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Introduction

Like many of their counterparts in other industries, retail and apparel companies
are facing challenges on numerous fronts — disruption in the world’s financial
markets; natural disasters; rising prices for energy, food and other natural
resources; and rapid growth in some sectors and sluggish growth in others. These
developments also present exciting opportunities for companies able to respond
deftly to changing market conditions and succeed in building distinctive brands
and lasting customer relationships.

Uncertain economic times accentuate the importance of having strong leaders in
the executive suite and the boardroom: leaders who set high performance stan-
dards and find ways, even in tough times, to make critical strategic investments in
innovation, promising new markets and people development.

Helping boards to navigate the changing demands placed upon them, including
emerging governance trends and requirements, has been a top priority for Spencer
Stuart. Each year, we examine the board composition and practices of the leading
retail and apparel companies in the United States. This year’s study includes data
from 105 of the nation’s top retail and apparel companies. The study also com-
pares this year’s data to last year’s and to data from S&P 500 boards.

Some highlights from this year’s index include the following:

> Retail and apparel boards have surpassed the S&P 500 this year in female representation on boards.
Ninety percent of retail and apparel boards have at least one woman on the board, compared
with 88 percent of S&P 500 boards. Women also represent a higher percentage of the total direc-

tors on retail and apparel boards — 18 percent, compared with 16 percent for the S&P 500.

> The time demands on retail and apparel board directors continue to grow. Boards now are
meeting eight times a year on average, compared with 2007, when retail and apparel boards

averaged 7.5 meetings.



> Director compensation continues to rise. The average cash retainer paid to directors in 2008 has
increased by 11 percent over last year to $56,700 and by more than 30 percent since 2006.
Despite the increase, retainers for retail and apparel boards remain significantly less than the
S&P 500, which average $74,900.

> We have seen a decrease in boards’ use of meeting attendance fees. Fifty-eight percent of the compa-
nies in our index provide meeting attendance fees to directors, compared with 64 percent in
2007. S&P 500 boards also are less likely to have meeting attendance fees. This year, 45 percent
of S&P 500 companies provided the fees, compared with 52 percent in 2007.

The retail and apparel companies included in this index are publicly traded on one of the major
stock exchanges (NYSE, NASDAQ or American), are based in the United States and have a retail
business that generates at least $1 billion in revenue annually. Data for this index were drawn from
companies’ 2008 proxy statements.

Editor’s note: Data for the Retail & Apparel Board Index were obtained from Equilar, a leading independent provider of execu-

tive and board compensation analysis. The data were derived from the most recent proxies as of June 30, 2008.



Board Composition

Board size edges up slightly

The average size of retail and apparel boards in our study is 9.7 members, a number that has
increased slightly during the past few years. The average size was 9.5 members in 2007 and 9.3
members in 20006.

> Retail and apparel boards range in size from as few as five members to as many as 15, but only
about 10 percent of boards have more than 12 directors.

> Companies with revenue between $10 billion and $20 billion have the largest boards, with an
average of 12.2 directors. Companies with revenue between $1 billion and $2 billion have the
smallest boards, with an average of 8.5 directors.

Retail and apparel boards tend to be smaller on average than those of S&P 500 companies. The
average S&P 500 board size is 10.8 members, and 20 percent of S&P 500 boards have more than
12 directors.

Average Board Size

9.7 85 9.1 9.2 12.2 1.6

The independence of the boards and their leadership remains consistent

Eighty-two percent of retail and apparel board directors are independent, the same percentage of
S&P 500 directors who are independent.

> In 2007, 81 percent of the boards of retail and apparel companies and S&P 500 companies
were independent.

Director Representation

Inside Directors 18% 23% 19% 18% 14% 15%
Outside Directors 82% 77% 81% 82% 86% 85%




The majority of retail and apparel boards — 61 percent — have the same person serving as both
the CEO and the board chair, consistent with what we found in 2007.

> The same percentage of S&P 500 boards have the same people serving as both chairman and
CEO.

> Of note, among companies with revenue between $2 billion and $5 billion, more than half of
boards — 53 percent — split the responsibilities of the chairman and CEO roles between two

people.

Companies with the Same Person Serving as Chairman and CEO

Retail Boards Overall $1B-$2B $2B-$5B $5B-$10B $10B-$20B >$20B

61% 62% 47% 74% 80% 62%

Three-quarters of retail and apparel boards, 76 percent, have a lead or presiding director, com-

pared with 74 percent in 2007.

> The role is least common among companies with revenue between $10 billion and $20 billion;
only 6o percent of these companies have identified a lead or presiding director.

