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Compensation committees have a hard job ahead of them. In some ways, compensation committees are 
picking up the pieces after a broken year. COVID-19 collided with the economy and threw compensation 
programs into disarray. On top of that, social movements in 2020 put a spotlight on human capital and   
ways we hire, promote, and compensate. 

Compensation committees face novel challenges in 2021, but the issues presented are not going away 
any time soon. The questions committee members now face will be with us for years to come. As such, 
the answers we formulate over the next weeks and months will have deep ramifications for our 
companies and communities.

Below are some of the top questions facing compensation committees for 2021.

1. Should we rethink the executive pay framework?

In September 2020, The Aspen Institute and Korn Ferry released the The Aspen Principles: Modern 
principles for sensible and effective executive pay. This study was the distillation of over two years of 
research in considering how executive compensation program design and governance should evolve in 
concert with the broadening role of corporations in society and the changing expectations of the 
executives who lead them.

We condensed our findings and recommendations into five principles, accompanied by a series of 
questions that compensation committees should consider (and answer) to assess how well their current 
approaches match up with the ideals embedded in the pinciples. You can access the full study here. 

As we were drafting the principles and preparing to release them, we asked ourselves, “So what? What 
do we expect to be different?” The answer is surprisingly simple—and the process for getting there 
surprisingly uncomplicated—but it is fraught with the challenges always associated with questioning 
conventional wisdom.

By way of illustration, we will unbundle principle two and suggest how compensation committees might 
tackle this one in the face of upcoming committee meetings to decide how to compensate executives 
for 2020 and 2021 performance.

Principle two: Executive pay outcomes are fair.

Conventional wisdom: Traditionally, if compensation committees overtly considered this principle at all, 
they would first ask themselves how the company’s senior executives’ pay compares with similar 
executives with comparable roles in peer companies. And they would consider this in light of its 
compensation philosophy, performance against stated goals, as well as recent short- and long-term total 
shareholder return (TSR).
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What is missing and what should change? As stated in 
The Aspen Principles, we believe that compensation 
committees need to actively consider not only the 
above factors (all of which are relevant to reaching 
an appropriate and defensible decision) but also:

How does the CEO’s pay compare with the pay 
of the other senior executives? Do the 
differences make sense considering the division 
of responsibilities among the executive team?

How does the pay for senior executives compare 
with that for the broader employee population? 
What has been the rate of increase in total 
compensation for executives versus that of the 
broader employee population over the past one-, 
three-, and five-year periods? 

How have we shared profits with shareholders as 
compared with executives/employees, and how 
has that sharing rate changed over time?

How is executive compensation handled in the 
event of termination and how does that compare 
with the way we handle compensation for other 
employees who are terminated?

It goes without saying that 2020 and 2021 have 
been anything but “business as usual" years for 
almost every company. And because of that, the 
executive pay decisions that need to be made for 
both years will be anything but business as usual. 
Indeed, many companies have already concluded 
that they may need to revisit the underlying tenets of their foundational compensation philosophy and 
strategy. As companies begin to face these challenging decisions, it will be helpful to have an organizing 
construct. We recommend referencing the Modern principles for sensible and effective executive pay  as a 
useful way to begin the process.

2. When do we pull the discretion lever?

Discretion can be a dirty word around compensation committees. In ordinary times, committees typically 
avoid discretion as it invites unwanted scrutiny from proxy advisors. But we are not in ordinary times.

At this point in the COVID-19 crisis, we know that there will likely be more discretion needed for incentive 
plans and performance evaluations than ever before. How companies act now in creating a framework 
for boards to use this discretion and to evaluate CEOs will go a long way in how stakeholders will 
remember these unusual times. The potential positive or negative impact on a company’s culture and 
external brand will be long lasting. 

It is critical to have conversations to identify how discretion will be used in the future with a “two-lever 
alternative” approach. This approach is important to avoid misaligned expectations between the board 
and the management team.

