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Companies need to attract, engage, and develop different 
kinds of talent to support their business strategy and plan 
for future growth. Human capital management (HCM) can 
play a significant role in enhancing a company’s success and 
increasing shareholder value. Recognizing the importance 
of this critical asset, investors expect boards to establish 
a positive “tone at the top” and oversee how companies 
support and develop their workforce. This article provides 
tips to help boards and human resource & compensation 
committees (HRCCs) navigate their evolving HCM duties, 
including working with management to: select HCM metrics 
that support the company’s strategy and decide whether 
to use them in incentive plans; ensure disclosures are 
compliant with SEC rules and tell the company’s story; 
engage with shareholders and proxy advisors; achieve board 
diversity; and update governance documents.

Identify metrics that support the 
company’s values and business objectives
To effectively oversee how a company manages its human 
capital, boards and HRCCs should ensure the company is 
tracking appropriate metrics, including the metrics that 
matter most to investors, standard setters and rating 
organizations. Once metrics are identified, boards and 
HRCCs should assess program risks and oversee progress 
toward HCM goals. 

Track the right metrics. Tracking appropriate metrics starts 
with asking the right questions:
•  Does the company have an explicit workforce strategy to 

secure and manage talent?

•  What are the core elements of the workforce strategy?
•  What types of quantitative and qualitative information is 

management using to make workforce decisions?
•  What measures are in place to track whether managers 

are effectively executing the strategy and to hold 
executives accountable?

Assess whether HCM practices resonate with 
stakeholders. Knowing a company’s HCM (and/or ESG) 
scores from investors, rating agencies and proxy advisors 
can help boards and management home in on perceived 
HCM shortcomings. These stakeholders often select metrics 
identified by standard setters such as the Sustainability 
Accounting Standards Board (SASB). SASB’s metrics are 
industry- and sector-specific, with a focus on financial 
materiality. Typical metrics include labor practices, employee 
health and safety, employee engagement, and workforce 
diversity, equity and inclusion (DEI).  

Assess risks and oversee progress. An array of tools 
are available to assess HCM risks, including employee 
engagement surveys and employment analytics, such as 
internal labor market mapping. Once an issue such as a 
gender pay gap or lack of diversity is flagged, companies 
can implement solutions to equalize pay, control unwanted 
turnover, or refine recruiting and promotion policies.

Monitor the disclosure  
landscape and tell your story
Investors, proxy advisors, regulators and rating agencies 
often rely on HCM disclosures to evaluate a company’s 



commitment to its workforce. Boards and HRCCs should 
work with management to ensure disclosures are 
compliant with SEC rules, consistent across platforms, and 
responsive to stakeholder concerns.

Ensure compliance with disclosure mandates. Under 
an SEC rule effective since November 2020, Form 10-
Ks and registration statements must disclose the HCM 
measures or objectives “management focuses on in 
managing the business” that are material to investors. 
The rule is “principles-based” and not prescriptive, so 
companies don’t have to disclose specific metrics beyond 
the total number of employees. (See SEC calls for tailored 
Human Capital Management disclosures.)

Given the rule’s flexibility, first-time disclosures varied 
widely in length and the amount of qualitative disclosure 
versus quantitative data. But a Mercer review of S&P 500 
companies’ 10-Ks filed between Nov. 9, 2020, and July 2, 
2021, found similarities in the topics covered:
•  Training, education or development (e.g., leadership 

programs, skills training and tuition reimbursement): 94%
•  DEI (e.g., pay equity by gender/race and initiatives to 

recruit/promote diverse workers): 93%
•  Culture (e.g., mission or ethics): 86%
•  Pay and benefits (e.g., annual bonuses, equity plans 

and 401(k) plans): 84%
•  Employee engagement (e.g., engagement surveys or 

survey results): 73%
•  Employee safety (e.g., injury rates and other safety 

measures): 70%

Topic convergence may increase once companies review 
peer group disclosures or if the SEC amends the current 
rule to require disclosure of specific data. According to the 
SEC’s chair and latest regulatory agenda, the agency plans 
to consider whether more prescriptive disclosures are 
appropriate. 

