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PROXY MEMORANDUM
 
To:        Gilead Sciences, Inc. Shareholders
 
Subject: Shareholder proposal on an Independent Chair
 
Date:      March 25, 2020
 
Contact: Katie McCloskey, Director Social Responsibility, United Church Funds, katie.mccloskey@ucfunds.org
 
 

 
Vote FOR Proposal #4 to Require an Independent Chair at

Gilead Sciences, Inc. (NASDAQ: GILD) Meeting Date: May 6, 2020
 
We urge you to vote FOR Proposal #4 asking the board to require an independent director as chair of Gilead Sciences, Inc. (GILD)
(“Gilead”) at the May 6, 2020 Annual Meeting. This proposal is not intended as a referendum on Daniel O’Day’s leadership as CEO or
fitness as a director, but solely on his continued service as chair. We believe a structure where the CEO runs the business and is
accountable to a board led by an independent chair is in the best interests of the company’s shareholders for the following reasons:
 

· Eliminates Structural Conflicts of Interest in Dual Role. The management of a complex global pharmaceutical company is a
full-time job. It is unrealistic – and needlessly complicated -- to expect one person to perform well as CEO on top of his or her
responsibilities for providing rigorous board oversight. An independent board chair eliminates the structural conflicts of
interest caused by the CEO essentially being his or her own boss and clarifies where the authority of the CEO ends and
responsibility of the independent board members begins.

· Significant Governance Concern Resulting from Board Failure to Oversee Material Risks. In light of potentially material legal,
regulatory, financial and reputational risks, as well as controversies and legal challenges facing the company (as described in
more detail below), we are concerned that the board is not providing the necessary oversight of the company’s culture,
strategy, and risk management. . Adopting best governance practices, including an independent board chair, would help
strengthen that oversight.

 
We believe that independent board leadership would be especially useful at Gilead, given the business risks related to its drugs to treat
Human Immunodeficiency Virus (“HIV”). The high price of HIV drug Truvada has generated controversy, spurred calls to weaken or
invalidate patents involving the drug, and focused attention on alleged anti-competitive practices designed to preserve Gilead’s
monopoly. Outside the U.S., where generic Truvada is available, a one-month supply costs less than $6, but the U.S. cost averages over
$1,600.i
 
Truvada is used for pre-exposure prophylaxis (PrEP), in which patients at high risk of contracting HIV take medication daily to prevent
infection. Citing Truvada’s high price and the major role the federal government played in developing PrEP, advocates pressed the
federal government to use patent remedies to make PrEP less expensive—accusing Gilead of “price-gouging”—and more widely
available.ii Late last year, the federal government sued Gilead for infringing government patents related to PrEP, and the Patent Trial
and Appeals Board recently dismissed a separate review Gilead had sought regarding PrEP patents.iii
 
Gilead has been dogged by allegations that it declined to pursue candidates for new, safer HIV drugs in order to generate more profits
from older drugs like Truvada while they still enjoyed patent exclusivity. HIV patients who asserted that they suffered unnecessary side
effects, including kidney and bone problems, as a result of the delay have filed suit in federal court, and similar cases brought by
patients have been filed in state courts.iv
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Gilead is also responding to subpoenas and requests for information concerning its sales and marketing practices for its HIV and
Hepatitis C drugs from the U.S. Attorney Offices for the District of Massachusetts, the Eastern District of Pennsylvania and the
Southern District of New York; the California Department of Insurance; and the Alameda County District Attorney’s Office.v Class
action lawsuits have been filed against Gilead in federal court on behalf of end-payor purchasers, alleging anti-competitive practices
involving the company’s HIV drugs, in violation of federal and state antitrust laws and state consumer protection laws.vi

 
These legal challenges and investigations have generated substantial media attention, which raise concerns about reputational and
financial harm to the company and its shareholders.vii In light of these concerns, Gilead’s board should promote rigorous oversight by
adopting best practice governance policies, including an independent board chair. More U.S. companies are separating the chair and
CEO positions, those combining the positions reached a decade low of 45.6% in 2018.viii As boards separate these positions, they are
increasingly moving towards requiring that the chair be an independent director. According to the 2019 U.S. Spencer Stuart Board
Index, the number of S&P 500 companies with independent board chairs has more than doubled over the past decade, to now include
one-third of the companies.ix Among the 18 Biotechnology/Pharmaceutical companies listed in the Spencer Stuart report, seven have
independent chairs, including Biogen Idec, Regeneron Pharmaceuticals, Perrigo Company and Nektar Therapeutics.x
 
In our view, a combined chair/CEO diminishes the quality of board discussions. According to PwC’s 2019 Annual Corporate Directors
Survey, 57% of over 700 public company directors surveyed indicated that it was more difficult for dissent to be voiced on one or more
issues in the boardroom when there was a combined chair/CEO.xi In a recent Harvard Business Review article, Joseph Mandato and
William Devine argued in favor of separating the chair and CEO roles, citing findings from interviews they conducted with CEOs,
board chairs, investors and founders. They argued that separation “can strengthen the quality of the questions the corporation asks
itself,” which improves risk management.xii

 
Gilead also notes the historical lack of a majority vote for this proposal as a reason not to implement it. The average vote for the past
six times that the proposal appeared in Gilead’s proxy statement was over 38 percent, which is significantly higher than the proposal’s
average vote at S&P 1500 companies during this same period.xiii This suggests that Gilead’s investors have a greater than average
concern about the absence of an independent chair at the company, particularly given the material risk and governance concerns noted
above.
 
 
Vote FOR Proposal #4 to require an independent chair at Gilead.
 

This is not a proxy solicitation, to vote your proxy. Please DO NOT send us your proxy card, as it will not be accepted.
 _______________________
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