
In the current edition of Corporate Governance Monitor, Ferguson Partners shares recently published 
perspectives on current and critical Board-related issues of how to maximize the contributions of new 
directors, the Corporate Governance Diversity Act and its potential implications for corporate Boards, 
the increasing number of Black Board candidates and recruitment trends related to diversity, and 
how some companies are tying ESG metrics to compensation plans. 

The first selection, originally published in Agenda, focuses on how new directors can add considerable value 
by seeing a company through a different lens, sometimes referred to as “cognitive diversity.” As the article 
notes, often new Board directors without legacy company experience add greater creativity, insight, and 
innovation.
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‘The Least Shackled 
to the Status Quo’ — 
Getting the Most 
from New Directors
By Amanda Gerut, Agenda, May 2021

As companies look to appoint new directors who can 
add fresh, diverse perspectives, boards are preparing 
themselves to be open to receiving the contributions of 
colleagues who aren’t awash in the institutional history 
of a company while harnessing the value of having new 
perspectives on existing problems.
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Accordingly, boards are planning to allot more time 
on meeting agendas to hearing diverse perspectives. 
However, boards can sometimes be set in their 
ways, which could lead to friction when a new board 
member upends the flow of a meeting with an 
unexpected question — or stream of questions.

Therefore, a key piece in seating new board 
members effectively, sources say, is in adapting 
board culture and the behaviors of incumbent 
directors to allow new directors the space to ask 
questions pre and post meeting, in committees and 
in addition to board meetings, provided they don’t 
remove the oxygen from the room.

Phil Dobson, an expert on the application of 
neuroscience in modern workplaces, points out that, 
as executives join boards, their value shifts from their 
ability to “do” their work as executives to how they 
think as board members. Therefore, new entrants to 
a board offer significant value by seeing a company 
and its challenges through a different lens, one that, 
typically, nobody else on the board has anymore. 
Therefore, boards should attempt to capitalize on 
that element of cognitive diversity brought by new 
directors — which lasts for only a finite period, he 
cautions.

“I think the past 12 months have  
demonstrated that we all need to be  
more adaptable and we all need to be 
comfortable with uncertainty,”  
says Dobson. “The minute you’ve got  
access to a different way of thinking and 
different perspectives, you’re in a  
stronger position than having  
fewer perspectives.”

By the same token, those who know the least 
about a problem, and can thus ask practical, 
functional questions about how to address it, are 
often the most valuable in addressing an issue, 
says Dobson. For incumbent board members, that 
means acknowledging that cognitive diversity is 
a competitive advantage and proactively inviting 
contributions from individual board members. 
Dobson points to the Albert Einstein quote, “If I had 
an hour to solve a problem and my life depended 
on the solution, I would spend the first 55 minutes 
determining the proper question to ask… for once I 
know the proper question, I could solve the problem 
in less than five minutes.”

“Being the newest recruit — or better yet 
being the outsider — puts you in a stronger 
position to offer a fresh way of thinking,  
and I think people often lose sight of that  
and think, ‘If I’m not really experienced 
relative to this group I’m joining, I have  
the least value,’” says Dobson. “You have  
the least experience, yes, but that’s 
your value. You’re in the strongest 
position to offer fresh ideas and ways 
of thinking, and you are the person who is 
the least shackled to the status quo.”

He adds that boards know intuitively that diverse 
thinking allows for greater creativity, insight and 
innovation, but given that everyone is time poor, 
it can be a greater challenge to adapt meeting 
processes to allow and appreciate quality questions 
formed as a result of a new perspective.

Still, boards have focused intently on composition 
and diversity in order to invite this competitive 
advantage into the room.



CORPORATE GOVERNANCE MONITOR 3

In the past two years, more than half of the new 
directors appointed to S&P 500 boards were first-time 
board members, according to Spencer Stuart. In 2020, 
more than one-quarter (28%) of the 413 directors 
appointed joined their first board, and 69% are active 
executives. In comparison, 42% of directors appointed 
in 2020 with previous board experience are actively 
employed. Generally, the learning curve for new, first-
time board members who are also executives can 
be quite steep, as Agenda has reported, and frosh 
directors often struggle to develop the muscle that 
comes with serving as a board member who has been 
appointed for how they think, versus working as an 
executive who excels because of how they execute 
and address problems. They must also acclimate to 
switching back and forth as needed.

Although first-time board members are delving into 
external board readiness and governance programs 
and engaging in onboarding programs, ensuring 
their first 12 months on a board allow for valuable 
contributions can be tricky. They need to understand 
a board’s culture in a way that allows them to strike 
the balance between raising questions that can 
add value and insight to the discussion while not 
alienating the incumbent directors on the board.

