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ABOUT THE FUTURE OF THE AMERICAN BOARD

What is the Future of the American Board Initiative?

NACD convened the Future of the American Board Commission—a diverse, influential group of sea-
soned board leaders from top private and public companies and notable governance practitioners
from across the investor, regulatory, and academic communities—to help guide boards through an
increasingly turbulent and unpredictable future.

The Commission’s perspectives and experiences shaped a comprehensive framework for board gov-
ernance centered on 10 Key Principles that boards can use and adapt to ensure they are fit for the
future. This framework, released in the fall of 2022, is accompanied by a set of practical blueprints,
focused on the shifting roles of the key board committees, issued in the spring of 2023. Partners lead-
ing these working groups include KPMG (audit committee), Marsh McLennan (risk committee), Pearl
Meyer (compensation committee) and Korn Ferry (nominating and governance committee).

What are the main takeaways?

The report’s 10 Key Principles provide guidance for boards that is rooted in progress American
boards have made since NACD issued the first set of Key Agreed Principles in the wake of the global
financial crisis of 2008. These updated principles are reflective of intensifying pressures and expec-
tations that will affect companies and their governance in the coming years. Most important, in a
world that seems less governable, the quality of board governance will be increasingly vital fo the
sustainability of our enterprises and trust in our market economy.

How to use the report and the committee blueprints:

What is different about the report is that the Commission developed high-level principles with key
questions that are meant to spur board discussion on critical improvements. The Commission under-
stood that prescriptive, one-size-fits-all advice wouldn’t be effective for individual boards and com-
panies. The Commission expects that as boards confront these questions, they will come to different
conclusions based on their level of maturity, the strategies they are pursuing, and the pressures they
are facing. The four blueprints help translate the Commission’s principles into practical guidance at
the board-committee level.


https://view.nacdonline.org/futureboard/p/1
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COMPENSATION
COMMITTEE BLUEPRINT

“In years past, we have counseled boards to go beyond best practices,
to raise the bar and avoid standard executive compensation design,
and to think strategically and act decisively. Those approaches are even
more relevant in today’s governance climate. We believe that boards are
likely to encounter unforeseen and perhaps unpredictable challenges.
Should our compensation committee expand its role to encompass
broader talent management responsibilities?”

hat 2017 introduction to Pearl Meyer’s annual “Top Five” issues for the compensation commit-

tee' set the stage for an evolving dialogue that has grown more robust—and more real—over

the last six years. As we fast-forward to 2023 and reflect on the recent publication of NACD's
landmark guide, The Future of the American Board, the compensation committee is more than it has
ever been: more strategic, more planful, more diverse, and more attuned to issues far beyond exec-
utive compensation. In short, this committee is more central than ever before to the effective gover-
nance and performance of any public or private company.

' Pearl Meyer, Compensation 2017: The Top Five Questions Boards Should Be Asking (Pearl Meyer & Partners LLC, 2017), p. 1.
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What does that mean for the visionary directors who serve on today’s compensation committees?
Certainly, it means more responsibility, time, and effort. It also means there are many of the same
practical and intellectual demands on these directors as there are on management teams, including
the need for a deeper understanding of broader workforce dynamics and a recognition that human
capital may be the make-or-break factor in the long-term success of an organization.

Ongoing discussions over the years with directors across industries, geographies, company
sizes, and stages have revealed that the pressure is intense. If, when, and how to expand the
scope of the compensation committee beyond its traditional purview is not a binary decision
based on a single conversation. To accompany those on this journey—no matter how early-
stage or well on their way they may be—this guide will

1. explore some of the irreversible and universally impactful fipping points that have set us all on
this path;

2. provide real-world examples—from directors—of how committee discussions and deliberations
are evolving;

3. outline some milestones that can help indicate when your committee may be ready fo fully and
formally embrace the synergy of compensation and leadership development; and

4. walk through the practical, process-oriented actions that must take place as committee
governance advances.

