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About This Report

In this report, we explore how large retail companies invest in the human capital of their
frontline workers using a U.S. Securities and Exchange Commission (SEC) mandate that
requires publicly traded companies to disclose human capital management practices in their
annual Form 10-K filings. We employ recent advancements in large language models that
enable researchers to efficiently and accurately query large amounts of text. Using this new
method of data collection, we explore (1) how the SEC mandate shaped human capital dis-
closures in retail companies” annual filings, (2) what these disclosures say about companies’
investments in the human capital of their frontline workers, (3) which companies’ disclosures
indicate the highest (and lowest) commitments to retaining and advancing frontline workers,
and (4) whether human capital disclosures have a discernible impact on stock prices.
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Summary

Issue

A company’s value has become increasingly tied to the capabilities of its workers rather than
its physical assets. Human capital—the knowledge, skills, experience, and social and intel-
lectual capabilities that each worker possesses—plays a crucial role in driving productivity
and innovation for firms. Human capital also provides a key pathway for frontline workers—
typically low-wage hourly workers at the bottom of the career ladder—to achieve upward job
mobility and economic security. Although most human capital formation occurs through
formal education, many people continue to hone skills and develop specialized capabilities in
the workforce. Employers are instrumental to this process.

Approach

In this report, we explore how large retail companies invest in the human capital of their
frontline workers using a U.S. Securities and Exchange Commission (SEC) mandate that
requires publicly traded companies to disclose human capital management practices in their
annual Form 10-K filings. We employ recent advancements in large language models that
enable researchers to efficiently and accurately query large amounts of text. Using this new
method of data collection, we explore (1) how the SEC mandate shaped human capital dis-
closures in retail companies’ annual filings, (2) what these disclosures say about companies’
investments in the human capital of their frontline workers, (3) which companies’ disclosures
indicate the highest (and lowest) commitments to retaining and advancing frontline workers,
and (4) whether human capital disclosures have a discernible impact on stock prices.

Conclusions

Our findings have several important implications for future policymaking in this area, par-
ticularly as the SEC examines future modifications to disclosure requirements.

o The SEC’s decision in 2020 to mandate the inclusion of human capital information in
annual filings substantially changed the content of large retail companies’ disclosures.

o However, the mandate provided minimal guidelines for what information the compa-
nies were required to disclose. Although most retail companies now discuss human
capital in their filings, less than half provided any detail on policies that directly affect
frontline workers.

+ Most large retail employers’ disclosures about investments in frontline workers were low
quality: abstract, vague, and sparse on concrete details.
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o Most aspects of human capital disclosures did not appear to affect company valuations.
However, we document suggestive evidence that disclosures of higher-quality invest-
ments in frontline workers may increase stock prices.

o Many companies with track records of investing in workers did not have high-quality
disclosures. Our findings—alongside growing investor appetite for sustainable corporate
practices—suggest that these companies could financially benefit from enhancing their
disclosures with respect to their investments in frontline workers.

Vi
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Assessing Companies’ Human Capital Investments in Frontline
Workers

Introduction

A company’s value has become increasingly tied to the capabilities of its workers rather than
its physical assets. Human capital—the knowledge, skills, experience, and social and intel-
lectual capabilities that each worker possesses—plays a crucial role in driving productivity
and innovation for firms. Human capital also provides a key pathway for frontline workers—
typically low-wage hourly workers at the bottom of the career ladder—to achieve upward job
mobility and economic security. Although most human capital formation occurs through
formal education, many people continue to hone skills and develop specialized capabilities
in the workforce.

Companies play an integral role in this process. An employer’s human capital manage-
ment (HCM) practices encompass a wide variety of activities designed to attract, develop, and
retain talent. Effective HCM practices align employees’ skills and capabilities with employers’
strategic objectives: Firms that develop and retain productive workers typically become more
productive themselves (De Grip and Sauermann, 2012; Hashemian, Ton, and Rahmandad,
2021; Konings and Vanormelingen, 2015). There are many ways that firms invest in work-
ers, including training and development programs, enhanced compensation and/or benefits,
wellness initiatives, and policies to create healthy and inclusive working conditions.