Annette Clayton, president and CEO of North 
America operations for Schneider Electric SA who 
has served on multiple public and private boards 
and is currently a director on the Duke Energy board, 
notes that it takes courage as a new director to be 
the unknown voice in a boardroom and offer one’s 
perspective. She notes that, over the years, she has 
often heard new directors say something incredibly 
profound — after a board meeting. That’s likely 
because of concerns about weighing in during the 
meeting, she says. 

“I’ve found myself, especially with new 
directors, encouraging them and saying,  
‘You should have said that in the 
board meeting; call the CEO and 
share that with them,’”  she says.

Michael Armstrong, executive vice president for 
worldwide television licensing and operations 
for ViacomCBS Global Distribution Group, recently 
joined the board of luxury apparel company Canada 
Goose. Prior to his first board meeting, he notes, he 
went through a thorough onboarding process that 
gave him a solid foundation in the mechanics of 
the company and the dynamics and flow of board 
meetings.

He prepped for the meeting by reading board 
materials, making his own notations and preparing 
questions he might have. He spent time determining 
whether his questions were for clarity or could 
potentially add value to others in the room. After an 
extensive career in sales, Armstrong has learned to 
“read the room,” he notes. “Listening more than you 
speak is always a good first step,” he says.

Holding a high standard for engaging with the full 
board in meetings, given that he was new to the 
group of directors, allowed him to gauge whether 
his questions would add value. He also had a few 
other directors on the board he had meetings with to 
better understand the dynamics of the group so he 
could show up as a board member in a way that was 
aligned and appropriate for the company.
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“I’m not afraid to ask questions if  
I feel I’m advancing the conversation 
or asking a question that’s going to 
provide an opportunity for the body to 
have some critical thought around an issue,” 
says Armstrong. “Being in sales and  
management, it’s hard for me to be in  
a room and hold back if I feel I have  
something valuable to add.”

New directors can also add value by understanding 
how the CEO and other senior executives are 
motivated and rewarded, adds Clayton. Even if a 
new director isn’t on the compensation committee, 
making sure that compensation and incentives 
align with the company’s objectives, based on the 
business cycle the company is in, is an important 
piece in the first year on a board and thereafter. 
Whether a company is in an aggressive growth 
stage — versus digitization or seeking operational 
efficiency — pay and rewards programs should be 
incubated accordingly, she says.

Clayton notes that boards can be a competitive 
advantage. Board members can open doors for 
executives by broaching their own networks and can 
help define strategy and market shifts. “Really smart 
CEOs put the board to work,” she says.

Accordingly, directors shouldn’t merely rely on the 
lead director or board chair but should seek out and 
develop a relationship with the CEO directly, says 
Clayton.

The National Association of Corporate 
Directors’ 2020–2021 report on trends and priorities 
in the American boardroom found that more than 
one-quarter of roughly 450 respondents believe 
their boards need to spend more time dedicated to 

listening to diverse voices in the boardroom. The 
annual study provides insights on areas boards are 
adding to agendas in the upcoming 12-month period.

The study also found that board succession planning 
and director education were areas likely to demand 
more board focus in the next year, while boards 
also pointed to new director onboarding, meeting 
management and board structure as areas where 
more time or improvement was needed, the report 
revealed.

Furthermore, directors surveyed by NACD reported 
that the trends most likely to have the greatest 
impact on their companies over the next 12 months 
are the quickening pace of digital transformation, 
ensuring a safe working environment, evolving 
business-model disruptions, cybersecurity threats 
and increased compensation for talent. Among new 
directors appointed to S&P 500 boards in the past 
year, the largest industry sources for new board 
members included the technology, consumer and 
financial sectors — all of which address the pressing 
trends companies are navigating this year.

And while incumbent directors are adapting their 
culture to allow for contributions from new directors, 
board members who double as active executives 
are also likely to see a benefit in their day jobs from 
serving on boards.

Dobson notes that the shift away from thinking in 
the short term about the immediacy of execution 
toward the long-term strategic view required in 
a boardroom allows for more creativity, problem 
solving and innovation. He likens it to the ideas that 
emerge after setting a problem aside. Stepping 
back from the linear thinking that allows someone to 
form solutions and act on information and, instead, 
processing information allows for the mind to wander 
and explore possibilities, he says.



House Moves on Corporate  
Diversity Law 
By Amanda Gerut, Agenda, April 2021

The House Financial Services committee  
this week voted to pass a bill out of the committee 
aimed at increasing the number of underrepresented 
minorities on boards through annual disclosures of 
self-identified veteran status and racial, ethnic and 
gender composition of boards, director nominees  
and executive officers.

