides media solutions, desktop and mobile search and
W EEY. Age: 66 T oc A o aIC.C and a member of the "
< . = the metasearch engines Mamma.com and Copemic.com), and a member of the Advisory
BUSINESS ETHICS experience i important given the critical rale that athics Toronto '(‘)"f"‘n"" C “““d:i N Committee of Livia Industrial LP, a limited partnership that owns aluminum casting
plays in the success of our businesses. . Director since: March 1, _‘””" z businesses primarily servicing the automotive industry. He is also director of Duran
Latest date for retirement: May Ventures Inc, a company listed on the TSX. Until December 2006, he was a director of
BUSINESS HEAD/ADMINISTRATION experience is impartant since directors Independent Jaguar Nickel Inc. (an exploration and development company listed on the TSX). He is also
F r with administration experience typically possess strong leadership qualities * L] L] L L] * * * # - L] . President of Dave Goldman Advisors Ltd. (a general consultancy business). Mr. Goldman
and the ability to identify and develop those qualities in others. Areas of Expertise: holds a degree in Metallurgical Engineering from McGill Univ and an MBA from
B N . . N Mining & metallurgy Concordi: iversity. He has been Chair of the Faculty of Engineering Advisory Board of
g_.ujelEzzigﬁ:;liii:::e;mji;f;:;?;;;g:;gs; :::erstandlng - ~ . - . . - . - . o ch\)‘rmduslncs = McGill Un: ity and is a past Chair of the John Molson School of Business (Concordia
business straizeg_.l University) MBA Case Competition Advisory Board. He received the Concordia University
- Award of Distinction from the Faculty of Management in 1997
CORPORATE GOVERNANCE experience supports our goals of strong Board = z = = =
and management accountability, transparency and protection of . . . . . . . . . . . . Board/Committee Membership at the Date Hereof: Attendance: | Attendance (Total): Public Board Membership During Last 5 Years:
shareholder interests. Member of the Board Tof7 Copemic Inc. " 2001-Present
- ENVIRONMENTAL/SUSTAINABILITY/CORPORATE RESPONSIBILITY Member of the Audit Committee 4of 4 (previously Mamma.com Inc. and
experisnce strengthens the Board's oversight and assures that strategic Member of the Human Resources Committee 4of 4 150f 15 100% Intasys Corporation (NASDAQ))
business imperatives and long-term value creation for shareholders are - * - - * Duran \E"(”m’\ l"“. %[K)}f-l:ruscm
l achieved within a responsible, sustainable business modal. J:{gunr Nickel Infi. 2005-2006
Workbrain Corp. 2000-2007
FINANCE/CAFITAL ALLOCATION i isi tant in evaluati = =
( financial ststemenie and canital et e o . - B = - = Securities Held as at December 31, 2008 (at a Market Value of $39.69 per C: Share as at D 31, 2008):
| = Total Common Total Market Value of Minimum Shareholding Meets
FINANCIAL EXPERTISE/LITERACY is important because it assists our Year Common Shares | DSUs™’ Shares and DSUs Common Shares and DSUs Requirements Requirements
’ qire:hors in understanding and overseeing our financial reparting and - . . - . . . - . = - = 2008 21,000 7.347 28.347 $1.125.092 $300,000 Yes
internal conrols. 2007 21,000 5,677 26671 $1,284.231 $300,000 Yes
FINANCIAL SERVICES INDUSTRY i & tant i derstandi . 3
[ and reviewing our business and E:ZF:EHE"EE 5 Impariamt i undersianding . N * . Value of Total Compensation Received | (1) Mr. Goldman is also Chaimman of the Board
E EEY- Year s (2) Mr. Goldman is also Chairman of the Board
3) Mr. Goldms als ember of the Audit Ce d the Hi Resources Co B.
| GOVERNMENT/PUBLIC POLICY experience is relevant to the Company as i 2008 $137.670 AT e T N O R, Y e
operates in a heavily regulated industry that is directly affected by . . * S $111.358 ';' I):I ’"d'::" “‘:‘ M‘FJ ":,‘"‘hc";'c g l 2 "l;lqum’""“m - P ‘"\' L lkcc o m‘";;} “_';":;:mc Unit Plan” of thi
. - 2007 J 3 5 erred Share Units. For further details on DSUs see section 4.7 “At Risk Compensation: ferred Share Unit Plan”™ of this
: governmental actions. _AY Management Proxy Circular.
INSURAMCE INDUSTRY experience is important in understanding and
el il - - = - - - .
[ reviewing our business and strafegy. Total compensation, share holdings, and share ownership requirements are listed for the
INTERNATIDNAL experience & impartant in understanding and reviawing our current and previous years. CCGG does not comment on the quantum of compensation.
[ business and strategy. . - . . . . . . .
INVESTMENTS experience is important in evaluating our financial statements T " . - . - - s .
and investment strategy. . . e . SNC Lavalin’s director biography disclosure is a “best practice” and provides a wealth of
MARKETING/SALES experience is relevant to the Company as it sesks to information about the director nominees...
identify and develop new markets for its financial products and services. . - - -
MasterCard 15 years
REAL ESTATE experience is impartant in understanding and reviewing our . . . Patterson Companies 20 years
business and sirategy. The Practer & Gamble Company 18 years
RISK MANAGEMENT experience is crifical to the Board's role in oversesing . . . . . . . Target Corporation 20 years or 5 years after retirement from active employment
the risks facing the Company. Varian Medical Systems 15 years
Wal-Mart Stores 12 years
- - L] - L] L - -
The Walt Disney Company 15 years
15 years