> Compared to retail and apparel boards, significantly more S&P 500 boards — 95 percent —
have identified a lead or presiding director.

The average age of retail boards is unchanged

As in 2007, the average age of retail and apparel boards is 59, compared with 61 for S&P 500
boards.

The oldest retail and apparel board has an average age of 69. The youngest board has an average
age of 50. By comparison, the oldest S&P 500 board has an average age of 74; the youngest board

has an average age of 49.



Board Composition

More women in the boardroom

Retail and apparel boards have surpassed S&P 500 boards in female representation on boards
this year. Ninety percent of retail and apparel boards have at least one woman on the board, com-
pared with 89 percent of S&P 500 boards. In 2007, 87 percent of retail and apparel boards had at
least one female director, compared with 91 percent of S&P 500 boards.

In addition to being more broadly represented on retail and apparel boards, women also make up
a slightly higher percentage of directors. Today, 18 percent of retail and apparel directors are
women, the same as in 2007.

> By comparison, 16 percent of S&P 500 board directors are women.

Female Directors as a Percentage of All Directors

18% 18% 17% 19% 20% 20%

Retail boards average two financial experts

All but one of the retail and apparel boards in our index have identified a financial expert for the
audit committee.

> Fifty-seven percent of retail and apparel boards have identified at least two — and as many as
five — financial experts for the board.

Board Financial Expertise

Percentage of
Financial Experts
Among All Directors 21% 24% 23% 20% 16% 17%

Boards welcome 92 new independent directors

Of the 105 retail and apparel companies in our index, 50 added new independent directors — for
a total of 92. Of the 831 total independent directors on retail and apparel boards in our index,
11 percent are new to their boards.



Board Organization and Process

Boards meeting more often

Retail and apparel boards meet eight times on average, an increase over the 77.5-meeting average
in 2007. The median number of meetings is seven, compared with six in 2007.

> Retail and apparel boards in our index had as few as four and as many as 25 meetings.

> The smallest boards included in our index, those with annual revenue of between $1 billion
and $2 billion, saw the largest increase in meeting time — two more meetings than in 2007
on average. The average number of meetings for these smaller retailers increased to 8.6 meet-
ings from 6.5 in 2007.

Just like retail and apparel boards, S&P 500 boards have increased the number of board meet-

ings. S&P 500 boards now meet 8.7 times on average, compared with 8.4 meetings in 2007.

Average Number of Meetings

Retail Boards Overall $1B-$2B $2B-$5B $5B-$10B $10B-$20B >$20B

8.1 8.6 83 7.8 7. 7.6

Director tenure, term length remain constant
The average tenure of retail and apparel directors is 9.1 years, compared with 9.0 in 2007.
> The longest tenure of a retail and apparel board director is 30 years.

The average term length among retail and apparel boards in our index is 1.7 years, compared
with 1.8 years in 2007 and 2.0 years in 20060.

> Nearly two-thirds of retail and apparel boards, 62 percent, have one-year term lengths; 2 per-
cent have two-year term lengths; and 36 percent have three-year term lengths.

> More retail boards have adopted the one-year term length; in 2007, only half had one-year
terms.

More companies set a mandatory retirement age

While 74 percent of S&P 500 boards report having a mandatory retirement age, only 17 percent
of retail and apparel boards do. This does represent an increase from 2007, when 12 percent of
retail and apparel boards reported having a mandatory retirement age.

The average retirement age is 72 for both S&P 500 and retail and apparel boards reporting a
mandatory retirement age. Among retail and apparel boards, mandatory retirement ages range
from 68 to 75.



Board Organization and Process

Board committee makeup largely unchanged

Retail and apparel boards have 3.7 board committees on average, nearly unchanged from the
2007 average of 3.8. By comparison, S&P 500 boards average 4.2 committees.

> All retail and apparel boards in our index, and all of the S&P 500 boards, have an audit com-
mittee. All but one board in our index has a compensation committee.

> Ninety-five percent of retail and apparel boards in our index have a governance or nominating

committee, compared with 99 percent of S&P 500 boards.

> Other common committees among retail and apparel boards are the executive committee,
which 31 percent of retail and apparel boards have, and the finance committee, which 22 per-

cent of retail and apparel boards have.

Committee Profile

Audit Committee 100% 100%
Compensation Committee 99% 100%
Nominating/Governance Committee 95% 99%
Executive Committee 31% 38%
Finance Committee 22% 34%




Board Compensation

Board retainers continue to rise

Only one of the boards in our index does not provide a cash retainer to directors; it compensates

board members through stock options and grants.