In this report, we focus on how employers invest in frontline workers. As labor markets
tightened over the course of the coronavirus disease 2019 (COVID-19) pandemic, frontline
workers left their jobs at higher-than-usual rates during the country’s Great Resignation.
Two-thirds (67 percent) of workers who left their jobs indicated that they did so because
they felt there were no opportunities for advancement (Parker and Horowitz, 2022). An
equal proportion pointed to low pay, indicating that advancement opportunities matter as
much as compensation. Despite this, a disconnect remains between workers’ desire for career
advancement and employers’ efforts to provide those opportunities. Human resources sur-
veys suggest that more than half of employers fail to provide workers with a clear path to
advancement (Goldman, 2021). Many frontline workers appear to be unaware of whether and
how their employers have been investing in their human capital (Bhaskaran et al., 2022; Scott
etal., 2021).

The worker-employer disconnect is even more pronounced in retail, a sector that employs
more than 15 million people in the United States—most of whom are frontline workers.! No
other sector outpaces retail in terms of the size of its low-wage workforce, particularly with
respect to young workers (Ross, Bateman, and Friedhoff, 2020). As of September 2023, retail
sector quit rates are the second highest among all other industries, outpacing the overall

' The U.S. Census Bureau estimates that approximately 9.8 million workers are either cashiers, retail sales-
persons, or first-line supervisors of retail salespersons (Anderson, 2020).
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national quit rate by more than 50 percent (Bureau of Labor Statistics, 2023). Quit rates are
also 50 percent higher than they were ten years earlier.? Surveys further indicate that half of
frontline retail employees are considering leaving their jobs in the next three to six months
(Fuller et al., 2022). What explains retail workers’ widespread dissatisfaction with their jobs?
Among workers who expressed plans to leave their jobs, the top five aspects of their job dis-
satisfaction involved (1) scheduling or hours inflexibility, (2) lack of career development, (3)
poor health and well-being, (4) low compensation, and (5) lack of meaningful work (Fuller
et al,, 2022). Although some retail employers have taken steps to invest more in their front-
line workers, employers still largely overestimate their workers” perceptions of their career
advancement opportunities and working conditions (Bhaskaran et al., 2022).

As investors have increasingly prioritized sustainable business practices, environmental,
social, and governance (ESG) investing has become a tool for motivating companies to pri-
oritize frontline workers (Aflac, 2019). Investments in ESG funds and assets grew by 66 per-
cent between 2016 and 2020 and now total more than $35 trillion (Diab and Adams, 2021).
As many as 95 percent of surveyed institutional investors have expressed growing interest
in taking an activist approach to investing (Edelman, 2020b). Virtually every major asset
management firm now provides a suite of ESG-branded investment funds (O’Connor-Willis,
2021). The explosion of interest in ESG investing appears to stem from a widespread belief
that largely unregulated labor markets are leaving too many people behind: 56 percent of
respondents surveyed for the Edelman Trust Barometer indicated that “capitalism as it exists
today does more harm than good in the world” (Edelman, 2020a).3

Investors appear particularly interested in economic inequality and the fair treatment
of workers. Fifty percent of respondents surveyed for the Trust Barometer believe that busi-
nesses are not doing enough to address economic inequality (ranked second to only climate
change), 90 percent expect chief executive officers (CEOs) to take a public stand on the treat-
ment of employees (top among all public issues), and more than three-quarters believe that
CEOs are obligated to pay a fair wage (top among all obligations) and retrain their employ-
ees (fourth among all obligations) (Edelman, 2023). Despite high demand for responsible
investing, investors frequently voice frustration about the limited availability and quality of
ESG metrics, especially “S” (social) metrics, which encompass investments in human capital
(Edelman, 2021; O’Connor-Willis, 2021).

In August 2020, the U.S. Securities and Exchange Commission (SEC) mandated that
publicly traded companies disclose human capital information in their annual 10-K filings,
including efforts toward “the development, attraction, and retention of personnel” (SEC,

2 See FRED Economic Data, 2023.

3 The Edelman Trust Barometer is an annual global survey that measures the public’s trust in four key
institutions: government, business, media, and nongovernmental organizations. Established by the Edel-
man public relations firm in 2000, the survey aims to assess the state of trust and credibility worldwide,
providing insights into the levels of confidence that individuals have in these institutions to do what is right.
The survey gathers responses from thousands of respondents, making it one of the most comprehensive of
its kind.
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2020). This seemingly trivial regulatory amendment has historic and transformative implica-
tions for the future of HCM practices. First, it highlights growing recognition of the impor-
tance of human capital in driving organizational performance and shareholder value. Second,
it promotes transparency and accountability in HCM practices, encouraging companies to
adopt more robust and equitable approaches to talent management. Third, the requirement
potentially stimulates competition among firms to showcase their HCM practices, fostering
innovation and continuous improvement in the management of human capital. Finally, the
increased availability of human capital data can enable investors, regulators, and other stake-
holders to make more-informed decisions and assess the long-term sustainability and ethical
performance of companies.

