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4 �Where are the biggest sources of human capital 
costs and do they align with the business strategy 
and the parts of the organization the company 
should be investing most in? With greater 
transparency into workforce costs, companies need 
to continuously evaluate the return on investment  
in human capital.

5 �Are our current DE&I efforts enough? Are we seeing 
good progress year-to-year? Some companies may 
want to strengthen their efforts to improve diversity 
and inclusion, as this information will be increasingly 
scrutinized by investors. However, companies should 
consider the potential legal pushback that 
intensifying DE&I efforts could cause following the 
Supreme Court’s decision to overturn affirmative 
action in college admissions. DE&I programs not tied 
to strategy or specific outcomes could become an 
easy target for legal challenges, so companies should 
consider seeking legal advice when navigating 
DE&I-related issues and opportunities.

6 �When we look at all the data in its entirety, will  
the market understand how our HCM practices 
align with our business strategy? How do we 
communicate this to investors? Boards can engage 
in discussions on the strategic alignment of  
HCM practices with overall business objectives. 
Understanding how labor costs are viewed as 
investments in growth or operational maintenance 
is critical. Finally, companies should be prepared  
to address inquiries and provide context for their 
HCM data.

The need for greater HCM transparency is expected to rise, 
especially as intangible assets play an increasingly pivotal 
role in the valuation of public companies. While there may 
be some reluctance from boards to disclose more data, the 
benefits of fostering strategic discussions on these matters 
could outweigh concerns about the burden of additional 
disclosure. To start, boards can engage management to 
ensure the company proactively prepares for potential 
changes to meet regulatory requirements and enhance its 
strategic approach to HCM. 

4 �Workforce Demographic Data: The IAC contends 
that current disclosures are often generic, qualitative, 
and varied with respect to the level of detail. Instead, 
the IAC calls for companies to provide “decision-
useful” workforce demographic data, including 
diversity at senior levels.

		�relevance to investors: Data on diversity at every 
organizational level can assist in evaluating talent 
pipelines and gauging the effectiveness of diversity, 
equity, and inclusion (DE&I) efforts.

How Boards Can Get Ahead of  
Potential New HCM Disclosures
The IAC’s recommendations represent a significant  
step forward in improving HCM disclosures, allowing 
investors to make more informed decisions. While  
we don’t know if these specific requirements will be 
adopted into an SEC proposal and final rule, companies can 
begin thinking about how to collect and present the data 
sooner rather than later and start the discussion with their 
boards. Below are some questions boards can ask now.

1 �Do we have the right data? Companies will need 
robust data collection systems to accurately gather 
and report the required HCM metrics. This may 
involve collaborating with HR, finance, and business 
unit leaders to ensure data accuracy and consistency.

2 �Does our organizational model tell a story that 
makes sense? Where might we need to fill in the 
blanks? Are there weaknesses that our 
organizational model exposes? For example, a 
company that hires contractors as associates will 
look different than one that employs store 
associates full-time.

3 �Where are we experiencing the worst turnover and 
the best retention? How does turnover compare  
to peers? What are the key factors in both turnover 
and retention? Does the turnover reflect any 
business vulnerability that will need to be discussed 
with investors?

3 3
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Given the tight timeline for implementing Pay vs. 
Performance disclosures for this past proxy season, we 
suggest companies be prepared for a potentially short 
turnaround time if the SEC proposes rules that are 
finalized and implemented. There should be additional 
guidance in 2024 as proposed rules are developed and 
comments come in. Therefore, boards are likely to have 
ample time for preparation, as the potential timeline for 
implementation will likely be in 2025. Even if these don’t 
become the final rules, the strategic conversations 
prompted by this exercise will still be important. 