The Corporate Governance Through Diversity Act, 
which was first introduced in 2017 before being 
reintroduced in February 2021, would require public 
companies to disclose demographic information 
annually in proxy statements or other public filings and 
would task the SEC’s office of minority and women 
inclusion to publish best practices for compliance with 
the disclosure rules every three years. Separately, 
the bill also calls for the SEC to establish a diversity 
advisory group to study board diversity and publish 
recommended strategies for increasing gender, racial 
and ethnic diversity on boards. 

 

The bill was reintroduced last month by Rep. Gregory 
Meeks (D-N.Y.) in the House and simultaneously 
by Sen. Bob Menendez (D-N.J.) in the Senate. 
Menendez serves on the Senate’s Banking 
Committee.

According to Rep. Carolyn Maloney (D-N.Y.),  
investors want companies to increase the diversity  
of their boards.

“We’ve all had good ideas in the 
shower or on a walk,” says Dobson, 
author of “The Brain Book — How to Think  
and Work Smarter.”

 

 

“Being a processor of information rather than 
someone who acts on the information is a separate 
type of function. Letting things sit… allows  
you to form associations, and, for this creative leap, 
that often happens when we quite literally stop 
thinking about a problem.”
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The Corporate Governance and Diversity Act is intended to increase diverse representation on corporate 
Boards. The next article shares details of the bill and its goals of creating Boards address inequalities, and 
proving disclosure of Board and executive diversity for potential investors.
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“This legislation would help  
investors accomplish this by  

requiring public companies to  
report the racial, ethnic, and gender 

composition of their boards and executive 
officers in their annual proxy statement. 

The GAO found that this one very simple 
metric is actually very important to  
investors,” said Maloney this week. 

“And by putting this information in one place for 
investors — without requiring them to go look  
at pictures of board members, or guess the gender, 
race, or ethnicity of board members based on their  
names — the bill would help investors to quickly 
sort the companies that do and do not have diverse 
boards.”

According to Maloney, the bill is supported by such 
organizations as the American Bankers Association, 
Bank Policy Institute, Financial Services Forum, Nareit, 
The Real Estate Roundtable, Retail Industry Leaders 
Association and the U.S. Chamber of Commerce.

The Investment Company Institute, a trade association 
representing the largest mutual fund families, this 
week issued a statement praising the passing of the 
bill out of the committee.

“Diversity and inclusion issues are top priorities for 
ICI,” said president and CEO Eric Pan in a statement 
this week. “We are proud to support the Improving 
Corporate Governance Through Diversity Act and 
applaud Representative Gregory Meeks’s leadership 
and hard work, alongside Chairwoman Maxine 
Waters, to enhance disclosure of board and executive 
diversity and to advance work to identify strategies 
that can help improve diversity and inclusion on 
boards.”

The bill was approved in a voice vote at a business 
meeting of the House committee and comes on the 
heels of a hearing last month on diversity data.

According to remarks made by Rep. Joyce Beatty 
(D-Ohio) at the March hearing on diversity, on average 
80% of regulated entities don’t share corporate 
diversity data. Beatty is chair of the House Financial 
Services subcommittee on diversity and inclusion.

New York State comptroller Thomas DiNapoli, who 
testified at the hearing, said that the boards overseeing 
Russell 3000 companies “remain overwhelmingly 
white,” with underrepresented minorities making up 
only 12.5% of board members. Black directors overall 
make up 4% of Russell 3000 directors, with Black 
women holding just 1.5% board seats.

“Now finally, we need more than  
talk in the form of tangible actions,”  

said DiNapoli at the hearing. 
 “We need increased numbers of  

Black and brown directors on corporate 
boards and throughout workforces  

to more accurately reflect what  
America looks like.”

DiNapoli says the fund has been agitating for better 
corporate policies, disclosure and reporting and 
has prioritized questioning companies and boards 
in engagements on how they are protecting against 
potential and actual inequalities, including racial equity.

DiNapoli noted that, during the 2021 proxy season, the 
fund is planning to vote against all incumbent directors 
at S&P 500 companies that have no directors who 
self-identify as an underrepresented minority on their 
boards. He claimed investors are hamstrung by a lack 
of comparable disclosures on diversity, equity and 
inclusion as well as diversity on boards..



Veteran Directors Advance Dozens of  
Black Board Candidates

By Amanda Gerut, Agenda, April 2021

Experienced board members are mentoring cohorts 
of Black executives and entrepreneurs to further 
propel the pipeline of candidates for public, private 
and venture-backed company boards.

The Black Corporate Board Readiness (BCBR) 
program, run through Santa Clara University’s Silicon 
Valley Executive Center, is devised exclusively 
around Black executives’ being advised and 
mentored by veteran Black board members. The 
program includes the nuts and bolts of fiduciary duty 
and corporate governance and includes learning 
modules on the difference between asking questions 
in a board meeting as a director and offering 
answers to questions as an executive, for example.