In this report, we systematically analyze human capital disclosures from 10-K filings to
(1) evaluate the impacts of the SEC’s disclosure mandate, (2) characterize how retail employ-
ers invest in their frontline workforce, and (3) estimate the link between HCM disclosures
and company valuations. Recent advancements in large language model (LLM) methods
enable us to systematically extract, categorize, and rate HCM information from two decades
of 10-K filings. Although LLMs provide a powerful tool for generating data and insights from
complex and lengthy filings, the quality of our human capital data reflects the quality of
companies’ responses to the SEC’s mandate (i.e., garbage in, garbage out)—a mandate that
was widely criticized for allowing companies a large degree of flexibility and discretion in
determining what to disclose (Crenshaw, 2020; Lee, 2020; Mach, 2022).

This study builds on a growing body of research exploring human capital disclosures,
which originated with early work by Hughes (1986) and Morris (1987) and established that
companies disclose information as a direct signal of their quality. Studies as early as Lajili
and Zéghal (2006) documented descriptive information suggesting that disclosures of high
labor costs were positively associated with higher valuations. More recently, an influx of stud-
ies have taken advantage of the SEC’s mandate to describe how human capital disclosures
have evolved in response (Batish, 2021; Bourveau et al., 2023; Demers, Wang, and Wu, 2022;
Haslag, Sensoy, and White, 2022; Klemash, Neill, and Smith, 2019; Zhang, 2022) Our work
contributes in several novel ways. First, we provide some of the very first evidence document-
ing the impacts that human capital disclosures have had on firm performance. Second, we
focus specifically on frontline workers and the ways in which employers retain and advance
these employees. Third, we leverage the recent acceleration in LLM technology to automate
high-quality extraction of information from a large number of 10-K filings. Not only are
these tools useful for quickly and accurately extracting and categorizing data, but they can
also be used to evaluate the quality of disclosures when a structured criteria for doing so is
provided. Fourth, we use these methods to collect new data on how HCM disclosures and
topics evolved over the course of the past two decades—including changes that occurred
because of the SEC’s 2020 disclosure mandate. Finally, although methods to score compa-
nies on the basis of their treatment of workers already exist (e.g., JUST Capital [undated],
American Opportunity Index [undated]), we provide rich additional context for our scoring
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via verbatim text extracts from 10-K filings that highlight each company’s most significant
investments in their frontline workers” human capital.

As a proof of concept, this report analyzes over 20 years of disclosures across 40 of the
largest firms in the retail sector, with a specific focus on employers with footprints in Cali-
fornia. California, a major hub for both domestic and international retail activity, employs
nearly 1.6 million retail workers, which accounts for more than 10 percent of all retail work-
ers nationwide and nearly 10 percent of the entire workforce in California (Employment
Development Department, Labor Market Information Division, 2023). Many frontline retail
jobs do not provide workers with sufficient economic security given the state’s high cost of
living. The living wage for a single adult in California is $27.32, a number that increases to
$44.11 for a two-adult household with one child (Living Wage Institute, 2024). In comparison,
the state minimum wage is currently $16. Retail workers in California face particularly chal-
lenging work environments: Eight in ten workers do not have a set work schedule (roughly
half of retail workers are part-time employees and face large fluctuations in their assigned
work hours) and roughly 40 percent of retail workers juggle other important responsibilities
as caregivers and students (Crenshaw, 2020; Shadduk-Hernandez et al., 2018).

Our focus on retail in California aims to provide valuable insights into the ways in which
employers can effectively address the needs of frontline workers and, by extension, promote
social mobility, reduce income inequality, and contribute to the overall well-being of this vital
segment of the state’s workforce. Our work also provides ESG-oriented investors with new
data to assess the impacts that their investments have on economic inequality and upward
mobility. The COVID-19 pandemic brought public awareness to the vital role of frontline
workers in daily life: staffing grocery stores, delivering supplies, and keeping restaurants and
retail establishments afloat—all as millions of other Americans sheltered in place and enjoyed
the increased flexibility of working from home. Even with the return toward normalcy, low
wages, high turnover, and unstable and unpredictable work schedules continue to be the
norm for service sector employees, especially for workers in retail. After nearly half a million
retail jobs were lost in California during the height of the COVID-19 pandemic—a dispro-
portionate loss compared with any other industry—retail employers are increasingly relying
on part-time staffing to adjust to fluctuating consumer demand, leaving many workers in the
industry with low hours, unpredictable schedules, and little hope for career advancement.
Taken together, this is a unique moment to identify ways that retail workers are or (perhaps
more importantly) are not being supported by their employers coming out of a once-in-a-
century pandemic.