Blair Jones, Managing Director
bjones@semlerbrossy.com

Michelle Garrett, Principal
mgarrett@semlerbrossy.com

For more information, visit us at SEMLERBROSSY.COM, 
or reach us at 310.481.0180.
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ESG metrics are increasingly prevalent in incentives, but disclosure 
has not kept pace.
In recent years, the prevalence of ESG metrics in executive compensation design 
has expanded. 72% of the S&P 500 companies include ESG metrics in their 
incentive plans, up from 70% last year and 57% the prior year. The implementation 
of ESG metrics has also shifted over time towards more formalized, weighted 
inclusion in plans such as discrete weighted goals and modifiers, away from 
discretionary measurement approaches.   

october 2023

The State of ESG Goal-Setting: 
exploring the gap between  
prevalence and public disclosure

The following information is 
intended to provide market 
context on ESG goal-setting 
practices and our thinking on 
key drivers of these market 
trends. This may be a helpful 
resource for companies 
evaluating their own disclosure 
practices regarding ESG  
metrics in incentives.

John Borneman

Matthew Mazzoni

Mira Yoo

Jay Veale

Cecilia Miao

Anjani Trivedi

Jennifer Teefey
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38%

b b72%

28%

79%

21%

fy2020 fy2021 fy2022

Weighted Discretionary

Fig. 1. Year-over-Year Metric Structure

Weighted approaches includes discrete weighted, scorecard, and modifier structures 
Data provided by ESGauge

Although the use of ESG incentive metrics is maturing, public disclosure regarding 
specific metric goals in incentives is still limited. Companies employ a range of 
disclosure strategies that vary based on the type of metric, its structure in programs, 
and whether the metric goal is measured quantitatively or qualitatively. Most 
companies do not disclose ESG-related goals in proxies. Among those that do, 
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a degree of discretion in assessing performance around  
a ‘target’ goal.

Not surprisingly, details on ESG metrics and goals are 
most commonly disclosed at companies that have a 
discrete, weighted component of their incentive plan tied 
to ESG metrics. 77% of companies with this design for 
ESG disclose either full or partial details on the 
quantitative goals and performance. However, only 26% 
of companies have a discrete, weighted metric tied to 
ESG, so this remains minority practice.

Metrics included in scorecard, modifier, and discretionary 
structures in incentives are less likely to have associated 
goal disclosure than weighted individual metrics because 
these structures are more commonly measured with 
more judgement and discretion applied. Again, not 
surprisingly, the more qualitative the measurement 
framework the less detail that is provided. Companies 
that employ ESG metrics in a discretionary format only 
disclose any information about goals 6% of the time, 
while companies that employ ESG metrics in a scorecard 
or modifier format disclose information on goals  
19%  and 16%, respectively.

disclosure practices range from providing full details on 
the leverage of a specific ESG metric (i.e., threshold, 
target, and max performance goals) to limited disclosure 
of performance highlights against specific metrics 
achieved during the year.     

According to our research, most companies with ESG 
metrics in their incentive plans (67%) do not disclose any 
detail on specific performance goals for their ESG 
metrics. Of these companies without detailed disclosure, 
53% reveal key performance highlights achieved during 
the year in lieu of specific goals, while the other 47% do 
not provide any specific information on ESG-related goals 
or performance.

Of the 33% of companies that disclose specific ESG 
metric goals, practice is split between disclosing full 
details on the leverage of a specific ESG-related goal vs. 
disclosing some part of the leverage curve (e.g., target, 
threshold, max, or some subset of the three). Companies 
that disclose full details on the leverage of a specific 
ESG-related goal usually employ a quantitative goal. This 
disclosure may follow practice, as many companies do 
not assess ESG in a fully formulaic way and may allow for 

1 �Source: The four categories of goal leverage disclosure are defined as the following: (i) Full Disclosure–discloses threshold, target  
and maximum goals; (ii) Target Only–discloses only target (neither threshold nor maximum goals); (iii) Other–discloses threshold,  
target and/or maximum goals alone or in combination, while not classified as Full Disclosure or Target Only; (iv) No Disclosure– 
does not disclose any threshold, target or maximum goals. 

Data provided by ESGauge
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the increased litigation risk associated with DE&I 
politicization. Companies value flexibility as they 
manage social/legal risks while focusing on 
advancing their ESG agenda and meeting 
shareholder and customer expectations.   