Weigh qualitative versus quantitative disclosures. 
So far, most 10-K disclosures on HCM have focused on 
qualitative, not quantitative, HCM information. Companies 
may avoid quantitative data because 10-Ks are subject 
to securities liability. But if the SEC expands the current 
mandate as expected, companies might have to disclose 
quantitative information such as turnover rates, full-
time versus part-time employee status, and workplace 
diversity data, such as information from EEO-1 reports 
(i.e., pay data broken out by race, ethnicity, gender and 
job category). 

Consider voluntary disclosures. Boards and HRCCs 
should assess the benefits and drawbacks of including 
voluntary HCM disclosures in proxy statements, on 
company websites, and in ESG, sustainability, and 
corporate social responsibility (CSR) reports. A benefit 
of voluntary disclosures is they can counter negative 
inferences about a company’s HCM practices if proxy 
advisors and rating agencies give low scores due to 
a lack of information. Voluntary disclosures in proxy 
statements are potentially a more natural fit for DEI 
and other workforce disclosures but like 10-Ks, they are 
subject to securities liability for misleading disclosures 

https://www.sec.gov/rules/final/2020/33-10825.pdf
https://www.mercer.us/our-thinking/career/sec-calls-for-tailored-human-capital-management-disclosures.html
https://www.mercer.us/our-thinking/career/sec-calls-for-tailored-human-capital-management-disclosures.html


and omissions. In contrast, other platforms don’t carry the 
same risks. 

Implement disclosure controls and procedures. Controls 
and procedures are critical to ensure disclosures are clear, 
consistent among platforms and based on thoroughly 
vetted, verifiable data. Activist investors may file lawsuits for 
false and misleading statements, and the SEC could use its 
enforcement powers against companies that misrepresent 
their commitment to or progress on HCM goals.

Listen to shareholders and proxy advisors
Boards and HRCCs should review key investor stewardship 
principles and proxy advisor policies on HCM issues, and be 
prepared to respond to shareholder proposals, which are 
receiving record support levels on HCM issues such as DEI. 

Understand key investor policies. Investors are updating 
their stewardship principles and engaging with companies 
on HCM issues. For example, BlackRock asks companies to 
report how they consider their workforce’s interests when 
making business decisions — including how management 
identifies human capital priorities and implements policies 
to address these priorities, and how the board oversees 
management to ensure accountability. To measure progress, 
the asset manager expects disclosure of relevant goals and 
targets, along with EEO-1 pay data by race, ethnicity, gender 
and job category. 

Keep current on proxy advisor scorecards. Institutional 
Shareholder Services (ISS) and Glass Lewis & Co. assess HCM 
as part of their proxy voting guidelines and governance 
scorecards. A company’s rating is included in its proxy report:
•  ISS’s QualityScore considers disclosures on labor, health 

and safety, and compensation in evaluating a company’s 

ESG risk. The proxy advisor also assesses the level of 
disclosure for DEI and other ESG performance metrics 
when executive pay is tied to meeting goals related to 
those metrics. 

•  Glass Lewis assesses HCM and other ESG risks using 
Sustainalytics data and ratings. 

Anticipate shareholder proposals. This proxy season, DEI 
proposals received majority support at eight companies, 
with six of those proposals receiving more than 80% of 
votes. The proposals sought reports on EEO-1 data, board 
diversity and/or the success of DEI programs. ISS and 
Glass Lewis have policies for evaluating these shareholder 
proposals, and ISS recommended shareholders vote in favor 
of the vast majority of DEI proposals. In addition, a new 
proposal seeking a racial equity audit received more than 
30% support at half of the companies putting it to a vote 
— a significant level of support for a first-time proposal. As 
it updates its proxy voting guidelines, ISS is seeking input 
from stakeholders on whether they support third-party racial 
equity audits. 