Human Capital and the SEC’s Human Capital Management Mandate

A company’s productivity is determined by a complex interplay between labor, physical cap-
ital, and human capital (Jorgenson, Gollop, and Fraumeni, 1987). Human capital, unlike
physical capital, refers to the intangible attributes that individuals possess, such as knowl-
edge, skills, experience, and social and intellectual capacities, which contribute to their pro-
ductivity and economic value (Becker, 1994). In today’s knowledge-based economy, the value
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of an organization has become increasingly determined by its intellectual and innovative
capabilities rather than its physical assets.

Recognizing these shifts in the business landscape, the SEC adopted a regulatory
amendment on August 26, 2020, to modernize disclosure requirements for public com-
panies in their annual Form 10-K filings. The original regulation—Item 101(c) of Regu-
lation S-K—required companies to include a narrative description of their business (e.g.,
products, intellectual property, raw materials, seasonality). The amendment now further
requires the following:

(i) A description of the registrant’s human capital resources, including the number of
persons employed by the registrant, and 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 develop-
ment, attraction and retention of personnel) (SEC, 2020, p. 121).

Notably, the SEC did not explicitly define human capital nor require specific met-
rics to be reported, instead allowing companies the flexibility to disclose this information
“to the extent material to an understanding of their business” (SEC, 2020). Described as a
“principles-based” approach, the regulation required firms to include a human capital disclo-
sure in their 10-K filings but gave companies a large degree of discretion in deciding which
metrics to report (Lee, 2020). Many—including several SEC commissioners who ultimately
voted against the amendment—criticized this aspect of the regulation, anticipating that the
resulting disclosures would be biased and insufficiently informative to investors: Firms could
selectively choose what information to disclose, and the absence of required standardization
would make comparing disclosures difficult for investors (Crenshaw, 2020; Lee, 2020; Mach,
2022). Ironically, the lack of standardization has made it difficult for many companies to
determine what internal data to collect and disclose (Investor Advisory Committee, 2023).

Choosing Companies to Analyze from California’s Retail Sector

California employs nearly 1.6 million retail workers, who account for more than 10 percent
of all retail workers nationwide and nearly 10 percent of the entire workforce in California
(Employment Development Department, Labor Market Information Division, 2023). Retail
represents an essential case study for examining HCM practices and their impact on front-
line workers. As a labor-intensive industry characterized by a high proportion of frontline
employees, retail faces unique challenges in attracting, developing, and retaining its work-
force. Retail workers comprise the largest proportion of low-wage workers in the country
(Ross and Bateman, 2019; Ross, Bateman, and Friedhoff, 2020), and frontline retail jobs often
involve unstable and insufficient working hours, physically demanding working conditions,
and poor benefits (Ton, 2012). Frontline retail workers include a growing variety of jobs that
reflect the rapidly changing industry, which include not only traditional brick-and-mortar
cashiers and store clerks (or store associates) but also customer service representatives, ware-
house packers, drivers, and others (Loprest and Mikelson, 2019).
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Our analysis focuses on 40 of the country’s largest publicly traded retail companies with
a footprint in California. Table 1 lists each of these companies along with their stock ticker
symbol, retail category, and market capitalization (as of November 2023). The companies
were chosen first based on market capitalization, then filtered to remove (1) companies with
fewer than five years of public disclosures and (2) companies with little to no commercial
footprint in California.

TABLE 1
Retail Companies Analyzed in This Report

Ticker Retail Market Cap
Company Symbol Category ($ billions)
Advance Auto Parts AAP Auto 71
American Eagle AEO Clothing 2.5
Amazon AMZN Online 1,014.0
AutoZone AZO Auto 44.9
Bath & Body Works BBWI Specialty 7.9
Best Buy BBY Big box 17.0
Burlington BURL Clothing 13.7
Costco COST Big box 216.0
CVs CVs Drugstore 95.5
Dillard’s DDS Department 5.4
Dollar General DG Discount 46.7
Dick’s Sporting Goods DKS Department 121
Dollar Tree DLTR Discount 30.3
Five Below FIVE Discount 10.8
Foot Locker FL Clothing 3.9
GameStop GME Specialty 5.1
Gap Inc. GPS Clothing 3.6
Home Depot HD Big box 292.7
Nordstrom JWN Department 2.7
Kroger KR Grocery 33.5
Kohl’'s KSS Department 2.6
Lowe’s LOW Big box 119.3
Lululemon LULU Clothing 37.6
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Table 1—Continued