2.	�Limited Performance Measurement Capabilities:  
Due to increasing external shareholder pressures 
over the last few years, many companies quickly 
adopted ESG into their incentive plans before they 
had the measurement and tracking capabilities to 
assess performance quantitatively or set explicit 
improvement objectives. Some companies are still  
in the process of defining success (i.e., what is 
“good” performance), and learning how to evaluate 
performance most effectively with limited ESG 
market data. It is difficult to develop performance 

Why is there a lack of goal-setting disclosure?     
Shareholders and other constituents might want more 
detail around ESG goals in incentive plans. However, 
companies might limit goal-setting disclosure for three 
main reasons:

1.	� Manage Social & Legal Risk: Detailed public 
disclosure of ESG goals carries significant social and/
or legal risk. For instance, underperformance on 
publicly disclosed diversity, equity, and inclusion 
(DE&I) goals may lead to external and/or cultural 
backlash. Sensitive to external signaling, many 
companies are “greenhushing” and erring on the 
side of caution when it comes to what information 
they disclose. The recent Supreme Court decision on 
Affirmative Action in higher education has further 
sparked concerns about disclosing ESG goals given 

None

Target Only

Full 
Disclosure

Other

94%

6%

84%

14%

2%

82%

16%

1%
2%

23%

15%

50%
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Fig. 3. Goal Leverage Disclosure per Metric Structure by Company

S&P500 Prevalence Discrete Weighted 

26%

Scorecard 

40%

Modifier 

14%

Discretionary 

21%

Metric Structure 
Definition

ESG is incorporated  
in incentives through 
specific metrics, each  
of which has its own 
discrete weighting.

Metric grouping is 
weighted and assessed 
as part of a broader 
scorecard of ESG/ 
business priorities.

ESG metric(s) can 
adjust the overall  
plan payout by a 
specified amount.

ESG is included as  
a layer of discretionary 
considerations, often 
individual, that may 
impact payouts.

Data provided by ESGauge
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measurement systems for qualitative objectives 
and discretionary evaluation; consequently, the 
absence of a good measurement system will 
make it hard to define tangible goals.

3.	�Desire to Maintain Flexibility: Many companies 
are still in the process of determining which ESG 
goals are most important to their overall business 
and may not be prepared to publicly commit to 
key performance goals. Given the dynamic nature 
of ESG issues, companies can benefit from 
maintaining flexibility in which metrics they 
choose to focus on each year. In addition, even 
with clear goals and commitments, companies 
may hesitate to define success by just one or two 
metrics. Many companies, for example, are 
genuinely more concerned about creating a 
culture of inclusion that supports a diverse 
workforce, rather than just measuring diversity 
directly, and such assessments do not always 
lend themselves to explicit, quantitative goals. 

In addition to the above factors, the SEC’s disclosure 
requirements allow limited disclosure in some contexts. 
For instance, qualitative goals don’t require disclosure 
unless the metrics are material to the company’s 
compensation policies and decisions, and companies 
may limit disclosure of internally managed metrics that 
may cause the company “competitive harm.” 
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jborneman@semlerbrossy.com

Matthew Mazzoni, Consultant
mmazzoni@semlerbrossy.com

Mira Yoo, Associate
myoo@semlerbrossy.com

Jay Veale, Associate
jveale@semlerbrossy.com

For more information, visit us at SEMLERBROSSY.COM,  
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We are hearing reports that shareholders are questioning 
the commitment to ESG due to limited disclosure.  
There is a suspicion that ESG metrics in incentives are 
meant as a form of ‘greenwashing’ and/or are just 
another qualitative goal that may be used to drive pay 
without a clear performance link. This growing demand 
for more detail may push companies toward more explicit 
measures, goals, and disclosure over time. 

However, given the factors outlined above, we anticipate 
that the pace of change toward more detailed and  
explicit goals and objectives may continue to be muted, 
especially considering concerns over the politicization of 
ESG in the U.S. In our experience, a lack of goal-setting 
disclosure does not necessarily indicate a lack of rigor  
in a company’s ESG metric goals. Rather, companies  
have often set meaningful goals internally that are 
intended to drive performance against specific ESG 
objectives. Companies will be challenged with the need  
to continue telling their story on ESG compellingly, even  
if they are not moving toward more explicit objectives in 
their incentive plans.

As always, linking ESG objectives and achievements  
back to the fundamental business rationale (why we  
are doing this in the first place) is always the strongest 
starting point for expressing and maintaining a 
company’s commitment to ESG, regardless of how  
this is implemented in incentives. 