Use incentive plans to reinforce HCM 
commitment
Tying executive pay to HCM metrics is a key way to 
demonstrate a company’s commitment to supporting its 
workforce. To date, HCM metrics are more prevalent in 
short-term than long-term incentive plans and tend to focus 
on qualitative, not quantitative, measures. But this may 
change with pressure from investors and proxy advisors. 
ISS is seeking input from stakeholders on the use of non-
financial ESG metrics in incentive plans.

In any event, companies should not add HCM metrics to 
incentive plans simply as window dressing or in response to 



competitors’ practices. Instead, companies should include 
these metrics only if they would be effective in aligning 
executives’ interests with business priorities.

Ensure diversity on board and executive 
leadership team
Diverse boards can contribute to diversity in the 
management team and overall workforce. To promote 
board diversity, the SEC recently approved a NASDAQ rule 
requiring listed companies to have at least two diverse 
board members, or explain why the board lacks diversity, 
and disclose a board diversity matrix. The diversity 
requirement will phase in over several years, and companies 
must disclose their matrix by the later of Aug. 8, 2022, or the 
filing of their 2022 proxy or information statement (see SEC 
approves NASDAQ board diversity rule).  

Other board and executive leadership diversity 
developments include:
•  ISS and Glass Lewis currently recommend voting against 

nominating committee chairs if boards don’t have a 
minimum number of women, and beginning in 2022, 
if boards don’t have a minimum number of racially or 
ethnically diverse members. 

•  Some states — including California, Colorado, Illinois, 
Massachusetts, New York, Pennsylvania and Washington 
— have adopted board diversity requirements.

•  Shareholder proposals seeking a board diversity report or 
policy passed at three companies this proxy season, and 
shareholders have sued for board diversity shortcomings, 
including misleading proxy disclosures on board diversity.

•  BlackRock will vote against directors who fail to improve 
board diversity, and State Street Global Advisors will vote 
against the nominating and governance committee chairs 
at S&P 500 companies that don’t disclose their boards’ 
racial and ethnic composition. 

•  Investors have asked companies to adopt the “Rooney 
rule” for director and CEO searches, which requires 
them to consider at least one woman and one under-
represented minority in the slate of candidates for every 
open board or executive leadership position.

Update charters and calendars
Board and committee governing documents should 
reinforce a commitment to HCM oversight. For example, the 
name of the committee should reflect HCM responsibilities, 
e.g., by including “Human Capital,” “Human Resources,” or 
“People & Culture.” Also, the committee’s charter and annual 
calendar should include the following responsibilities, as 
applicable: 
•  Establish company culture and HCM strategy, policies and 

practices
•  Assess HCM risks, including DEI, employee health and 

safety, and employee engagement
•  Obtain updates from management on HCM strategy and 

its implementation to evaluate its effectiveness
• Incorporate HCM metrics into incentive plans
• Oversee broad-based pay and benefit plans
•  Monitor investor engagement activities and shareholder 

proposals
•  Report to the full board on HCM matters

Expect ongoing attention to HCM issues
Looking ahead, investors, proxy advisors and regulators will 
continue to pressure companies to make HCM a priority. 
The impact of COVID-19 and the “Black Lives Matter” and 
“me too” movements on a company’s workforce, together 
with the SEC disclosure mandate and significant support for 
shareholder proposals, have put a spotlight on DEI, worker 
health and safety, and other HCM issues. How quickly 
companies step up to respond and demonstrate their 
commitment to support their workforce will depend in large 
part on the agility of boards and HRCCs to embrace their 
evolving role and responsibility for overseeing HCM issues.

Note: Mercer is not engaged in the practice of law, accounting 
or medicine. Any commentary in this article does not constitute 
and is not a substitute for legal, tax or medical advice. Readers 
of this article should consult a legal, tax or medical expert for 
advice on those matters.

© 2021 Mercer LLC. All rights reserved.

https://www.sec.gov/rules/sro/nasdaq/2021/34-92590.pdf
https://www.mercer.us/content/dam/mercer/attachments/north-america/us/us-2021-sec-approves-nasdaq-board-diversity-rule.pdf
https://www.mercer.us/content/dam/mercer/attachments/north-america/us/us-2021-sec-approves-nasdaq-board-diversity-rule.pdf