> Among the retail and apparel boards that do provide annual retainers to directors, the average
retainer is $56,700, an 11 percent increase over the 2007 average and a 32 percent increase

over the 20006 average.

By comparison, the average board retainer among S&P 500 companies is significantly more than

the retail and apparel board average — $74,900.

Average Board Retainer

Retail and Apparel Boards $43,100 $50,900 $56,700
S&P 500 Boards $63,600 $68,600 $74,900

Even among retail and apparel boards, retainers can vary widely. Not surprisingly, director retain-
ers tend to increase with company size. In fact, retainers for board directors of the largest compa-
nies in our index exceed the average S&P 500 retainer.

Average Board Retainer by Company Size

$56,700 $41,600 $47,200 $59,800 $78,500 $80,000




Board Compensation
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Fewer boards providing meeting attendance fees

The number of boards providing meeting attendance fees is decreasing. Fifty-eight percent of
retail and apparel boards provide these fees, compared with 64 percent in 2007.

A similar trend is seen among S&P 500 boards; 45 percent of S&P 500 boards have meeting

attendance fees, down from 52 percent in 2007.

> The average meeting attendance fee has remained fairly constant — $2,910, compared with

$2,850 in 2007.

The average meeting attendance fee among S&P 500 boards is $2,040.

Meeting Attendance Fees

Average $2,910 $2,010 $2,000 $2,200 $12,920 $1,760
$2,500 $2,000 $2,000

Median $1,500 $1,500 $1,500

“Note: Includes one company providing a meeting fee of $57,831

Fewer than half of boards have deferred compensation plans

Retail and apparel boards are significantly less likely to offer deferred compensation plans than
S&P 500 boards; 47 percent of retail and apparel boards have deferred compensation plans, com-

pared with 74 percent of S&P 500 companies.



Equity remains an important part of compensation for many companies

Consistent with last year, half of retail and apparel companies have a stock option program, pro-
viding board directors with stock options upon joining the board, annually or both.

Similarly, the number of options granted has not changed significantly in the past year. In 2007,
the average retail and apparel company granted 17,890 initial options and 8,220 annual options,
compared with 17,250 initial options and 9,360 annual options today.

S&P 500 boards are somewhat less likely to provide stock options; 40 percent have a stock option

program, compared with 42 percent in 2007.

Initial Options

% Providing
Initial Options 24% 29% 19% 32% 20% 19%

Average Initial
Options Granted 17,250 10,140 13,210 14,230 16,250 50,000

Annual Options

% Providing
Annual Options 39% 54% 39% 26% 20% 44%

Average Annual
Options Granted 9,360 7,910 5,880 3,810 5,850 24,070

n



Board Compensation
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Committee compensation increases

Eighty-nine percent of retail and apparel boards in our index provide an annual retainer to the
audit committee chair, and 23 percent provide an additional retainer to their audit committee
members.

> These numbers are up slightly from last year where 88 percent of boards provided an annual
retainer to their audit committee chair, and 20 percent provided an additional retainer to audit
committee members.

The average retainer for audit committee chairmen increased by 8 percent to $17,820. The aver-
age retainer for audit committee members increased by 12 percent to $12,000.

Eighty-seven percent of retail and apparel boards in our index provide an annual retainer to chair-
men of committees other than the audit committee. However, the retainer is significantly less.
The average retainer for non-audit committee chairmen is $10,000.

Average Retainers for Committee Service

Audit Chairman $17,820 $18,310 $18,590 $14,970 $17,750 $18,570
Audit Member $12,000 $o $12,330 $9,480 $15,000 $12,920
Non-Audit Chairman $10,000 $7,890 $9,890 $8,570 $11,420 $12,960
Non-Audit Member $7,460 $o $7,160 $4,690 $10,000 $9,830




Retail & Apparel Board Index

HOW DOES YOUR BOARD MEASURE UP?

How does your board compare in size and makeup to the top retail and apparel companies in the
United States? Use the following index to see how your board measures up to the boards of the
largest retail and apparel companies, as well as the S&P 500 boards. Note that in some cases the
averages mask wide variations among individual companies.

Board Index of Top Retail and Apparel Companies in the U.S.

Number of Directors 9.7 15 5 10.8
Percentage of Independent Directors 82% 100% 38% 81%
Average Director Age 59 69 50 61

Average Board Tenure 9.1 30 1 —

Number of Meetings Per Year 8.1 25 4 8.7
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