Cecilia Miao, Associate
cmiao@semlerbrossy.com

Anjani Trivedi, Associate
atrivedi@semlerbrossy.com

Jennifer Teefey, Associate
jteefey@semlerbrossy.com
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The recent Supreme Court decision in Students For Fair Admissions, 
Inc. v. President and Fellows of Harvard College to overturn affirmative 
action in college admissions has sparked concerns about potential 
challenges to companies prioritizing diversity, equity, and inclusion 
(DE&I). According to Semler Brossy, 55% of the companies in the 
S&P 500 have DE&I metrics in their executive incentives, prompting 
executives, board members, and legal experts to question how 
Students for Fair Admissions, and increased politicization of DE&I 
initiatives at large, might impact their companies.

While we don’t anticipate immediate clarity on these questions, we see this  
as an opportunity for companies to reflect on their DE&I policies, practices,  
and metrics to ensure they align with business and communication strategies.

What Is the Business Case for DE&I Initiatives?
Companies that have advanced their DE&I efforts in the talent management  
and executive compensation spheres inherently believe that these policies and 
practices maximize long-term business performance, often referred to as 
“sustainability.” This conviction is supported by numerous studies, including 
several by McKinsey & Company. Though many “unknowns” remain on where the 
DE&I conversation will move in the political and judicial systems, companies can 
proactively use the current moment to clarify the purpose of their DE&I initiatives 
and their ties to strategic business objectives and sustainability. This is particularly 
true of companies with DE&I-related metrics in their compensation programs. 

august 2023

With Ambiguity  
Comes Opportunity: 
affirming diversity, equity, and  
inclusion strategy and measurement

Blair Jones

Austin Vanbastelaer

Michelle Garrett
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The metrics below could work well to incentivize 
collaborative and dynamic talent environments through 
different channels. These metrics may also be appealing 
to companies that will be introducing DE&I-related 
metrics into their incentive programs for the first time  
or for companies that want to take a cautious approach  
to measurement in light of the uncertain legal and social 
environment surrounding DE&I:   

–	� Metrics Incentivizing the Building of a Diverse Talent 
Pipeline: percentage of hiring slates with diverse 
candidates, economic diversity of schools/areas  
from which it hires, “return” on investment into local 
underserved areas (e.g., through job training, etc.), 
geographic background of candidates, social mobility  
of workforce, etc.

–	� Metrics Incentivizing an Inclusive Culture: employee 
engagement (generally), “inclusiveness” score within 
engagement surveys, percentage of employees who 
believe rewards align with job performance, etc.

We suggest maintaining a constant pulse on the 
framework for measuring success against DE&I 
objectives, particularly as companies periodically revisit 
the purpose and grounding of these strategies. To 
supplement these pulse checks, companies should 
ensure they have comprehensive annual pay equity and 
hiring equity audits that identify and remedy structural 
biases in the recruiting and total rewards systems.  
As a part of this process, company leadership can 
commission a third-party audit on employee performance 
ratings relative to employee demographics to understand 
better whether biases exist. And, as always, internal and 
external legal counsel will be crucial to navigating DE&I-
related issues and opportunities.

How Can Companies Optimize Communication  
of DE&I Initiatives?
The uncertainty surrounding the current DE&I 
environment, and the perceived stress it may place on  
a company’s ability to nurture many of its core cultural 
values, create the need for clear and consistent 

As a starting point, companies could take a fresh look  
at the motivation for their DE&I-related initiatives to 
ensure that: (i) they clearly tie to an overarching business 
objective such as sustainability and (ii) the initiatives are 
communicated within these objectives. The “on the 
ground” business case for DE&I can take several forms, 
for example:

–	� The broadest possible talent pipeline allows companies 
to find the highest caliber of talent which adds the most 
value to their services or products (almost all industries 
could fit into this grouping). 

–	� A company’s workforce needs to broadly reflect its 
customer base to understand its end-users and how 
they will engage with its product (relevant industries 
may be consumer products companies, healthcare 
providers, automotive manufacturers, etc.).