This blueprint for the next-generation compensation and human capital committee is based not only
on the extensive work of leading consultants in executive compensation and leadership develop-
ment, but also on the firsthand experiences and expertise of forward-thinking and change-oriented
directors. The collective insight, advice, and encouragement to transform in service of a broad set of
stakeholders will lead to multiple positive outcomes and, ultimately, to long-term value creation.
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You Are Here

ACD’s new Future of the American Board: A Framework for Governing into the Future is based

on 10 principles that are “grounded in the common interest of boards, management, employees,

shareholders, and other stakeholders in the corporate objective of long-term value creation.?
The principles also map clearly to the governance practices of the full board and each of its committees
and acknowledge and embrace the complex environment in which businesses operate today.

The framework is holistic and comprehensive. The recent changes it reflects—economic, societal,
geopolitical, technological, etc.—have far-reaching implications for companies and have impacted
management teams and the compensation committee in significant ways. There is a growing
expectation that compensation committees will work more closely with management on an expanded
set of talent management priorities. To understand how best to meet this expectation, it's important to
reflect on exactly how we arrived at this unique point in time.

As the idea of “shareholder primacy” has been increasingly challenged by the notion of “stakeholder cap-
italism,” there has been a fundamental pivot away from corporations focusing exclusively on shareholder
returns and toward focusing on a broader set of strategic priorities and outcomes that include shareholder
returns. Director Cindie Jamison observes, “Corporate governance changes slowly, but it is expanding.”

PRINCIPLE ONE

P

CORPORATE PURPOSE

PRINCIPLE TWO PRINCIPLE THREE PRINCIPLE FOUR

% < &)

RESPONSIBILITY & ACCOUNTABILITY OBJECTIVITY & OVERSIGHT AGENDA & INFORMATION

PRINCIPLE FIVE PRINCIPLE SIX PRINCIPLE SEVEN

i 9 b

BOARD-MANAGEMENT RELATIONS STRATEGY & RISK TALENT & COMPENSATION

PRINCIPLE EIGHT PRINCIPLE NINE PRINCIPLE TEN

i &5 A

CORPORATE & BOARD CULTURE COMPOSITION, TRANSPARENCY, COMMUNICATIONS
REFRESHMENT & DIVERSITY & ENGAGEMENT

2 NACD, Future of the American Board: A Framework for Governing into the Future (Arlington, VA: NACD, 2022), p. 10.
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The drivers of this change are numerous, but a few stand out as accelerators of this shift in thinking
and accountability. Going back to the financial crisis of 2008 and the resulting Dodd-Frank Act, the
implications of myopic profit-seeking without regard to its broader consequences sowed seeds of
discontent and highlighted a widening gap in income inequality. Increasing political polarization in
the United States and globally likewise ratcheted up “us versus them” public discourse.

More recently, the social justice movement highlighted persistent, and in some cases systemic,

inequalities around race, gender, sexual orientation, and religion, among others. These issues have

pushed the concept of diversity, equity, and inclusion (DE&I) to the forefront in board discussions.

Then, we collectively faced the global COVID-19 pandemic. It upended economies, health-care

systems, and supply chains. It wreaked havoc on transportation, family care, and education. And it

caused many people to reevaluate their personal pri-

orities and seek to redefine their relationship with work. ”Todqy you have chqmpions inside

In the shadow of the pandemic, there are now the chal- our companies in Ieadership

lenging effects of inflation and economic uncertainty. ] .
roles who are not just complying

with these changes, they’re fully

. , .
then, directors were more narrowly focused. Move the embracmg them. They = Iecdlng
clock forward and now they are regularly asking ques- the board as opposed to the board

tions about workplace culture, engagement, turnover, pushing, This is a sea chqnge.”
mental health, and well-being programs. It's amazing

Director Diane Gherson observed that the shift started
just five years ago, in the wake of #metoo. “Up until

—Director Cindie Jamison

how quickly boards moved”

Concurrent with these and other events, we now have four generations in the workforce and its
impact is far more than a curiosity. Whether it's because of or despite the events of the past decade,
younger generations are purpose-driven and have different views on employment, work-life
balance, leadership, social responsibility, and success. And although they are represented in differing
proportions across employers, they are the future leaders, and their views and priorities must be
addressed. Jamison says, “The focus is moving from the Boomers to the Gen Xers and Millennials,
and even the Zs. They’re slowly but surely climbing into the corporate leadership ranks and these
issues matter greatly to them. Today you have champions inside our companies in leadership roles
who are not just complying with these changes, they’re fully embracing them. They’re leading the
board as opposed to the board pushing. This is a sea change.”