TALENT MANAGEMENT experience is valuable in helping us attract, motivate
and retain top candidates for pesitions at the Comparny.
TECHNDLODGY/SYSTEMS experience is relevant to the Company as it looks Xcel Energy
L] L] - -
I

for ways to enhance the customer experience and internal operations.




Case Studies




HP Inc
NYSE: HPQ - Jul 12, 6:31 PM EDT

13.72 uso 40.56 (4.26%)

After-hours: 13.16 ¥0.56 (4.08%)

1 day 5 day 1 month 3 month 1 year 5 year max

Open 13.47 Mkt cap 23.61B
High 13.83 P/E ratio 6.71
Low 13.42 Div yield 3.62%

The right directors?
ne right dynamics?
ne right skills? @

_l

_l

1978 JohnYoung CEO

1993 Lew Platt CEO

1999 Carly Fiorina CEO

2005 Patricia Dunn Chair/resigns
2005 Mark Hurd CEO

2011 Mark Hurd leaves

2011 Ray Lane Executive Chair
2011 Leo Apotheker CEO

2011 4 directors leave

2011 Meg Whitman CEO

2011 Ralph Whitworth joins the board

2002 HP and Compaq

2008 HP buys Electronic Data Systems
$13.9 billion.

2009 HP 3Com Corp. $2.7 billion deal.
2010 Palm $1B cash

2011 Autonomy $11B

2012 $8.8 B write down

1 5 »

2014-2015 Stock buybacks
2015 Split to HPQ HPE




Case Studies — How Boards Can Help

* Dealing with a Spin

= Aligning on Strategy

= Creating an Acquisition Process

* Dealing with a Short Term Activist

* Building the Management Team

» Repositioning the Company




Dealing with a short term activist

= "We quickly realized that management’s strategy was going nowhere — we were dealing with an exponential
math that couldn’t last. The company pursued a strategy of opening stores that had taken us to the lowest
sales per square foot in our competitor group. They promised double digit margins, a rare occurrence in the
retail industry. When they failed the stock fell to 10% of its peak value. This was what we had to clean up.

= Given the harsh retailing environment, the board undertook a review of strategic alternatives including an
outright sale. Shortly thereafter, the activist investor, who had cashed out at $24 a year earlier, was offering
to buy the company back at $9, arguing that the store opening strategy was the right strategy. We had to
take the offer seriously, because he was threatening a proxy fight, and $9 was twice the current trading range
of the stock. We put together a thorough analysis showing that the [activist investor’s] strateqy was not
sustainable, that the current leadership and board had the right skills, and that our strategy was sustainable
over the long term. We took our story to proxy advisors and to investors: and all of this is publicly available
on the Edgar database.

= In the end we prevailed, and put together a fair and impartial sales process. In the end, we sold the company
for $16.40 — well over the activist’s offer. And the company was in far better shape. Much of what we did
had to be done by the Chair and the board, because even the new CEO was conflicted. At the same time, the
new CEO brought expertise, and managed the company. We kept in close touch during the sales process,
although of course he was excluded from the special committee when he entered negotiations with the
buyer.”