However, the program is unique in that it offers 
guidance and perspective about the responsibility 
and occasional complexity of being Black on a board. 
The program offers directors institutional knowledge 
about board service and frank information about 
how to navigate sensitive situations in which they 
may be the only voice in the room raising questions 
about diversity and how to work collaboratively with 
other board members, board chairs, lead directors 
and CEOs. Many of the veteran directors involved in 
BCBR shared their personal experiences with explicit 
and implicit racial bias in their careers and in some 
boardrooms and offered their insights to the next 
generation of directors at an event last week marking 
the completion of the inaugural cohort of the BCBR 
program.
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In the next article, we take a look at how experienced Board members are helping to provide Board 
opportunities for Black candidates, and how the Black Corporate Board Readiness program is instrumental in 
candidate support and development.  The program addresses issues Black Board members may encounter, 
and fosters a support and advice ecosystem for potential Black directors.  



“The program isn’t necessarily different  
in terms of the A’s, B’s and C’s of how you do 
board work, but it is very different in terms 

of how we show up as Black executives to 
the discussion … and in providing strategic 

input,” said Caretha Coleman, a veteran tech 
executive and director who helped develop 

the program. “It’s very different …  
because of who we are. And knowing  

one another will help that.”

Coleman and other members of the program 
advisory council spoke at the event. The cohort 
included 28 Black executives, some of whom have 
recently joined their first corporate boards.  
 
The goal of the program is for all 28 in the cohort to 
be on a board in the next 12 months.

Three Degrees of Separation

Robin Washington, audit committee chair at Salesforce 
and a board member at Alphabet and Honeywell, who 
helped develop the BCBR program, says that Black 
directors may find themselves being the first or only 
person of difference in the room. Having a chance to 
talk with seasoned Black board members who have 
encountered similar experiences helps pave the 
way and ensures further success as a director. It also 
broadens the ecosystem of Black board members 
who can call upon each other for advice.

“A lot of times, particularly thinking  
about the events of the past year, people  

look to you as an underrepresented  
minority or simply your experiences,”  

says Washington. “As a new board  
member, it can be difficult to navigate  

how you do that.”

 

Washington notes that while there’s a theory of six 
degrees of social separation between most people, 
board communities are about three degrees of 
separation. And a lot of racially diverse executive 
talent exists outside of those three degrees, she says. 
The BCBR cohorts allow seasoned Black directors to 
get to know next-generation Black board candidates 
whom they can then vouch for when they get calls 
seeking names for open board seats. In addition, 
Washington says the program helps veteran directors 
get to know emerging talent so that they have 
potential board candidates who understand how to 
digitize companies, shift to mobile payments and other 
relevant skills that boards are seeking currently.

For instance, the latest BCBR cohort includes Michael 
Armstrong, an executive vice president and business 
development and operations executive at ViacomCBS, 
who recently joined the board of luxury apparel 
and outerwear company Canada Goose; Joe Hurd, 
a digital strategy and tech executive who currently 
serves on the board of SilverBox Engaged Merger 
Corp.; and Karen Johnson, the Medicare officer for 
Health Net, a company owned by Centene, where she 
oversees a multi-product business with $3.5 billion in 
revenues. (Please see the biographies and contact 
information for the first BCBR cohort.) Executives come 
from digitally focused high-growth companies such as 
Google, Salesforce, Spotify and YouTube.

“There’s not a pipeline problem,” says Washington. 
“There’s a visibility problem.”

The visibility problem is what led to the creation of 
the BCBR program by co-founders Dennis Lanham, 
executive director of the Silicon Valley Executive 
Center, and Thane Kreiner, CEO of the Marin 
Agricultural Land Trust and a board member of 
Conservation X Labs. Lanham had previously helped 
develop a program for female executives in which 
women were advised and mentored by seasoned 
female board members. He wanted to offer a similar 
program for Black directors.
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“Racism is inherent in all of our systems  
and structures in the United States,” 

 says Kreiner. “If we’re going to  
change systems, we have to change  

the governance of them.”

However, Lanham and Kreiner — both passionate 
about racial and social justice — felt they, as white 
men, needed to build a program with the partnership 
and involvement of seasoned Black directors. 
Lanham notes that his mentors as a young man were 
Black and Latino.

“I have my own experience around race  
and so does Thane,” says Lanham.  

“But at the end of the day,  
we still live in the skin that we do.”

They were introduced to Washington, who brought 
in Caretha Coleman, who then brought in noted tech 
pioneer Ken Coleman and Barry Lawson Williams, 
who tapped their own networks to form the BCBR’s 
program advisory council to develop the learning 
modules, mentor those in the cohort and form one-
on-one relationships with them. Kreiner and Lanham 
spent months holding discussions with executive 
search consultants and numerous Black board 
members who helped design the program and 
create the various content pillars.