What it means for companies is profound.

When you combine the impact of these historic events with the generational swing that is well under-
way, the result is a swiftly emerging new expectation about the role of a corporation. It is no longer
enough fo create jobs and value. We are also looking to corporations to make meaningful improve-
ments to the broad set of challenges we collectively face. This has become manifest in a variety of
significant ways, including investors, employees, customers, and suppliers favoring relationships with
companies that are good stewards of the environment, or that truly embrace diversity, equity, and
inclusion, or that demonstrate socially responsible business practices and leadership.

Future of the American Board: Compensation Committee Blueprint 4



As a result of this material change, where failing fo meet expectations represents large-scale risk,
boards are having to take into account their people more than ever. This encompasses more than
just the leadership team and includes culture, engagement, and infrinsic motivations. While the shift
means looking noft just at the employee or the customer, but thinking about the entirety of popula-
tions that the corporation affects directly or indirectly, there is a very real need now for boards to
think deeply about their broader workforce. “We are thinking about others in the company that the
compensation committee needs to interact with beyond the CEO and | welcome that,” says Director
Patricia Fili-Krushel.

Directors understand, oo, exactly how this expansion of their purview intersects with business strat-
egy. In discussing the challenges of recruiting and retention, Director Laurie Siegel says, “There is a
real risk fo a company’s ability to execute against either operational or strategic goals. But there'’s
also upside in the ability to strategically be a winner in this evolving labor market”

Gherson agrees, nofing, “Boards are asking about the company’s overall people strategy and
whether it can be a differentiator”

So it is not surprising that we are seeing what had been a nascent idea—formal expansion of the role
and responsibility of the compensation committee—coming to fruition. Director Raj Batra says, ‘I find
that it’s an increasingly important role of the compensation committee that you wouldn't typically
think of, but it's just reality. It's mitigating probably the singular enterprise risk when you’re ensuring
you're recruiting and retaining the best talent” Indeed, the compensation committee is in a unique
position to provide leadership and counsel to the corporation with respect to its most important
asset: its people.

Future of the American Board: Compensation Committee Blueprint 5



Director Dynamics

s the compensation committee is asked to weigh in more frequently on a variety of human
capital and organizational development concerns, not only is the discussion expanding,
but also the dynamic is changing in the boardroom. Many directors are becoming more
engaged and direct. As a result, the compensation com-
mittees they serve grow more agile and ready to take part

in fransparent discussions about the complexities of deal- c
Dynamics: noun—the forces

can rise to meet these challenges. Batra says, “You can’t or proper’rles which stimulate
overestimate how important it is to have good emotional grow’rh, developmen’r, or chqnge

intelligence on the board. CEOs today need resilience on within a system or process
their board, and now you’re going on a journey with them

ing with major crises and how to develop leaders who

and helping navigate all the things that demand attention.
Even the brightest and best CEOs out there need support”

Fili-Krushel adds, “We're in such uncharted waters these days. It feels like it's all hands on deck in
terms of how important the board is in adding value and being a resource.”

Our experience with thousands of companies indicates the most successful CEOs are displaying
more openness and partnership with their boards, as well as with their chief human resource officers
(CHROs). There is a trusted partnership model emerging among compensation committees, CEOs,
CHROs, and their advisors, and it is driving more productive and valuable dialogue. Gherson says,
“It's more than a discussion, it's more active. Let’s talk about the specific plan to get there and let’s
look at the milestones along the way.”

At the same time, the board role of oversight, not management, is acknowledged and respected.
Siegel observes, “It's okay for us fo have a discussion about anything. We're not imposing on man-
agement’s decision-making, but to the extent that we bring experience to those decisions, hopefully
the board is helping problem-solve something that may be quite difficult for the CEQ

“There’s no longer a fried-and-true way of doing things,” adds Fili-Krushel. “Every corporate culture
is so different. Now you feel more like you’re a partner with the CEO, with the head of HR, with the
general counsel. | think it’s a new relationship.”