WHAT ARE BOARDS WORKING ON
NOW




Stewardship and Capability

= Being Stewards
= Higher Ambition
= Real strategic engagement
= Investigative due diligence (vs. screening, reviewing); scaled to the level of risk

= Agility and conflict response preparation

» Building Collective Capability
= Managing bias
= Collective Intelligence
= Self assessment
= Relationship Dynamics

= Succession: Developing board leaders for tomorrow (number of people on board 20 yrs
or more)

* Managing the costs of governance — time, resources or attention

ORGANIZATIONAL & GOVERNANCE CONSULTING 3/21/2016 22



Being stewards:

Challenges

Ambiguous boundaries

Challenge without provoking

Clarify strategic process and roles

Getting and aligning on the right information

Making time

Strategic Thinking

the board’s role in strategy

Works Well

= Strategy Retreats

= Continuous contact

= Transparency and trust

= Open mindedness

= Constituent responsiveness
= Focus on purpose

= Investigative Due Dilligence

Collecting, analyzing, and discussing the environment of WO rks POO rly

the firm and broad business design alternatives
Strategic Decision Making

Making the fundamental set of decisions about the business

portfolio and business design
Strategic Planning

Translating the critical strategic decisions into a set of

priorities, objectives, and resource allocation
Strategic Execution

Undertaking initiatives and actions consistent with the

strategic plan

= No follow through or link to
execution

= Varied skills and ability and
commitment

= Mixed motives




Being Stewards: Ask good questions

* What risks are my bias creating?
= Who digs into assumptions?

= Are decisions made confidently?
= What's our reputation worth?

" |s our board expertise utilized?

= Am | acting when | see change?
= Am | prepared for a crisis?

= Will | use crisis to change?

=" Who's ready to lead in a crisis?



The

Passive
Board

= Functions at
discretion
of CEO

« Limited activity
and
participation of
Board

« Limited
accountability

« Ratifying
management
preferences

The
Certifying
Board

Certifies to Shareholders
that:

CEO is doing what Board
expects; that Management is
capable of taking corrective
action

when needed

Emphasizes outside/
independent directors;
meets independently without
the CEO

Stays informed of current
performance; designates
external Board members

to evaluate CEO

Establishes an orderly
succession process

Is willing and able to change
management

to be credible to
shareholders

Partners with CEO to
provide insight, advice,
and support to CEO and
management team on
key decisions and
implementation

Also recognizes ultimate
responsibility to oversee
CEO and company
performance; dual role of
guiding/supporting as well
as judging the CEO

Board meetings
characterized by useful two-
way discussions of key
issues/decisions facing the
company

Board members need
sufficient industry and
financial expertise to add
value to decisions

Time and emphasis spent
on defining role and
behaviors required of Board
members; boundaries of
CEO/Board responsibility

Being Stewards: Practice follows purpose

The
Intervening
Board

« Typical mode

during a crisis
situation
Board becomes
intensely
involved in
discussions of
key decisions
facing the
organization
and in
decision-
making

Frequent and
intense Board
meetings, often
called on short
notice

The

Operating
Board

= Board makes key
decisions; management
implements

= Not uncommon in early
start-ups where Board
members are selected to
fill gaps in management
experience



Being Stewards: Higher Ambition

ORGANIZATIONAL & GOVERNANCE CONSULTING



What Did we Learn about the Stages of Development/Achievement
Across these 8 Dimensions of Activities?

Steps to Building a Higher Ambition Board of Directors

Explicit and disciplined approach
to achieving long term sustainable
success through purpose-driven

multi-stakeholder approach Higher Ambition
Practice

Implicit & informal commitment to purpose
driven- multi-stakeholder approach

Focus on long term shareholder value creation Traditional
Management

Focus on short term shareholder value, legal compliance and Best practices
basic oversight

CENTER FOR
| HIGHER AMBITION LEADERSHIP

LEADERS HELPING LEADERS TO REALIZE THEIR HIGHEST AMBITIONS



What were the Final Dimensions of
Board Activities we Assessed?

* Board Stewardship

* Strategy

* Performance Management
* Community of Purpose

* Talent Development

* CEO Succession

* Board Member Selection

* Board Evaluation

CENTER FOR
"Ad| HIGHER AMBITION LEADERSHIP



Findings about Higher Ambition Boards

= Directors generally endorsed the company’s Higher Ambition purpose, although a majority still believed
performance for the shareholder needed to remain a paramount goal. Board commitment is largely
implicit.

= The majority of directors understood the concept of "doing well while doing good,” and generally saw the
business and social benefits as integral to the unified Higher Ambition strategy .

= Of all areas, boards were most involved in Higher Ambition strategy.

= Higher Ambition boards are active partners in developing the next generation of leaders; using best
practices like formal talent pipeline reviews, mentoring (with CEO support and alignment) individual
executives, teaching their own “leadership story,” as well as attending major employee events.

= CEO evaluation was another area where boards stepped up, although the evaluation of values, culture,
stakeholders or purpose were largely informal. Only two firms formally included (and documented) non-
financial metrics in the CEO evaluation.