Lever one: Assessing the impact of the COVID-19 pandemic on key business performance metrics 

While never an easy task, some areas (e.g., added expenses to safeguard employees, etc.) are easier 
to identify than others (e.g., the impact on product demand and the top line).

In addition, we need to factor in the things that have positively impacted the P&L as well, like savings 

Modern principles for 
sensible and effective 
executive pay

1. Pay is unambiguously tied to the 
company’s purpose and the drivers of 
its long-term success.

2. Executive pay outcomes are fair.

3. The goals used in incentive plans are 
credible and their outcomes difficult 
to manipulate.

4. The executive pay program is fully 
described in clear, jargon-free 
language.

5. The Board bears ultimate 
accountability for making decisions 
about executive pay and for aligning 
pay with the long-term health of the 
enterprise. 
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from not having employees in offices, no business travel, etc.

Lever two: Using overriding discretion 

Use of discretion in this way can create governance issues. The more specificity that can be disclosed 
in the CD&A at year-end, the better the response will be from shareholders.

Creating a framework now for the compensation committee is critical. We call this framework 
“Informed” discretion.

“Informed” discretion takes into consideration what other inputs and variables the compensation 
committee will use in determining the final payout. These inputs may include the following:

Shareholder impact. Was share price significantly affected?

Executive compensation impact and changes. How was executive pay impacted? 

Impact on employees during the year. How was employee pay impacted? Were there layoffs, 
furloughs, etc.? How has employee engagement been affected?

Impact on other stakeholders (customers, suppliers, communities, and any others that are relevant).

Other macro-economic factors. What could impact investor perception?

Any other internal or external factors that could be relevant inputs for the committee to use in their 
decision process.

Setting an overall framework for using discretion is an important governance best practice for the 
compensation committee and will serve it well in these uncertain times.

3. How do we protect incentive programs from individual stock surges?

Beyond the COVID-19 darlings of Peloton, Zoom, essential retailers, and food delivery, this past year has 
seen remarkable surges in individual stocks like AMC and Gamestop. These surges are fueled by retail 
investors on new online platforms either liking individual stocks or being driven by a movement to upend 
hedge funds and other alternate investment vehicles that have “shorted” stocks. As the institutional 
funds move to cover their positions, the stocks continue to surge to the point where Gamestop was 
$9.77 a share on October 1, 2020, and $347.51 on January 27, 2021.

This has raised a series of ethical dilemmas for executives and compensation committees. There is a 
knee-jerk reaction to put additional controls in place to prevent executives from cashing in on what is 
turning out to be a temporary phenomenon at the individual stock level. 

To help compensation committees think through a dilemma like this, we have three guiding principles to 
consider:

1. Don’t oversteer the ship, trust the guardrails you have in place. Most companies are operating with 
mandated blackout periods, SEC disclosure protocols, and tools such as stock ownership guidelines 
and clawback provisions. This toolkit, along with the influence of key directors, is likely more than 
enough to make rational decisions.

2. Focus on fairness. Most institutional investors and non-executive employee equity participants will 
likely take money off the table in a surge like this. Executives, as discussed above, already have fairly 
onerous controls that prevent complete liquidation. Blackout periods would likely prevent any market 
timing. Compensation committees that keep an open mind and ensure fairness to all participants will 
likely have the highest engagement. Employee communication during these times will also be 
important.

3. Monitor/stress test your programs. As part of routine maintenance, the committee’s frequent stress 
test should be updated to include implications of a stock run up. Reviewing risk assessment results 
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related to long-term incentives is critical, as well as reviewing possible new program features such as 
mandatory holding periods is important. Testing how a temporary anomaly impacts peers’ 
performance is particularly important for those with relative TSR programs.

As we brace for our new world, compensation committees need to continue building the compensation 
strategy and programs that work best for their individual company’s situation. When that is the case, 
committees will be able to steer through these uncharted waters.