The creation of the program also coincided with 
research Williams had been conducting on the 
experiences of Black board members. A former 
director on 14 boards, Williams said that when 
he began to focus on helping other executives 
replace him when he was retiring, he encountered 
the argument that there was a supply shortage of 
qualified Black board candidates.

“I did not believe that,” said  
Williams at the event this month. “I think  

the way people did searches and the limited  
number of people they looked at limited  

the supply, but it was really their lack  
of knowledge and relationships.”

Lawson in 2020 created the Black Corporate 
Directors Time Capsule Project to document the 
experiences of 50 Black board members who served 
on 274 corporate boards. He found that more than 
80% of board searches were “relationship-driven” 
and that an increasing number of Black directors 
were approaching retirement.

In addition, Lawson’s work showed that promoting 
diversity as a Black director on a board involved a 
calculus as to how the director would be perceived. 
He found that Black directors championed diversity 
but were concerned about being seen as “a single-
issue director.” Directors made contributions by 
asking difficult questions and providing guidance 
directly to CEOs. In addition, he found that most of 
the Black directors involved with the project said 
they would have promoted diversity “more and 
sooner, including getting off boards that lacked a 
clear commitment.”

Furthermore, 30% of the directors interviewed for 
the time capsule reported that they were sometimes 
treated differently as a Black director, including 
saying something in a board meeting and getting 
“no reaction until someone, non-minority, later said 
the same thing.” Directors also reported that some 
board colleagues were not used to treating Black 
executives as peers, and that they were treated as 
“the spokesperson for diversity.”

Williams, in studying recruitment trends and in a 
survey of Black directors, found that most boards 
were relying on their personal networks to find new 
board candidates, and directors report anecdotally 
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that they have struggled with search firms. Within 
their personal networks, however, Black executives 
and board members know other Black and ethnically 
diverse executives who have backgrounds that are 
of high priority in searches.

The lack of diversity of personal connections and 
networks is thrown into sharper relief given board 
demographics. White directors have traditionally 
made up the majority of public company board seats, 
various data shows. In 2010, the percentage of white 
directors among Fortune 500 boards was 82.2%, 
and it grew to 83.9% in 2018, according to Deloitte. 
Conversely, Black directors held 7.6% of board 
seats in 2010 and 8.6% in 2018. Pan-Asian directors 
held 2.1% of seats in 2010 and 3.7% in 2018. Latino 
directors held 3% of board seats in 2010 and 3.8% 
in 2018. Overall, minority representation grew 1.7% 
between 2016 and 2018, and 1.1% percent between 
2012 and 2016.

Institutional Knowledge Transfer

When Washington, now a former CFO, joined her 
first board when she was a corporate controller, she 
walked into a room full of all white male executives 
and board members and not only felt slightly 
inadequate, she recalls, but also questioned how to 
traverse the environment. 

“My reason for participating in this  
program is sharing those experiences  

and sharing how I did navigate it,  
as well as maybe things I’d do  

differently next time.”

She also notes that one of the most important 
aspects of being a board member is building 
relationships so that Black directors on boards 
aren’t the only ones raising questions about 

diversity among high-potential executives or in 
the broader workforce. Over the past year, says 
Washington, she’s had candid conversations with 
board colleagues about her experiences as a Black 
woman and those of her husband and son, who 
are also Black. “People sometimes segment certain 
experience to certain people,” she says. “When 
you as a fellow board member can share those 
experiences, it becomes more real for people ... and 
they can see you in a different light than what they 
may see from afar.”

Black board members also face the additional 
complexity of understanding what “fit” means in the 
board context, Kreiner says.

Accordingly, board members had discussions about 
balancing who they are authentically and culturally 
and bringing that into the board interview process 
and into boardrooms. At the same time, new 
directors have to assimilate to a group of incumbent 
directors who likely have a shared culture among 
themselves. For instance, one of the modules 
featured Virginia Walker, a former CFO and strategy 
executive who was the first female Black director 
on financial company boards in Silicon Valley. The 
module is called “Meet Virginia.”

Kreiner, who took on the role of program director 
voluntarily, notes that while the program has “board 
readiness” in its name, “nobody has ever been too 
good at governance.” He also points out, however, 
that most white male directors have never gone 
through a readiness program because they’ve been 
recruited to boards through their own professional 
circles. “We want to change that equation,” he adds. 
“Everybody should be preparing for service on a 
board.”
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“Many of the most successful  
Black businesspeople — not unlike women  

or those from other underrepresented  
groups — have had to perform twice as well  

as their straight white male counterparts  
for the same opportunities,” says Lanham.