–	� A company’s ability to serve its clients is enhanced if it 
can meet them “where they are” and for who they are 
(relevant industries may be software services, banking, 
pharma, etc.).

–	� A company’s high-performing employee hire and 
retention rates will increase if its culture is inclusive and 
representative of all communities and geographies in 
which it operates.

What Is the Appropriate Framework for Measuring 
DE&I Success?
Currently, there is a risk that Students for Fair Admissions 
opens the door for analogous cases against companies 
under Title VII (which protects employees and job 
applicants from employment discrimination based on 
race, color, religion, sex, and national origin). Also at 
stake, regardless of legal arguments, is reputational harm 
that could come from increased interest in DE&I-related 
initiatives and issues. The possibility of these cases, and 
the very immediate risks that the politicization of DE&I 
initiatives pose, create an opportunity for boards and 
management teams to step back and consider the efficacy 
of their measurement approaches and alignment of DE&I 
metric selection with their newly-clarified DE&I strategy.
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(e.g., exit interviews, the talent acquisition process, etc.). 
Companies can also highlight that efforts to increase 
employee engagement and hire the best candidates from 
the broadest possible talent pool create meritocratic 
opportunities for all to win together (rather than creating 
a “zero-sum” system with winners and losers). This 
internal forum might also provide periodic opportunities 
for more fulsome discussions about the company’s 
cultural values and how DE&I-related strategies uphold 
those principles.

communication of its DE&I strategy. Absent consistent 
communications, and clarifications where appropriate, 
employees may question whether companies will 
abandon initiatives that promote and support a safe, 
thoughtful, and high-performing work culture absent 
clarification. Investors and other stakeholders will want to 
know the rationale behind any pivots in DE&I strategy 
and how these pivots best support the business’s long-
term health. So how does a company effectively 
communicate its strategy across these stakeholders?

We suggest as a general principle that companies ground 
their DE&I-related efforts in the “business case” in both 
external and internal communications to make the 
importance of these efforts resonate with all stakeholders. 
At the end of the day, a company’s strategy and its 
prosperity are inextricably linked. This remains true  
when discussing DE&I-related strategies.  As a result,  
we suggest that companies remain transparent in their 
affirmation of their DE&I strategies and the related 
implementation of these strategies. Anchoring to one  
or more of the illustrative business cases above can  
help create consistent language for addressing various 
stakeholders when discussing the direction a company  
is taking. This approach can also provide investors with 
greater insight into the importance of the company’s 
talent investments and approach to human capital 
management at large.

For internal communications, crystallizing the “how  
DE&I impacts us” part of a company’s story is critical. 
This messaging can help personalize the topic and 
directly illustrate how the team’s efforts will contribute to 
the enterprise’s success. We also suggest that companies 
highlight the desire among employees for fair, equitable, 
and diverse workplaces, which are typically captured in 
employee engagement surveys and other forums  

We suggest as a general principle that 
companies ground their DE&I-related 
efforts in the “business case” in both 
external and internal communications  
to make the importance of these efforts 
resonate with all stakeholders. At the 
end of the day, a company’s strategy  
and its prosperity are inextricably linked. 

Public companies can also consider with outside legal 
counsel whether talent-related risks, including those 
involving DE&I issues, ascend to levels warranting 
reporting in the risks section of the annual 10-K, which  
is another opportunity to engage with investors on  
the topic.
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The current legal uncertainty and politicization surrounding 
DE&I present a good opportunity for companies to revisit 
their DE&I efforts to ensure alignment with their business 
strategy and employee value proposition. Many of today’s 
DE&I strategies and practices were implemented just before 
or in the early days of the Covid-19 pandemic. But many 
things have since changed since then: the legal context 
surrounding DE&I has evolved with the increasing likelihood 
of legal challenge and the related reputational impact, 
regardless of the outcome, as have companies’ talent-
related challenges (e.g., deciding on “return to office” or 
“hybrid working” rather than “work from home” policies), 
and investor preferences. Companies cannot resolve  
the legal uncertainty and political challenges surrounding 
DE&I in their employment practices and incentive plans. 
However, they can use these uncertainties as a catalyst  
for a constructive discussion around the efficacy of their 
existing programs and initiatives and whether any changes 
are warranted as matters unfold. 
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Does the SEC’s new Pay Versus Performance 
(PVP) disclosure provide an effective means to 
evaluate the alignment of pay and performance? 

