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Executive Compensation Bulletin  

SEC Advisory Committee Recommends Expanded Disclosures on Human Capital 
Management 
 
Don Delves, Andrew Goldstein, Ryan Resch and Steve Seelig, Willis Towers Watson 
April 5, 2019 

Disclosure of human capital costs has long been required on companies’ financial statements, but they may soon have to 
be disclosed as an asset similar to equipment or intellectual property if a recommendation of the Securities and Exchange 
Commission’s (SEC’s) Investor Advisory Committee gains traction. The recommendation is part of the SEC’s Disclosure 
Effectiveness Review and modernization project. It focuses on studies that show that companies are enjoying increases in 
their market values from intangible assets like human capital without investor clarity on how to assess this value at 
individual companies. 

The process has just started and the SEC needs to gather more information and receive public comments, but the 
proposal could profoundly impact and amplify the traditional role of the board and compensation committee in overseeing 
management’s human capital strategy for the broad workforce beyond executives. 

We find this a very interesting development as we help companies measure and effectively deploy their human capital 
assets, but admit that finding agreement on the single best way of doing so is a matter of long-standing debate. While the 
committee agreed that the SEC should consider some form of human capital management (HCM) disclosures, it didn’t 
offer a specific approach. However, it did include some concrete examples on where and how disclosures might appear.   

Why this recommendation now? 

The committee provided several reasons why the SEC should move forward with HCM disclosure: 

 It finds existing disclosures required by the 10-K, such as the number of employees, to be unhelpful to 
shareholders, while noting that human capital metrics that are a routine part of financial due diligence are part of 
basic valuation models. 

 The idea that investments in human capital are not reflected in accounting standard disclosures was raised while, 
in contrast, investments in research and development are a line item on the income statement and acquired in-
process R&D can be reflected on the balance sheet. However, it was noted that different industries may need to 
be measured in different ways, making a unified standard more difficult to articulate. 

 25 institutional investors petitioned the SEC to adopt rules requiring “issuers to disclose information about their 
human capital management policies, practices and performance.” The petition focused on broad categories 
“fundamental to human capital analysis,” based on findings that show companies that best manage their human 
capital can increase productivity and market value. Though the petition does not provide a concrete framework for 
disclosure, it does reference a uniform standard being developed under the International Organization of 
Standardization’s (ISO) directives for standards development called “Guidelines — Human Capital Reporting for 
Internal and External Stakeholders.” 

 Research finds that high quality HCM practices correlate with lower employee turnover, higher productivity and 
better corporate financial performance, producing a considerable and sustained alpha (excess return above a 
market index or benchmark) over time. 

 

 

https://www.sec.gov/rules/petitions/2017/petn4-711.pdf
https://www.iso.org/standard/69338.html
https://www.iso.org/standard/69338.html
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What might these disclosures look like and where might they appear? 

The committee noted that there are a wide range of possible approaches to disclosing HCM policies and strategy, with the 
most basic being a principles-based disclosure requirement similar to that of the Compensation Discussion and Analysis. 
A disclosure could either be general in nature, or require an explicit discussion of their HCM policies and strategies for 
competitive advantage and progress made in meeting corporate objectives. A “one-size-fits-all” requirement was 
questioned since each industry uses different metrics to measure success. The idea was raised that specific metrics for 
industry sectors might be appropriate, similar to the “view from management” approach to Management Discussion and 
Analysis (MD&A) disclosure.  

The committee suggested that if specific disclosure metrics were offered, companies would still have flexibility under 
existing SEC guidance on non-GAAP accounting to disclose the most appropriate metrics for their company, but would 
need to follow those guidelines to prevent issuers from providing inconsistent disclosures over time. 

Specifics include: 

1. Expand Regulation S-K’s Item 101 disclosure in the narrative business description to describe the number of people 
employed to include a break down by full-time, part-time, and contingent workers, which have distinct implications 
for the cost and value of a company’s workforce. 