Because of that experience as executives, says 
Kreiner, new board members may feel the need to 
get into a boardroom and show that they belong  
 

there. One of the nuances of being a valuable 
board member, however, is in listening and asking 
questions about situations rather than providing 
answers. “If it was a general program where 
everybody comes in, then we wouldn’t have the safe 
space for those frank conversations,” he says.

“One of the pieces of advice the experienced 
corporate directors gave to the cohort was to tell 
them, ‘You’ve already proven yourselves; you’re 
there for your wisdom.’”

ESG Metrics  
‘Biggest Change  
to Comp Plans  
in Decades’
 
By Lindsay Frost, Agenda, April 2021 

Chipotle Mexican Grill is one of several companies  
to introduce new environmental, social and 
governance (ESG) goals tied to top officers’ annual 
incentive compensation in the lead-up to this proxy 
season. At Chipotle, the goals relate to food and 
animals, people and the environment and will 
account for 10% of executive bonuses starting  
this year.

ESG is on the minds of all companies today. Many are taking the additional step of ensuring that their ESG 
goals and programs are tied to their executives’ compensation and incentives. Find out how some are 
structuring this relationship and the implications of such accountability.
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“Setting clear objectives will increase 
transparency and hold leadership teams 
responsible for making business decisions 
that support their established mission,” 
writes Laurie Schalow, chief corporate affairs 
and food safety officer at Chipotle, in an e-mail. 
“Consumers today are well-informed and want 
to see brands take real, meaningful action.”

Meanwhile, in December 2020, Prudential 
Financial expanded its long-term incentive program 
to tie in more specific diversity performance 
modifiers that reach deeper into the organization and 
emphasize increased representation for Black and 
Latino employees, according to its 2021 proxy, which 
used the term Latinx in the filing. Prudential initially 
introduced diversity targets for its 2018 long-term 
incentive plan.

“This year, as part of the long-term plan, we 
went lower into the organization to tackle 
not just the equity of the senior execs but the 
equity of the [vice presidents],” says Peggy 
Foran, chief governance officer at Prudential. 
“It’s not just diversity as a whole; it includes 
specific goals. Because of the real focus on 
inclusion and diversity, one thing we realized 
in our employee opinion surveys was that 
certain metrics lagged with our Black and 
Latinx employees on how they felt about 
various things. So, we embedded improving 
those sentiments into this long-term measure.”

Indeed, companies are increasingly tying ESG 
metrics to incentive plans, and they largely fall under 
the social category within short-term incentive plans, 
according to new research from compensation 

consulting firm Pay Governance and additional data 
from Equilar.

According to Pay Governance, 29% of 95 companies 
with a median market cap of $4.9 billion surveyed in 
January said they included ESG metrics in incentive 
plans, up from 22% in 2020. An additional 21% of 
companies said they were uncertain whether they 
would include ESG metrics in incentive plans for 
2021 compensation. Despite stakeholder pressure 
to include such metrics, companies are still hesitant, 
according to Pay Governance.

Companies that have decided to include ESG metrics 
in incentive plans seem to be taking a cautious 
approach by not including too many details in 
disclosures on the goals themselves and how the 
compensation committee assesses performance, 
sources say.

For example, Sealed Air, a packaging company, 
wrote in its recently released proxy that the 
compensation committee “considered the collective 
performance of the named executive officers 
towards certain strategic and operational goals, 
including progress towards our 2025 Sustainability 
and Plastics Pledge” when determining annual 
incentive plan payouts for 2020. The proxy states 
that the compensation committee determined 
that achievements toward these goals warranted 
payouts, but did not detail what exactly the 
executives achieved and how much weight those 
goals hold within the annual incentive plan.

Additionally, at Boston Properties, individual 
goals within named executive officers’ (NEOs) 
annual incentive plans include “leadership and 
professional development goals, diversity initiatives, 
succession planning and other ESG priorities for 
each executive,” weighted at 50% for CFO Michael 
Labelle and 33.3% for the other NEOs, according 



to its recently released proxy. But the proxy does 
not break down how much weight each of those 
categories carries within the goals, and although 
the proxy highlights achievements of those goals, 
it does not go into detail on how the compensation 
committee determined how and why each of those 
achievements led to executives’ getting payouts.

“Companies might be vague because they 
aren’t confident in their baselines and 
measurement system yet, and they might 
be paying people with a system they aren’t 
confident in,” says Robin Ferracone, CEO 
of Farient Advisors and a director on the board 
of Trupanion. “If they are not confident in the 
measurement itself, they need to be looser in 
how they define the measure. There’s a lot of 
subjectivity in these measurements, because 
if you put [ESG] goals in black and white, you 
might leave yourself open to lawsuits and 
criticism.”

Indeed, according to a 2020 Willis Towers 
Watson survey of 168 board members and senior 
executives, respondents reported several challenges 
in using ESG metrics. Some 52% said setting targets 
for ESG metrics was one of the most challenging 
aspects, while others reported issues in identifying 
(48%) and defining metrics (47%).