Naturally, any successful relationship is built on a bedrock of trust and alignment. New and often
difficult discussions between management and directors on topics that may never have been on the
table before, but that are now essential for effective leadership and corporate governance, demand
some new rules of the road. For compensation committees wanting to operate at maximum effec-
tiveness in this new paradigm, there are a few level-setting guidelines to consider.

1. Clarify the roles between independent directors and management, specifically in the realm of
human capital. To the degree possible, outline broadly those issues and challenges that directors
want management to take on in order to improve leadership and advance the organization’s
human capital development. Communicate how directors plan to assist and advise management
in these areas.
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2. Set the tone from the chair. The committee chair should set the tone in partnership with the CEO and
CHRO, communicating to all parties how issues of human capital management and compensation
are viewed philosophically and will be addressed practically.

3. Ask the right questions in the right way. Be clear about discussions where the board is seeking insight
and background, versus specific requests to management for data, dashboards, and progress
against goals.

4. Assess new information with timeliness. Management will need to provide directors with
requested information, but in furn, the board should be ready fo review, assess, and provide
appropriate feedback in a timely manner. Issues of talent and culture can be immediate.
Waiting for management to produce a perfected document or until the next-scheduled
compensation committee meeting to deliberate can mean windows of opportunity close

before action can be taken.
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Is the Committee Ready?

s leading directors explore the expanding scope of responsibilities beyond fraditional executive
compensation parameters, some may quickly realize it requires more than their own individ-
ual interest in moving the needle on human capital management.

They may be working, alone or with others, foward a change of the committee’s name, updates fo

its charter, and the ongoing, active, and productive discussions of multiple parties. And while tactical
changes like these are valuable external signals and represent expanded involvement in talent man-
agement, it is important fo evaluate the full committee’s readiness for formally taking on the additional
responsibilities that come with an expanded scope.

Is the committee leadership and membership fully engaged and routinely discussing broader human
capital fopics, ranging from succession planning and leadership development to environmental, social,
and governance (ESG) issues and gender and racial pay equity? This will be the first indication of a
unified group. Jamison reflects that many committees may be further along the continuum than they
recognize. “We were already doing a lot in the area of human capital management on all of my boards”

For those committees in transition, one way to raise
awareness and inifiate conversations as to broader talent A Readiness Checklist
management topics is fo incorporate an HR-focused for Compenso’rion Committees
agenda item at each committee meeting. An update

can be led by the CHRO, infended to shine a light on key
human capital issues currently affecting the organization.

Evolving Their Charter

. . . O Documentation of the committee’s
The topics can vary from meeting to meeting, and can

. - tati |
include updates on turnover, talent acquisition and devel- SIPEECHICE Cliel Efoel

opment, or progress on diversity initiatives. This provides a O Committee meeting calendar,

great opportunity to contextualize compensation discus- identifying timing and cadence of
sions and often springboards into strategic discussions on additional areas of focus

key organizational imperatives. For example, by examining O Access to external advisors fo support

turnover, committee members are better positioned to the committee in its expanded role

offer suggestions about retention strategies and succes-

) ) O Alignment with other committees and
sion planning efforts. Batra offers an example. “We're 9

. . " the full board as to the allocation of
looking at engagement surveys now, which are critical

h ital ibiliti
articles of evidence that give us insight into the pulse of broader human capifal respensibilifies

the organization. The compensation committee wants to 0 Committee chair and member skill
know if the culture is aligned with the leadership” set and experience that is sufficiently
diverse fo enable appropriate oversight

In fact, such dialogue and strategic engagement

between the board and the CHRO is itself an acknowl- cliel I e e

edgment of the elevation of workforce issues to the 0 Demonstrated support of the CEO and
board level, and many boards are increasingly inter- management

ested in who fills that seat. “The HR field is growing, [0 Strong partnership with the CHRO and
learning, and expanding all the time,” says Jamison. head of organizational development

“The CHRO has become hugely vital, and finding a
world-class CHRO—that’s a hard job to fill”
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An additional, related readiness indicator is how the board approaches its own turnover and talent
management. Compensation committee members must have the experience and skills that add
value to these conversations. Siegel says, “The board needs people with this expertise and skill set.
We need to know how to ask the right questions or advise on issues related to human capital man-
agement and that proficiency did not appear on the skills matrix a few years ago”

Along with widespread committee engagement, and the right directors, the support of the CEO and
senior leadership is also key. In recent years, stakeholder expectations about broader human capital
concerns have risen quickly and significantly and this has not been lost on management teams. If
the CEO and their direct reports resist overt compensation committee or larger board involvement in
talent management issues, that dynamic may warrant a different kind of board conversation. With-
out a partnership approach to human capital management that goes two ways, there likely won't be
much meaningful progress on the issues.

