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Managing Human Resources in a Challenging Economic Environment 

This memorandum identifies and discusses key considerations relating to the management of 
human resources during the COVID-19 pandemic. While the current environment presents challenges 
across all sectors of the economy, it is essential to recognize that business conditions vary widely among 
different industries and even within specific categories of business. What makes sense for a company hit 
hard by the crisis may not be appropriate for a financially secure enterprise. Each company must continue 
to design and implement the compensation programs that will most effectively preserve its human capital. 

Consider ESG-Related Performance Goals. The current environment presents an opportunity for 
companies to rethink the form and substance of compensation programs and to introduce ESG-related 
performance goals for company incentive plans. Items of particular relevance for this year and beyond 
could include maintaining employment at specified levels, implementing employee training programs that 
position employees to succeed in a rapidly changing economy or to service customers in a socially 
distanced world. A balanced approach that includes traditional financial goals, together with ESG-related 
metrics, is most likely to garner support from the proxy advisory firms. 

2020 Performance in an Uncertain Financial Climate. While the current circumstances may 
prompt compensation committees to reexamine the framework for incentivizing employees, it will be 
important for directors to retain discretion to assess and reward performance during 2020. Due to the 
unpredictability of today’s business environment, it may not be possible for compensation committees to 
reset 2020 financial performance goals. Companies could, however, consider using qualitative objectives 
that focus on changes in business operations that are necessitated or informed by the COVID-19 crisis. A 
combination of flexible objectives and director discretion may prove the most effective framework for 
2020. ISS has signaled that it will be receptive to changes to performance goals for 2020 annual bonus 
plans, subject to prompt disclosure of the rationale for these changes. Whatever path a company chooses, 
it should be mindful to accrue for the potential payment of 2020 annual bonuses.  

Proactively Manage Equity Plan Share Reserves. For those companies with dwindling equity plan 
share reserves that typically grant equity awards based on a dollar value, consider reducing the number of 
award shares to take into account lower stock prices. In addition, granting full value awards (e.g., RSUs 
and PSUs) in lieu of options will limit share usage. Companies with a low number of available plan shares 
or whose shares (and equity awards) have significantly declined in value, may wish to consider granting 
long-term cash awards in addition to, or in lieu of, annual equity grants. 

Cautiously Consider Repricing Underwater Stock Options. Repricing stock options generally 
requires shareholder approval, and ISS is predisposed to recommend against a repricing. Assuming that 
shareholder approval is not a significant impediment to repricing, it is essential to understand the 
perspectives of all key constituencies, including employees who do not receive equity awards and other 
employees who have experienced compensation reductions or job eliminations.  

To Conserve Cash, Consider Substituting Equity for Traditional Cash-Based Compensation. If a 
company has an adequate share reserve, it can use unrestricted shares or restricted stock units/restricted 
shares (that vest at year end) from a shareholder approved plan as a substitute for base salary. For those 
companies that lack sufficient shares under their equity plans, NYSE and Nasdaq rules exclude from the 
shareholder approval requirements an executive’s election to receive shares from the company at fair 
market value in lieu of after-tax cash compensation. A similar approach may be taken with respect to 
annual bonus payments. Finally, in order to foster a spirit of common purpose, companies may wish to 
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consider granting equity awards to the broader employee population or adopting a broad-based employee 
stock purchase plan. Companies utilizing their equity plans for unrestricted share grants should be 
mindful of plan provisions requiring minimum vesting periods.  

Manage Reductions in Force. Managing reductions in force as humanely as possible is 
fundamental to the relationship between a company and its employees. In addition to meeting federal and 
state law considerations (COBRA, WARN Act, etc.), companies must consider the degree to which they 
can provide severance and health care continuation. Many boards and senior leadership teams that have 
instituted reductions in force and compensation reductions have simultaneously imposed reductions in 
executive and director compensation. Providing clear and prompt communication of these changes is 
essential to employee morale. Companies should take care to consider and memorialize the impact of 
compensation reductions on existing severance rights and other employee benefits that are based on levels 
of base salary.  

Stay Nimble and Be Prepared for Change. The impact of the pandemic has varied across sectors 
and even among differently situated companies within individual sectors. There is no one size fits all 
approach to managing human resources in the current climate. Human talent is more vital than ever and 
companies should be prepared to act quickly if a key contributor is at risk of exiting. Similarly, those 
companies that have reduced their work force and compensation to ensure their long-term survival should 
plan ahead for the time when they can restore their work force and compensation levels.  

Understand the Regulatory Environment. Companies that avail themselves of federal assistance 
under the recent stimulus programs should understand any commitments being made with respect to 
maintaining payroll and employment levels and the limitations on annual compensation and severance 
that may apply. 

Take Stock of Change-in-Control Protections. Companies with historically low stock prices are 
vulnerable to shareholder activism and/or opportunistic, unwanted takeover attempts. These types of 
events can disrupt a target’s employees, whether or not a transaction ultimately occurs. It is as important 
as ever to review, understand and strengthen, if necessary, compensation-related arrangements that will 
stabilize company leadership if faced with the threat of a change of control or an activism campaign. 

Stock Ownership and Hold to Retirement Policies. Companies should evaluate their stock 
ownership and hold to retirement policies. A significant decline in stock prices may cause executives to 
fall below required ownership thresholds. Since the portion of compensation delivered in the form of 
equity awards has increased significantly over the years, companies may wish to consider policies that 
accommodate a reasonable degree of investment diversification, including with respect to equity awards 
that vest in the future.  

* * * * 
Given the fluidity of developments in the current environment, it may be prudent for 

compensation committees to schedule additional meetings to more effectively monitor and react to those 
significant shifts in our economy that will impact company employees. Decisions should be grounded in, 
and appropriately respond to, the company’s particular circumstances.  
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