“Some of the hesitancy might be behind including 
and selecting metrics as a lot of companies are 
looking at proxies to see what other companies are 
doing to see how they should incorporate it to help 
launch more definitive actions for 2022,” says Mike 
Kesner, partner at Pay Governance. 
 
 

But companies still plan to take action. The 
Willis Towers Watson survey shows that 65% of 
respondents plan to change the use of ESG priorities 
in incentive plans over the next year and 78% plan to 
do so over the next three years.

Experts say comp committees should discuss 
with the full board which ESG issues are the most 
material, define what exactly to measure and which 
executives to hold accountable to those goals, and 
then link those goals to compensation, says Lane 
Ringlee, managing partner at Pay Governance.

“Companies are taking a go-slow approach,” Kesner 
says. “This is the biggest change in compensation 
plans in decades. Those who have done it are 
putting less weight on it. This is a big shift, and 2021 
is going to be the launching pad for 2022 adoption 
by a lot more companies.”

l  Investor Push
Investors are the driving force behind the request 
for companies to tie ESG to compensation so that 
senior executives have a clear line of accountability 
to achieve certain ESG goals, sources say.

Ben Colton, global co-head of asset stewardship 
at State Street Global Advisors (SSGA), 
tells Agenda that it is important to ensure these ESG 
metrics are financially material.

“If it is fluffy or you can’t trace metrics back 
to what the board is thinking in terms of what 
they are trying to achieve, that is a concern,” 
Colton says. “We want to see legitimate, 
transparent targets and goals aligned with 
long-term value.”
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BlackRock wrote in recent commentary that as 
companies increasingly infuse sustainability metrics 
in incentive plans, it is important to “explain carefully 
the connection between what is being measured 
and rewarded alongside business goals and 
long-term performance.” Although the firm did not 
comment on whether it generally supports the use 
of these metrics in compensation plans, Michelle 
Edkins, managing director of BlackRock’s investment 
stewardship, writes in an e-mail that this year, the 
firm is “interested in whether human capital metrics, 
including on diversity, are linked to executive 
compensation.”

Similarly, Vanguard is taking a close look at how 
compensation plans take into account reputational 
risks, especially regarding factors such as health 
and safety issues magnified by the pandemic, 
as Agenda has reported.

Investors are also filing shareholder proposals 
asking companies to link compensation to ESG 
metrics. Shareholders filed such proposals 
at AbbVie, Alphabet, Apple, Evergy, General 
Motors, Hannon Armstrong Infrastructure 
Capital, McDonald’s, Pilgrim’s Pride, Tenet 
Healthcare, Treehouse Foods, Valero 
Energy and Verizon Communications for the 2021 
proxy season, according to Proxy Preview, in an  
in-depth report on ESG shareholder proposals for  
this year.

l  Goals and Metrics
Before companies determine that including ESG 
performance metrics in incentive plans is necessary, 
it’s important to determine which ESG topics 
are the most material for the company to hold 
executives accountable to, sources say. Indeed, the 
latest Agenda Directors’ and Officers’ Outlook survey 
shows that the full board generally has oversight  

responsibility for ESG. That increasingly includes 
holding discussions on tying ESG to compensation, 
sources say — it’s not just a comp committee issue.

More than half (55%) of the 45 survey respondents 
say the full board has ESG oversight responsibility, 
up from 45.5% of 66 respondents to Agenda’s first 
quarter 2020 Directors’ and Officers’ Outlook survey. 
Only 13% of respondents to the 2021 survey said 
ESG oversight lies in a separate sustainability or 
ESG committee, while 28% said responsibility lies in 
other committees. As one commenter wrote, “ESG 
doesn’t fit neatly into any committee and parts fall to 
each of our committees with the full board providing 
oversight.”

Once the full board discusses which ESG topics are 
the most material, directors should determine how 
the company should disclose goals, progress and 
strategy on these topics, sources say.

“It’s a board discussion on the prioritization 
of ESG topics that the comp committee 
can then take back and look at in terms of 
compensation,” Kesner says.

Next, it’s important to determine whether these goals 
fit best in short-term or long-term incentive plans, 
sources say. According to the Pay Governance 
survey, most companies chose to include ESG 
metrics in short-term plans — 97% of respondents 
that used ESG metrics put them in short-term plans, 
while 17% said they use them in long-term plans. 
Some companies included them in both.

“Companies have a certain amount of urgency on 
ESG so they can deliver a more urgent response 
by putting it in the short-term plan,” Ferracone says. 
Additionally, it may be difficult for some companies to 
track how an executive improved diversity three  
years ago for the purposes of a long-term incentive 
plan, for example, she says.
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Meanwhile, at Prudential, Foran says it was important 
to include diversity and inclusion goals in the long-
term incentive plan because while executives may 
be able to complete the goals in one year, “it may not 
stick. It can’t be one and done.”