4. How should we think about diversity? 

In recent years, the #MeToo movement and similar 
campaigns have shaped the pay equity and hiring 
debates through a gender lens. Now, in light of the 
social unrest and protests of 2020, the discussion 
has broadened to encompass multiple facets of 
society. Corporate boards and companies are being 
told to think about pay equity through lenses of 
gender, race, ethnicity, sexual orientation, and 
military status. While corporate boards and 
executives grapple with these societal factors, 
powerful groups are also pushing for change.

Since 2020, Institutional Shareholder Services (ISS) 
has required at least one woman to be on a 
company’s board of directors in order for the 
nominating committee chair to earn a favorable 
recommendation. The advisor’s action on gender 

diversity was just a first step. Beginning with annual meetings held on or after February 1, 2022, by 
companies in either the Russell 3000 or the S&P 1500, ISS will recommend against nominating 
committee chairs of boards that do not disclose any racially or ethnically diverse members. Similar 
diversity disclosures are being requested by global asset managers, such as BlackRock and State Street. 

In a sign of how important the demand for diversity disclosures have become, one of the major U.S. 
stock exchanges is taking action. In December 2020, NASDAQ filed a proposal with the SEC to adopt 
new listing rules for diversity requirements. Under the proposed rule, NASDAQ-listed companies must 
have at least one director who self-identifies as a female and one who self-identifies as Black or African 
American, Hispanic or Latinx, Asian, Native American or Alaska Native, Native Hawaiian or Pacific 
Islander, two or more races or ethnicities, or as LGBTQ+. If the company does not have at least two 
directors on its board who identify in those categories, it must explain why. 

The rapid expansion of diversity and pay equity should be on the top of minds of boards across the 
country. Corporations need to quickly view their workforce and boardrooms through multiple lenses. 
Hiring of employees and recruitment of directors takes new consideration given the renewed societal 
and regulatory action. Similarly, pay equity among the entire workforce requires attention to ensure 
consistent application of compensation practices. The results of these assessments should drive the 
mapping of an actionable plan to close identified diversity gaps, whether in hiring or pay. Importantly, a 
clear disclosure strategy should be part of that actionable plan. 

 5. What is the SEC doing on human capital disclosures?

In an overall effort to “modernize” corporate disclosures, the SEC adopted final rules amending multiple 
provisions of Regulation S-K. Among the many new changes, the SEC now requires information about a 
company’s human capital resources.

Under the new rule, a company must include “any human capital measures or objectives that the 
registrant focuses on in managing the business (such as, depending on the nature of the registrant’s 
business and workforce, measures or objectives that address the development, attraction and retention 
of personnel).”

Corporate boards and companies 
are being told to think about pay 
equity through lenses of gender, 
race, ethnicity, sexual orientation, 
and military status. 
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This new rule follows a recent trend at the SEC in instituting more principles-based disclosure practices. 
In turn, the Commission has allowed for a great deal of flexibility in the disclosure. For example, the SEC 
has not adopted a definition for “human capital.” Rather, the SEC’s view is that there may be many 
definitions of human capital and the concept is “often tailored to the circumstances and objectives of 
individual companies.” Given this, the disclosures vary significantly. 

With little guidance from the SEC, companies are free to include any human capital topics they view as 
meaningful to running the business. Early 10-K disclosures on this topic have varied in length and 
subject. Some companies have chosen to dedicate a paragraph or two to human capital, while others 
have written lengthy explanations broken up by different topics such as talent, total rewards, and 
employee safety. Styles differ as well. While most companies take a narrative approach, several 
companies have relied heavily on tables, particularly when detailing employee demographics.  

While the open-ended nature of the rule presents somewhat of a challenge, it should also be seen as an 
opportunity. This gives companies a rare opportunity to step back and assess what, amongst all the work 
on human capital strategies, engagement surveys, talent management, as well as pay and benefit 
programs, truly differentiates your sector and/or your company. This resulting analysis should be 
presented in a way that resonates with shareholders and the broader stakeholders. More to the point, 
this disclosure requirement should be viewed as an opportunity to highlight current or future plans in 
building a more inclusive and diverse workforce. Disclosures of this type have taken on new importance 
in the current climate and should be considered a priority. 