 For each of the subcategories, the background section could include standardized human capital-related key 
performance indicators (KPIs), such as: 

1. Workforce stability, including voluntary and involuntary turnover and internal hire and promotion rates 

2. Workforce safety, including frequency, severity and lost time due to injuries and illnesses, and fatalities, 
and percent of first-tier suppliers that were audited for safety and health compliance 

3. Average hours of training per employee per year 

4. Race/ethnicity and gender diversity data 

5. Employee satisfaction standardized survey measures 

 The background section could also be augmented with a summary of material elements of material company 
policies and goals regarding career development, safety and health compliance, subcontracting and 
outsourcing. 

2. Enhance Item 101’s description of competitive conditions to: 

 Compare the productivity and competitive advantages of the issuer’s employee population, relative to 
competitors and available pools of labor. This may be reflected by data on the education, experience and 
training of its workforce. 

 Include measures of worker productivity, either developed by the company, or preferably based on 
recognized and broader approaches already adapted in specific sectors or regions. 
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3. In the Form DEF 14A proxy disclosure, the committee noted that compensation practices have long been held to be 
part of the internal business of management, not subject to public disclosure. It recommends discussing the process 
of how human capital within a firm is being incentivized and managed, with augmented executive compensation 
disclosure that includes useful summaries of material information about broader workforce compensation and 
incentive structures, such as:  

 How performance, risk, compliance, and long-term sustainability are considered in setting pay and making 
promotion decisions  

 Structural discussions such as whether: 

- The head of HR reports directly to the board’s compensation committee, risk committee or audit 
committee 

- Formal management committees have responsibility for measuring and valuing the effects of turnover, 
layoffs, outsourcing and offshoring decisions, and whether these decisions are within the scope of board 
review  

4. Finally, the committee offered some general statements about additional potential changes: 

 Consider that some data on HCM metrics may be best suited for a table or more structured format, 
particularly as the commission moves increasingly towards the use of structured data. 

 The SEC should work with the Financial Accounting Standards Board to consider the evolving role of HCM in 
value creation and update Generally Accepted Accounting Principles accordingly. 

 Effective enforcement of new guidance is key to the success of these new disclosures. 

 

Our initial reaction 

We’ve long been a proponent of many of the committee’s ideas, and have done considerable research on how HCM can 
positively impact company performance. We are mindful, however, that some companies would find mandatory 
disclosures onerous, particularly when they’ve not focused previously on HCM or have a different perspective on the key 
measures that are deemed important to their success. We also agree with the committee’s concern that mandatory 
disclosure of specific metrics may not improve HCM if companies simply are “managing to the metric” rather than using 
the disclosure to improve practices.  

Where HCM disclosures are placed (10-K or the proxy) and what they say would profoundly impact the board’s 
responsibility and involvement. If disclosure of actual benchmarked data appears in the 10-K (as per item one), this would 
require the board to inquire why the company falls where it does, whether that fits its overall strategy and how their peers 
perform. This can then raise questions on comparability between businesses and the impact of different business models 
on HCM which may require additional commentary for a reader to understand the rationale for the company’s data. If 
these metrics are disclosed, compensation committees may recognize the importance of managing HCM as goals to be 
measured under the executive compensation programs. 
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If the process of how a company’s human capital is being managed ends up in the proxy (as per item 3), the 
compensation committee will be tasked with understanding how that works, whether the process is sound, and perhaps 
offering its view on new directions. We don’t think this means the compensation committee will set workforce pay, but it 
may now participate in the oversight of the company’s compensation philosophy and strategies, and other questions of 
pay fairness, inclusion and diversity policies, and hiring and retention strategies currently outside of its purview. 
Previously, we’ve forecast that the urging from numerous stakeholders on HCM issues would lead to an expansion of the 
compensation committee’s role (“The future of the compensation committee,” Executive Pay Matters, March 5, 2019) and 
have recommended ways to respond to these demands.  

 

 

 

 

 

 

https://www.towerswatson.com/en/Insights/Newsletters/Global/executive-pay-matters/2019/03/The-future-of-the-compensation-committee


About Willis Towers Watson 
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the world turn risk into a path for growth. With roots dating to  
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