Of course, the committee will naturally face numerous challenges as it expands its scope. Perhaps
the most glaring one—and potentially the most difficult to solve— is accommodating the additional
time that these new areas of attention require. The core executive compensation responsibilities are
not diminishing, so it will be important to be as efficient as possible with the committee’s allotted time
and come to a collective understanding about priorities, agendas, and an overall approach to how
the committee’s work is managed.

Future of the American Board: Compensation Committee Blueprint 9



The Practical Implications

s we turn the calendar on three full years of pandemic-induced upheaval, it’s clear that

expanding committee oversight to include at least some broader human capital manage-

ment concerns on some level is a given.

However, successful formal implementation of these expanded responsibilities is a separate endeavor.

This maturation requires not only a committee largely unified in its philosophy, but also requires a

great deal of advance planning and foresight, particularly as this step has several legal implications.

Checklist for Charter Updates

As the compensation committee grows into its new
role, there are several areas that will require atten-
tion, decisions, and communication. There are five
specific areas for active governance change that
will result from committee evolution.

THE COMMITTEE NAME
1 AND CHARTER
Companies are increasingly choosing to
overtly signal their oversight expansion by changing
the committee name, the committee charter, or both.

According to proxy data from Main Data Group, in
2022, 49 percent of the S&P 500 and 25 percent of
the Russell 3000 now have a committee name that
implies a broader purview. A review of committee
charters reveals even broader trends with 84
percent of the S&P 500 listing at least one “nontra-
ditional” responsibility in their committee charter,
including topics such as succession planning,
culture, human capital, DE&I, and leadership
and/or talent development.

S&P 500
Compensation

R3000
Compensation

Committee Titling Committee Titling

B Compensation Committee Only
B Compensation Committee

Source: Main Data Group

1.
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Review and update charters on a periodic basis,
typically annually.

Consider how the world, your industry or market,
and/or your specific organization has changed since
the last charter update.

» Do those changes (e.g., investor pressures,
regulatory rules, ESG concerns, human
capital issues, etc.) fall under the
compensation committee’s purview
or do they have a more appropriate
“home” such as the full board, a different
committee, or management?

If new circumstances naturally fall to the
compensation committee, assess the following:

» Do the current committee members
have the skills to address these new
circumstances?

» Does the committee have the time fo address
the new issues, or will further meetings and
time commitments be required?

» Should one or more subcommittees be
formed to address these issues?

. Do not include specific duties and/or responsibilities

that may be beyond the capacity of the committee.

If the committee fails fo accomplish a “must” item,
fiduciary duty issues may arise. If in doubt, frame
additional duties as “may” rather than “must” or “will”
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The Evolving Scope of the Compensation Committee

LEADERSHIP HUMAN
COMPENSATION DEVELOPMENT & CAPITAL/TALENT
OVERSIGHTAND ADVISORY ROLE COMMITTEE COMPENSATION & COMPENSATION
COMMITTEE COMMITTEE

Evaluate CEO performance

Establish pay levels for CEO and senior
management

Administer compensation programs,
including bonus and LTI measures, and
manage equity pool

Conduct regulatory oversight (CD&A, say-
on-pay, say-on-frequency, risk review, efc.)