“In order for this to be sustainable we looked at this 
as a long-term project. It is going to take time and we 
all know it.  
 
This is the way to embed it in the culture,” Foran says. 
The company in 2018 added a goal of increasing 
diversity by 5% in the organization by 2020. This was 
successful, and now, by 2023, the new long-term 
goal includes increasing the percentage of Black 
and Latino employees in leadership positions and 
improving engagement scores from current Black 
and Latino employees, according to Prudential’s 
proxy, which used the term Latinx in the filing.

Meanwhile, most companies choose to incorporate 
ESG metrics in the overall scorecard for 
performance as opposed to weighting them as 
individual performance metrics. According to the 
Pay Governance survey, 53% of those companies 
incorporating ESG metrics into incentive plans do 
so via scorecards, while only 34% include them as 
measured metrics with certain weights. Typically, 
the weighting of ESG metrics considered for 2021 
incentive plans is less than 25%, according to Pay 
Governance.

“The scorecard might have three or four 
metrics, which could be emissions reduction or 
a diversity strategic measure or something that 
is not necessarily ESG-related,” Kesner says. 
“Some of these are measured quantitatively 
and some qualitatively. This is the most 
popular approach in 2020 and 2021.”

Generally, setting goals can be tricky, Kesner says. 
Companies will face fallout if, for example, the 
goal is to achieve 50% gender diversity across the 
organization and the company falls short. These 
consequences should play into the decision on how 
detailed to make these goals and their disclosures, 
he adds.

l  Social Issues
In terms of which specific ESG topics are cropping 
up in incentive plan metrics, the social category 
is by and large the most common. According 
to Pay Governance, 87% of the companies that 
included ESG metrics in incentive plans included 
social metrics, up from 84% in 2020; 63% included 
environmental, up from 44% in 2020; and 47% 
included governance, up from 40% in 2020. Within 
these buckets, diversity was the most commonly 
used social metric at 88% in 2021, up from 67%  
in 2020.

Gender representation, race representation and 
attracting and retaining diverse talent were the 
most prevalent types of diversity goals within those 
metrics, according to Pay Governance. Indeed, 
as Agenda has reported, the use of D&I metrics is 
increasing, although they can be vague.

Equilar’s data indicates that out of the 38 Fortune 
100 companies that disclose compensation metrics 
aligned with ESG goals, 18.9% tied to diversity, 18.9% 
tied to culture and 15.1% tied to human capital, among 
other categories.

Within the environmental bucket, most of these goals 
appear at energy, oil and gas, utility and consumer-
facing companies and relate to climate change. For 
example, Clorox and Mondelez include sustainability 
and recycling-related goals in their respective 
incentive plans, according to proxies.
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“There was a big jump in companies’ adding 
environmental metrics,” Kesner says. “It’s 
not surprising there would have been an 
increase just because of all the pressure and 
focus placed on the environment and net-zero 
[emissions goals] and the like with investors 
like BlackRock bringing down the hammer.”

These may be best represented in long-term 
incentive plans given the long-term emissions goals 
attached to tackling climate change, Kesner says. 
For example, Shell was the first oil major to add its 
commitment to reducing its carbon footprint directly 
into the long-term incentive plan of its NEOs.

Meanwhile, at Chipotle, the food and animal goals 
within its ESG performance metrics focus on changing 
the farming industry while its environment goals 
focus on increasing transparency on its carbon 
emissions and overall environmental impact, including 
publishing Scope 3 emissions, those emissions that 
come from its supply chain, by Dec. 31, 2021.

“Food and animals, people, and the 
environment are essential pillars of Chipotle’s 
mission to Cultivate a Better World,” Schalow 
writes. “We simply cannot exist without 

the reinvigoration of the farming industry 
and supporting small, sustainable farms by 
sourcing more organic, locally grown food. 
Our focus on increasing transparency into 
our food’s environmental impact keeps us 
accountable to improve upon our sourcing 
standards and continuously keep our 
customers informed on how their choices 
influence the planet.”

As various ESG issues become the hot topic of the 
day, Kesner says it’s important to maintain flexibility in 
the plan and potentially switch out ESG-related goals 
as different topics become more material.

“That’s why we like the scorecard category. 
There is an affinity for that. Rather than 
one metric, include four or five and rotate in 
whatever might be important to focus on in 
the short-term,” Kesner says. “It is going to be 
a journey.”

Foran says comp committees need to figure out the 
company’s ESG commitments now. Once the board 
determines those commitments, she asks, “What is 
stopping you from linking them to compensation?”
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