6. How is environmental, social and governance (ESG) shaping pay programs?

There is an expectation that 2021 and 2022 will see an explosion in the use of ESG metrics in executive 
compensation programs. But environmental, social, and governance issues are poised to extend well 
beyond pay. 

During the past year, we saw a convergence of two powerful forces propelling ESG into more pay and 
hiring discussions. First, large shareholders are starting to push for the adoption of these environmental 
and social metrics into programs. Second, many corporations began to recognize, and even prioritize, 
diversity and inclusion issues following the Black Lives Matter demonstrations of 2020. These dynamics 
are now shaping conversations in the board room.

Based on our experience, nearly all compensation committees are actively questioning how ESG metrics 
can be incorporated into pay programs. Yet unlike traditional financial metrics, it is not always apparent 
how ESG ties into the future success of a corporation. Given this, many committees have refocused the 
conversation on corporate values, as opposed to strictly considering shareholder gains. 

While boards wrestle with this pay issue, there is an expectation that the SEC is going to step into the 
ESG arena as well. There is some agreement amongst most governance observers that current issuer 
disclosures lack consistent, reliable, and comparable ESG information. The SEC’s subcommittee on ESG 
has recently recommended several actions by the Commission. One of the recommendations is for the 

There is an expectation that 2021 
and 2022 will see an explosion in 
the use of ESG metrics in executive 
compensation programs.  
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Commission to adopt “standard setters” frameworks that clearly articulate principles for identifying and 
disclosing material ESG risks. This framework may take the shape of those set by the Sustainability 
Accounting Standards Board (SASB) or Global Reporting Initiative (GRI), although no rules are yet on 
the horizon. 

With action from issuers, regulators, and other participants, 2021 may be the tipping point for greater 
incorporation of ESG into company operations, using incentive plans as the main driver. 

 7. How will ISS apply policy in 2021?

ISS has its work cut out for them. Proxy advisors are preparing for an onslaught of program changes that 
include modifications to in-flight awards and the exercise of upward discretion. In normal times, making 
voting recommendations is not always black and white. But in a year when everything changes, how do 
ISS and Glass Lewis (GL) determine what is reasonable? 

To their credit, ISS and GL have put forward guidance documents on how they are going to apply 
policies at the 2021 meetings. While not giving away the secret sauce for determining recommendations, 
they have signaled more flexibility for committee intervention in award programs. For example, ISS’s 
COVID-19 guidance document indicates that the use of one-time discretionary payments or changes to 
performance programs may be viewed as reasonable as long as the justification and rationale are clearly 
disclosed and the outcome appears reasonable. Normally, these actions would be viewed as problematic, 
but both advisory groups recognize the effect of COVID-19 on some pay programs. 

This new flexibility does not mean that anything goes. The advisors are still going to look for a balance 
between loss and reward. In other words, executives’ final rewards should reflect a year in which many 
formulaic incentive programs failed to pay out and shareholders lost value. In practical terms, this means 
refraining from adjusting short-term cash payments above target levels. 

Performance-based equity programs are a different matter, however. ISS and GL have cautioned against 
the modification of in-flight programs due to COVID-19. They reason that long-term incentives are meant 
to cover performance over multiple years and the programs should be designed to smooth performance 
over a long-term period. The advisors’ expectation of long-term performance awards may not be 
realistic for all companies. As such, we have witnessed many companies modifying recently completed 
programs to fairly reward executives in light of 2020 events. In these cases, committees should still seek 
balance between executive rewards and shareholder losses.

8. How and why are the role and 
responsibilities of the compensation 
committee expanding? 

Driven in large part by social movements and 
concerns about the availability of future employee 
talent, the domain of the compensation committee 
is expanding at an accelerated pace. This enlarged 
role is changing compensation committee charters, 
meeting agendas, and the profile of future 
committee candidates.

Companies cannot avoid dealing with social 
movements such as #MeToo, gender pay equity, and 
Black Lives Matter. Employees, shareholders, and 
the general public expect companies to have 
positions and policies to address these movements 

due to their potential impact on business environments. At the same time, low unemployment numbers 
and demographic forecasts have boards worried about current and future workforces and leaders.