Focus on executive retention

Select independent outside advisors

Set nonemployee director compensation

Succession planning and focus on
“next level” bench strength

Begin to focus on employee-wide issues
(pay equity, diversity, employee
engagement)

Diversity, equity, and inclusion

Training and development

The talent pipeline down the organization

Culture and ethics

ESG

Source: Pearl Meyer

COMMITTEE COMPOSITION

2 Currently, the only required expertise on the board is that of “financial expert” However,

most boards are grappling with the best way to handle oversight of an increasingly com-
plex set of issues. Human capital management is one of these issues, but there are also calls for
expertise in cybersecurity and IT, marketing and branding, ESG and sustainability, and more. It has
become common practice for companies to publish a board skills and experience matrix that iden-
tifies the key strategic areas that are important to the company and identifies which directors bring
such relevant experience and expertise to the boardroom.
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Clearly, human capital management is a critical strategic area for nearly all companies today.
However, a review of the Top 200 largest companies by revenue in the S&P 500 reveals that just
44 percent list human resources experience and/or expertise as a criterion in their director skills
matrix. While boards historically have accepted the broad leadership experience of CEOs to be
sufficient human capital management background, the complexity of the issues—and many
leading directors—suggest that deeper experience and expertise may be required.

Consider that the expertise you seek may not be a seasoned former CEO or CFO. Batra advises,
“Something we should think about going forward is having more Generation Xers and Millennials on
our boards. The board should reflect the environment we're working in”

If your board and its committees do not have a formal skills matrix or some other method of eval-
uating director experience, now is the time to implement this kind of road map to ensure the right
people are in the right place and that refreshment is strategically executed. It can also be a very
valuable way to communicate your board’s priorities and competencies.

OUTSIDE RESOURCES

3 As boards evolve their philosophy with respect to human capital management and embark

on a strategic refresh of the evolving director profile, there are opportunities (and perhaps
imperative reasons) to pull in additional experience and perspective. With their deep functional
experience, as well as knowledge of the organization’s workforce and the role it plays in delivering
on the company’s strategic objectives, the role of the CHRO and their internal HR team becomes
critically important as the compensation committee evolves.

Likewise, committees can look to external resources to fill in any gaps in board member experience
and expertise. With a view into dozens or even hundreds of organizations, outside advisors can help
identify trends and opportunities as traditional compensation objectives and talent management
concerns converge. As areas of oversight expand, the committee can explore the value of experts
beyond their fraditional executive compensation advisors—or look to entities that can explore strate-
gic compensation design and leadership development in a holistic framework.

How the committee plans to seek information and implement guidance—and from whom—should be
a planful approach, discussed among the members at set intervals as the purview evolves.

Future of the American Board: Compensation Committee Blueprint 12
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Source: Copyright © Pearl Meyer & Partners LLC

CALENDARS, MEETINGS, AND AGENDAS
4 The typical compensation committee calendar is already laden with traditional executive
compensation deliberations and required activities. So, how should committees adjust the

calendar, meeting schedules, and agendas to incorporate new, but critically important expanded
areas of focus?

In the past, when board meetings were almost always held in person, specific committee meetings
were held in sync. During the move to virtual, as forced by the pandemic, many companies decoupled
the full board and committee schedules. As companies return to a mix of in-person and virtual
meetings, this approach may provide some flexibility fo rethink the annual calendar in a way that
can better accommodate new issues. It may even be logical to broach the subject of adding virtual
meetings. While still an extra lift in terms of the number of items receiving oversight and the amount
or preparation and follow-through, the absence of physical travel may allow for this in some cases.
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As such governance processes evolve from formerly tried-and-true expectations, it can also be
helpful to structure certain agenda items as “discussion only” with related materials prepared in
advance as a “pre-read.” This can mitigate the very real potential for foo much presentation and
insufficient discussion, which can slow down meetings and decision-making. Gherson advises
boards to be deliberate about these decisions. “To what extent can we compress time spent on
traditional compensation issues so there’s more time for these additional, related topics?”

Siegel agrees, “There are some traditional, important tasks that the comp committee takes very
seriously, but they just have to be done more swiftly”

As you evolve your charter, thoughtfully update corresponding documents like annual calendars and
agenda templates and be very planful about incorporating these new responsibilities in a demon-
strable, reportable, way.
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MANAGEMENT-LED COMMITTEE CHAIR OUTSIDE COMPENSATION AVAILABLE CONTINUING
ONBOARDING ORIENTATION ADVISOR-LED EDUCATION PROGRAMS
Overview of company’s pay Chair expectations of Onboarding NACD
philosophy committee members 3