The Dodd-Frank Wall Street Reform and Consumer 
Protection Act of 2010 (Dodd-Frank) required that 
companies disclose the relationship of PVP and granted 
the SEC wide discretion in promulgating the required 
disclosure. At the time, Congress acknowledged that the 
current disclosure rules, which included the 
Compensation, Discussion, and Analysis (CD&A) and 
Summary Compensation Table (SCT), did not provide 
shareholders with a sufficient understanding of the 
relationship of compensation and performance. While the 
CD&A and SCT provided better visibility to the rationale 
for — and components of — compensation, they did not 
illustrate the relationship between the pay decisions made 
in the reporting year with the subsequent performance of 
the organization. 

The introduction of the PVP disclosure provides a more 
multidimensional view of pay relative to performance as 
it incorporates the impact of stock price and performance 
on equity awards in measuring compensation. At this 
point in the 2023 proxy season, thousands of companies 
have filed their proxy statements and spent countless 
hours preparing the new PVP disclosure, and many are 
now asking the question, “Does the SEC’s new PVP 
disclosure provide an effective means to evaluate the 
alignment of pay and performance?”  

Based on Pay Governance’s analysis of 188 S&P 500 
company PVP disclosures, the answer is Yes. 

Various organizations and articles have utilized the newly 
required PVP disclosures in different ways, but many 

UTILIZING COMPENSATION ACTUALLY PAID TO EVALUATE PAY AND PERFORMANCE

 IRA KAY, MIKE KESNER, LINDA PAPPAS, AND ED SIM 

Viewpoint on Executive 
Compensation 
 

RESEARCH 

Key Takeaways 

Based on our analysis, there are several key 
takeaways that shareholders and companies may 
find of interest, including: 
• CAP is more fit for purpose than SCT

compensation disclosure for evaluating pay
for performance.

• A relative rank analysis against a company’s
peer group or industry-specific index
provides the most useful evaluation of the
relationship between CAP and company
performance.

• The number of situations where a company’s
compensation percentile rank significantly
exceeds its TSR percentile rank drops
dramatically when actual performance is
considered when calculating compensation.

• Significant differentials in relative TSR and
CAP rank may help identify competitive
deficits/surpluses in total pay opportunities,
competitive discrepancies with incentive
design features, potential issues with
performance metric rigor or alignment with
shareholder value, etc.
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concluded that compensation actually paid (CAP) and total shareholder return (TSR) are aligned. 

While this was nearly a foregone conclusion given the large emphasis on stock-based compensation for 
executives, it should reassure shareholders that their strong support for Say on Pay over the last 13 years was 
well founded. In that sense, one could argue that the PVP disclosures were successful, and we certainly agree 
that CAP is much better than Summary Compensation Table Total Compensation (SCT compensation) when 
evaluating the alignment of pay and performance. What remains to be seen is whether and how Compensation 
Committees, shareholders, and proxy advisory firms incorporate the PVP disclosures when evaluating pay and 
performance.  

Establishing the Approach: Using PVP and Company Performance to Determine Level of Pay 
and Performance Alignment  

Prior to the introduction of the PVP disclosure requirement, SCT compensation has been the primary measure 
of compensation used by many investors, academics, the media, and, importantly, proxy advisory firms to 
evaluate the alignment of pay and performance, in part because the data was most readily available. However, 
SCT compensation is based on the Grant Date Fair Value of equity awards which means equity awards are not 
adjusted for changes in stock price and/or actual performance. This is in contrast with an outcomes-based 
valuation of equity awards, such as CAP, which reflects the change in value of equity awards until the vest date. 
As a result, SCT compensation is not ideal for evaluating the relationship of pay and performance, as it 
provides a view into the accounting value of equity awards but not the actual performance-adjusted value of 
those awards, which is critically important when measuring pay for performance.  