Higher Ambition

Conscious Capitalism

These resources will provide you with a general
PURPOSE introduction to Conscious Capitalism, and to the
four principles applied to business.

i , We will be continuously creating and curating new
) content and adding it to the site, and we welcome
your submissions and recommendations. We also
Y encourage you to sign up as a member and
comment on and share content from the site with
LEADERSHIP others.

CULTURE

Ultimately, we aim to facilitate a global
conversation around Conscious Capitalism and to
create a dynamic living library of insights,
understanding and best practices.

Higher Purpose 4§ Stakeholder Orientation 4l Conscious Leadership W

ORGANIZATIONAL & GOVERNANCE CONSULTING

= CSR

= Sustainability
Reporting

= Responsible
Investing

= Green Bonds

* Integrated
Reporting

SHARED
VALUE

Shared Value

The pursuit of
purpose: from
aspiration to value

creation

Executive roundtables in Davos
January 2016

3/21/2016

Building a better
NOLKING WO .




Examples

* Chobani and stock ownership

= Aetna & JP Morgan minimum wage

 Juniper Networks and Not for Sale

= CVS and tobacco
* Etc.




Find the red dot
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Collective Intelligence
ashmi, & Malone (2010)

Woolley, Chabris, Pentland,

0.6

=
n

<
=

O Collective
Intelligence
factorc

o
w

O Average team
member
intelligence

Standgrdized Regression Coefficients
ha

=]
-

[ 1

O Maximum
individual
team member
intelligence

Study 1 (Checkers against Study 2 (Building model
computer) house)

By PaDBu - Own work, CC BY-SA 4.0,
https://[commons.wikimedia.org/w/index.php?curid=48400432

the variance in the number of speaking
turns, group members’ average social
sensitivity and the proportion of females

groups where a few people dominated the
conversation were less collectively intelligent than
those with a more equal distribution of
conversational turn-taking". Hence, providing
multiple team members the chance to speak up
made a group more intelligent.




How it looks in practice

In every group of people some talk more than others, and the process of bringing out the more
quiet ones so that every voice was heard — that was something | worked hard at.

We changed the tempo of the meetings too - less standing up and giving reports. The meetings
are structured around a few key issues with plenty of time for dialogue. And management has
learned we don’t want a data dump. And we’ve moved legal and compliance related work the
committees where possible, because the board time should be really focused on running the
company.

At this point, management and the board speak very openly. There’s little hesitation or
grandstanding. We focus on listening and understanding: we want to do the best thinking
collectively. People put ideas forward, and they will take debate on their ideas. People learn more
when they get criticized. But it’s not personal or personalized - There’s no lingering career risk if
their idea doesn’t carry the day.




How it looks in practice

One thing our Chair does is that he makes sure that everyone offers a point of view, has something
to say, explicitly, on important topics. And since the majority of proposals a board sees are from
management, it can be very hard for a person proposing something contrary to the CEO. A Chair
can help get an airing of alternative views. At the same time, the Chair shouldn’t become the
ringleader of the opposition.

Sometimes, certain board members become ineffective but untouchable - everybody sees it but
nobody does anything about it. That’s when the chair’s leadership is very critical — in getting things
moving in the right direction. Usually, if there’s a stumbling block, it’s not between the CEO and
the Chair, but it’s at the board level. Biggest weakness in a Chair is not being objective and taking
action on directors. | don’t need a chair to commiserate about the crazy uncle; | need someone
who will do something about it.




Building Collective Intelligence
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How it looks in practice

= The Japanese Tsunami hit one company particularly hard. Although we thought our supply
chain was diversified enough to deal with any localized disaster, we found that certain key
components that appeared multi-sourced were really dependent on one supplier in Japan,
and our build plan was at risk.

= Later, when we did our assessment, we were self critical about our lack of preparedness for
the tsunami and its aftermath. Based on that assessment, the board agreed to regularly
review scenarios, and assess disaster preparedness. It could be weather related, technology
related, talent related—many things. And as we’ve worked on the scenarios, I've seen that
full board knowledge comes from the diverse sources—one director has military
experience, another with Y2K experience, a third has worked overseas with international
relief agencies—they all help build our understanding of the situation. Part of my job is
making sure the board uses of the full range of knowledge of its directors—it makes us all
smarter and more effective.

= Qur learning from that assessment led us to request that we do a scenario assessment
every year, and it has helped us understand preparedness much better.
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How many of you:
Do annual or bi-annual board evaluations

Do Chair or leadership evalutions

Do director evaluations

Do board education



Questions?