. Role of the outside Webinars
Peer group and Current committee consultant
benchmarking priorities/goals Emerging trends for Peer exchanges
Shareholder engagement Review of clawback compensation committees Relevant content: articles,
program history policy Historical review of blogs, and reports
Independent consultants Review of most recent executive compensation

Components of executive self-assessment Status of current executive
compensation pay within peer group

Incentive plan metrics and
alignment with company
strafegy

Stock ownership guidelines
Executive separation policy
CEO pay ratio

Committee meeting cadence
and annual calendar

Source: Pearl Meyer

DIRECTOR EDUCATION

5 Helping directors to stay abreast of compensation-related regulatory changes and market-

place trends is already no small task. Layering in additional information on broad human
capital management, culture, and issues like DE&| and the social component of ESG may make the
job begin to feel overwhelming. Thankfully, there are more resources than ever for directors—both
new to the role and highly experienced—to get up to speed and stay on the cutting edge.

Organizations like NACD are a gold mine for directors to learn the basics, advance, and explore
emerging new ideas. Fili-Krushel says, “I find a lot of value in these organizations, in panel discus-
sions, or access to consultants. We leave it up to individual board members, but | think it’'s not a bad
idea fo incorporate guidance.” There are also many opportunities for meaningful peer engagement
within the board community. And as suggested previously, bringing in advisors to counsel your board
and offer fresh insights can lighten the burden.

Think about implementing a documented new-director onboarding process to develop an
understanding over time of both general executive compensation and human capital management
concepts and “best practices,” as well as an understanding of the company’s unique programs and
policies. Including an ongoing director education component in this onboarding schedule signals
and allows for the expectation that all on the committee will engage in educational pursuits.
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Moving Ahead

espite the obvious challenges and the all-encompassing nature of suggesting compensation

committees broaden their purview into human capital management, both data and anec-

dotal evidence show it is happening. And leading directors understand philosophically and
practically that it's time. In conversations with directors, informally and in consulting engagements, it
is clear that fiduciary responsibility and the risks to the organization that arise from talent concerns
are multifaceted and infertwined. Jamison notes, “There’s a lot of unappreciated risk”

Fili-Krushel observes an emerging new employer-employee dynamic and brand concerns. “The
power has shifted to some degree to our employees. They have much more of a voice and there’s
associated brand risk”

In addition to the brand, Siegel points out the oper- Pearl Meyer’s chair David Swinford
ational concern. “I'm hearing companies say things has famously reiterated “You

like, ‘We're behind on this important initiative because need to ensure you have the righ’r
people, in the right jobs, doing

the right things, and with the right
reward system if you want to create

we can't get the people! And it's not in one aregq, it’s in
several areas. It represents real risk toward strategic
plan execution”

Finally, examining an additional angle, Gherson says,
“I's a leadership risk if we don’t have the right leaders an effective culture and deliver

for the moment to navigate through all of this” returns to all stakeholders’”

Boards are beginning to think through the criticality of

their workforce and leadership teams as executors of strategy and as competitive differentiators in
their market. There is more af play than mitigating risk. There are also opportunities to be an em-
ployer of choice, to make meaningful change in areas that are important to stakeholders, and—either
at the same time or as a result—create new levels of corporate performance and shareholder value.

Ultimately, the compensation committee is taking natural next steps. As Batra notes, “If we go down
two levels below the CEO, we're not going to architect the direct reports, but we do need to know
how does diversity look. How does engagement look? It’s all about understanding the cornerstones”

In its work on the Future of the American Board initiative, NACD has defined those cornerstones.
Pearl Meyer has in turn, in our work on this new blueprint for the compensation committee of the
future, laid out an evolutionary guide that reflects advancement on each of those 10 points. In fact,
for those committees that have been steadfastly developing compensation structures that align

to the business strategy, incorporating human capital management makes perfect sense, and is a
logical expansion of its oversight. Compensation programs that incentivize and reward management
teams who demonstrate long-term vision must naturally include consideration of the broader work-
force, as well as developing leadership excellence.

Pearl Meyer’s chair David Swinford has famously reiterated “You need to ensure you have the right
people, in the right jobs, doing the right things, and with the right reward system if you want fo create
an effective culture and deliver returns to all stakeholders” This broader talent management model
represents the expanded purview of the compensation committee of the future, but the time to begin

the journey is now.
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