Based on our analysis, CAP is better for alignment evaluation purposes than SCT compensation to facilitate a 
meaningful evaluation of the alignment of pay with performance if a comparison of the relative amount of a 
company’s CAP is compared to its relative performance against an appropriate peer set.  
While CAP amounts may be distorted (e.g., by the inclusion of equity awards granted prior to the performance 
period, use of the Black-Scholes value of stock options rather than the in-the-money value of such awards, and 
exclusion of cash long-term incentive plans until the year the award is earned, among others), they reflect the 
actual or best estimate of the value of equity at the time of disclosure versus the accounting value of equity at 
the time of grant. Further, the use of relative percentile comparisons against a peer index or peer group can 
remove some of the noise in these data.  

To demonstrate how to analyze pay and performance using the PVP disclosures, the following approach was 
utilized: 

• Compared a company’s percentile ranking of cumulative CAP and cumulative TSR against companies in their 2-
digit GICS® Sector.

• Included only companies with revenue between the 25th and 75th percentiles to eliminate the potential effect of
exceptionally large or small companies in the analysis.

• Used cumulative figures over a 3- and eventually 5-year period to minimize the impact of outliers, transitions, and
other CAP anomalies.

Assessing the relative positioning of CAP and performance using percentile rankings against a relevant peer or 
industry group demonstrates if a particular company’s pay and performance alignment is commensurate, better, 
or worse than peers. This type of relative analysis is consistent with how Pay Governance typically evaluates 
Realizable Pay and performance alignment for our clients. For additional valid methodologies for evaluating 
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 UTILIZING COMPENSATION ACTUALLY PAID TO EVALUATE PAY AND PERFORMANCE 

and confirming the alignment of pay and performance, see our Viewpoints, Demonstrating Pay and 
Performance Alignment: A Comparison of Compensation Actually Paid and Realizable Pay and What 
Shareholders Can Learn from the SEC’s New Pay Versus Performance Disclosure, which compare, 
respectively, changes in CAP to changes in TSR and key differences between CAP and Realizable Pay. 

Analysis 
SCT Compensation 

Figure 1 below is based on 188 S&P 500 companies and plots each one based on their difference in percentile 
ranking of 3-year cumulative TSR and 3-year cumulative SCT compensation. The three-shaded areas represent 
companies where relative TSR performance and SCT compensation percentile ranking are within 25 percentile 
points (green zone), TSR percentile ranking exceeds SCT compensation ranking by > 25 percentile points 
(yellow zone), and TSR percentile ranking is below SCT compensation ranking by > 25 percentile points (red 
zone). 

• As shown, only 43% of the companies have a TSR rank that is within +/- 25 percentile points of the SCT
compensation rank (green zone), which suggests a minority of companies have aligned pay and
performance.

• The remaining 57% of the companies fall in the yellow or red zones, where the TSR rank either exceeds or
is lower than the SCT compensation rank by > 25 percentile points, signaling a possible disconnect
between pay and performance.

• The correlation between TSR rank and SCT compensation rank is low (0.08). This is a strong indication
that using SCT compensation for evaluating pay for performance has limited utility.

Figure 1: Relative 3-year Cumulative SCT compensation versus 3-year Cumulative TSR (N=188 
S&P 500 Companies)1 

TSR Rank is within +/-
25 percentile points of 
SCT Comp Rank:  
43% of sample 

TSR Rank is below SCT 
Comp Rank by > 25 
percentile points:  
29% of sample 

TSR Rank is above SCT 
Comp Rank by > 25 
percentile points:  
28% of sample 
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https://www.issgovernance.com/file/policy/latest/updates/Americas-Policy-Updates.pdf
https://pearlmeyer.com/#_ftn1
https://www.issgovernance.com/file/policy/active/americas/US-Compensation-Policies-FAQ.pdf?v=3


https://www.issgovernance.com/file/policy/active/americas/US-Equity-Compensation-Plans-FAQ.pdf?v=4
https://www.glasslewis.com/wp-content/uploads/2023/11/2024-US-Benchmark-Policy-Guidelines-Glass-Lewis.pdf?hsCtaTracking=104cfc01-f8ff-4508-930b-b6f46137d7ab%257C3a769173-3e04-4693-9107-c57e17cca9f6


https://pearlmeyer.com/#_ftnref1
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