These external forces are causing a convergence of pay strategy, leadership development, and 
succession planning in meetings of the compensation committee. While continuing to address 

Boards should consider a CEO 
“progression” approach that puts 
identified candidates onto 
developmental paths that prepare 
them to lead in fast-changing and 
ambiguous environments.  
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stakeholders’ pay levels and design issues, compensation committees are simultaneously pushing 
management on diversity efforts, retention of key talent, development of future leaders, and the ability 
to claw back excess incentive payments.

Many compensation committees are changing their titles and charters to reflect these increased 
responsibilities. In addition, this broadened sphere of responsibilities is changing the profile of future 
compensation committee candidates, with human resources, public relations, and diversity experience all 
being highly sought.

9. Are we preparing our next generation of leaders and our next CEO? 

When was the last time your board had an in-depth discussion about strategic priorities that uniquely 
define your company’s success or failure in the short and longer terms? Given those priorities, what are 
the qualities and characteristics that the next CEO must have to lead the organization forward? What 
leadership will ensure that you both perform today and transform for the future?

Increasingly, organizations are confronted with the need to drive short-term performance while 
simultaneously transforming the fundamental nature of their business. A static approach to CEO 
succession may elevate a person who is competent today, but not fully prepared to lead the organization 
in a world of combustible change and constantly evolving threats and opportunities.

In place of this traditional process, boards should consider a CEO “progression” approach that puts 
identified candidates onto developmental paths that prepare them to lead in fast-changing and 
ambiguous environments. Under progression planning, CEO candidates are confronted with a wide 
range of situations and challenges in order to develop the skills, experiences, and perspectives they will 
need to drive strategy, transformation, and performance.

Unlike the transition planning of traditional CEO succession processes, progression planning is a 
continuous process in which CEO candidates are identified and developed based on the strategic 
priorities that will define success. Leadership assessment and development are directly linked to 
executing current strategies, developing future strategies, and changing and aligning the organization. 
Not just as an individual but as a team of enterprise leaders, whose unique strengths will define if they 
are the right leader to step up when the time is right.

To succeed, it is critical that the board, the CEO, and the CHRO establish progression mechanisms to 
assess the progress of CEO candidates—particularly around the dual accountabilities, so prevalent in 
today’s business environment, of driving current performance and transforming the organization.

It is possible your best choice for CEO doesn’t currently work in your organization. High-potential 
candidates from outside can be brought into developmental enterprise leadership roles. In addition, 
board members should develop relationships with individuals who might be capable of stepping directly 
into the CEO role when the time is right.

Done well, progression planning will not only improve your ability to select the best CEO—it will also 

In the new era of relevance, two 
items have become critically 
important for the board: the criteria 
against which the CEO is measured 
must be relevant and purposeful, 
and CEO evaluation must be 
considered an ongoing process.
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ensure that you deliver on your business strategy. The progression model will develop not just an 
individual but a high-performing executive team of complementary leaders that help to ensure the 
success of your next CEO and the company overall. 

10. Do we have an effective CEO evaluation process in place? 

A CEO evaluation process and protocol are critically important and many times overlooked. Far too 
often, a board will put together a generic set of questions for responses from the directors, then ask the 
CEO for their self-evaluation against similar criteria. That may have been acceptable when the board was 
simply looking for a high-level assessment of the CEO’s past performance to justify a pay adjustment—
not to mention that many board chairs would prefer to just get this done and check the box. There are 
not many directors who are fond of providing feedback, particularly to their company’s CEO.

However, in the new era of relevance, it is more pressing than ever before for boards to demonstrate a 
heightened degree of savviness about their company’s business and entire industry. Two items have 
become critically important: the criteria against which the CEO is measured must be relevant and 
purposeful, and CEO evaluation must be considered an ongoing process, not an annual event, with the 
company’s direction and strategy as the platform. Otherwise, why bother? Relevance has no patience for 
“check the box” activities.

This begs for more up-front work by committees, typically the compensation or HR committee that 
oversees this work. But isn’t good stewardship of the CEO the board’s most important activity?

This process starts with clarification of the strategy—alignment across all directors regarding where the 
organization is headed and how the CEO is planning to take it there. While there are somewhat generic 
buckets of categories that are important in a CEO evaluation (e.g., management of the top team, fiscal 
soundness, organizational sustainability), what success looks like in each of these areas varies greatly 
from one organization to the next based on strategy. The exercise of debating how to measure success 
in each serves the purpose of delivering relevant and meaningful feedback to the CEO against these 
criteria. It also demands for the board overall to be clear on what the answers mean. Boards often stop 
short of defining success and move ahead based on assumptions.

Once the criteria for evaluation are understood, the board can move ahead with the process. There are 
many ways to collect feedback, including a survey tool rating the CEO in each area with the opportunity 
for comments, summarized interviews of each director, or both. Whatever the method, it is important 
that all directors participate to the fullest. The CEO should also have an opportunity to rate their own 
performance against these criteria, as what the CEO thinks of the board is also of critical importance.

Giving proper attention to the process is an essential component for the success of the overall exercise. 
With this robust data collected, the board now has information and insight to build a solid working 
relationship with the CEO. It is recommended that the board chair (and perhaps vice chair) meet 
regularly with the CEO to create an ongoing forum for discussion, but also that the board do a midterm 
evaluation using the same process. This provides a convenient time for the full board to provide useful 
insights during the cycle and course correct, if necessary.

Overall, the CEO evaluation is a perfect opportunity to build a solid and meaningful relationship with the 
CEO while ensuring clarity around what success looks like for the company. It complements the CEO 
dashboard, which has a more laser-like focus on discrete metrics but is nonetheless a declaration of 
where and how the CEO should be spending their time. Together, these are powerful tools that, in these 
days of increasing complexity experienced across all industries, serve as ways to align and streamline 
CEOs’ organizational priorities and behavioral expectations.

  

8 © Korn Ferry 2021. All rights reserved.



March 2021 

For more information please contact:  

About Korn Ferry

Korn Ferry is a global organizational consulting 
firm. We work with our clients to design optimal 
organization structures, roles, and responsibilities. 
We help them hire the right people and advise 
them on how to reward and motivate their 
workforce while developing professionals as they 
navigate and advance their careers.

Western US

Brian Reidy
+1 206 356 6800
Brian.reidy@kornferry.com 

Eastern US 

Laura Balser
+1 404 222 4041
Laura.balser@kornferry.com 

Brian Dresch
+1 203 406 8769
Brian.dresch@kornferry.com

Dan Moynihan
+1 201 673 5836
Dan.moynihan@kornferry.com

John Trentacoste
+1 516 318 2161
John.trentacoste@kornferry.com

Kurt Groeninger  
+1 202 641 0370                        
Kurt.groeninger@kornferry.com
 

North America Leadership Team

Donald Lowman
Senior Partner
Global Leader – Rewards and Benefits
+1 203 406 8732
Don.lowman@kornferry.com

Irv Becker   
+1 215 861 2495
Irv.becker@kornferry.com  

Marc Hallee
+1 312 544 4466
Marc.hallee@kornferry.com

Wiclif Ma
+1 647 798 3716
Wiclif.ma@kornferry.com

Todd McGovern      
+1 312 228 1865                        
Todd.mcgovern@kornferry.com

Theo Sharp
+1 617 425 4544                            
Theo.sharp@kornferry.com
  
Brian Tobin   
+1 312 228 1847                                 
Brian.tobin@kornferry.com 

David Wise
+1 212 692.3327
David.wise@kornferry.com 

Central US

Jack Grange
+1 312 228 1818
Jack.grange@kornferry.com 

Canada 

Wiclif Ma
+1 206 356 6800
Wiclif.ma@kornferry.com 

9 © Korn Ferry 2021. All rights reserved.