Ticker Retail Market Cap

Company Symbol Category ($ billions)
Macy’s M Department 5.1
Office Depot ODP Specialty 1.8
O’Reilly Auto Parts ORLY Auto 49.3
Rite Aid RAD Drugstore 0.2
Restoration Hardware RH Specialty 5.9
Ross ROST Clothing 35.2
Sprouts Farmers SFM Grocery 3.3
Market

Sherwin-Williams SHW Specialty 56.2
Target TGT Big box 73.4
TJX Companies TJX Discount 86.1
Tractor Supply TSCO Specialty 25.6
Ulta Beauty ULTA Specialty 25.8
Wayfair W Online 3.5
Walgreens WBA Drugstore 28.4
Weis Markets WMK Grocery 2.2
Walmart WMT Big box 375.9
Williams Sonoma WSM Specialty 7.8

SOURCE: Features market capitalization rates as of November 2023 from Google
Finance, webpage, undated.

NOTE: Stock price multiplied by total shares. Market cap = market capitalization.

Collecting and Analyzing Human Capital Management Data from
Form 10-K Filings

Scraping 10-K Filing Data and Creating a Dataset of Human Capital
Disclosures

We downloaded Form 10-K filings for all companies and years using SEC application pro-
gramming interface (API) access. API access does not allow the extraction of specific subsec-
tions of interest from the report—a practical issue given the volume of information contained
within 10-K filings (most of which is extraneous for our analysis). In response, we devised
a machine-learning approach to identify and extract sentences that had high likelihood of
being a human capital disclosure. Figure 1 presents an overview of our machine-learning
approach that trains a classifier model to predict sentences reflecting human capital disclo-
sures in the downloaded 10-K filings.
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FIGURE 1
Training the Sentence Classification Model

) 10-K reports dataset
SEC Extract 10-K reports [ 44k Text preprocessing (report per row for each
website reports company and year)
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Validate model

Classifier
model
3
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t ,

Manually label sentences as
2022 10-K reports datasetw human capital description 10-K reports sentence dataset

(sentence per row for each |« (sentence per row for each
company-2022 report) ) k company-2022 report)

The classifier model training went through the following steps. First, we preprocessed
and prepared a dataset of 10-K reports for all companies and years under study and then
split the reports into sentences. Second, we sub-selected all report sentences for the year
2022 and manually numbered each sentence as either 1 (the sentence describes a compa-
ny’s human capital) or 0 (the sentence is not related to human capital). This manually pre-
pared dataset contained a total of 1,623 sentences labeled as relevant to human capital, while
101,734 sentences were unrelated. Third, we used 70 percent of the manually labeled dataset
to train a classifier model that would learn to predict whether a given sentence was relevant
to human capital.

We went through several iterations of text preprocessing, training, validation, and evalu-
ation of an assortment of classifier models available in the literature.* We then validated the
model prediction results on the remaining 30 percent of the labeled dataset. Table 2 presents
the model evaluation metrics obtained in the validation sample.

In selecting the final classifier model, we prioritized the minimization of false negative
(FN) counts and the maximization of true positive (TP) counts at the best possible accuracy
and precision scores in the validation sample. Consequently, we selected the logistic word-
level term frequency-inverse document frequency (TF-IDF) (highlighted in Table 2) as the

4 To briefly describe our approach, we started with the simplest bag-of-words model (i.e., simple counts
of the number of words in sentences that describe human capital) and progressed toward more-advanced
models, including modern neural network models.
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TABLE 2
Classification Model and Evaluation Metrics

Evaluation Metrics
Feature

Model Type Accuracy Precision Recall F1 Score TN FP FN TP

Naive Word

Bayes  TF.IDF 0.94 0.20 0.91 032 28724 1,797 46 441
model
n-gram
i 0.93 010 0.46 016 28490 2,031 264 223
Character o, 015 0.87 0.25 28067 2454 63 424
TF-IDF : : : : ' '
Logistic  Word 0.97 0.30 0.81 0.44 29,597 924 92 395
model count
Word
TFIDF 0.96 0.28 0.86 043 29467 1,054 69 418
n-gram
i 0.82 0.07 0.86 013 25119 5402 69 418
Character 4 g¢ 0.25 086 039 29277 1244 70 417
TF-IDF ' : : : ' ’

NOTE: FN = false negative; FP = false positive; TF-IDF = term frequency-inverse document frequency; TN = true negative;
TP = true positive. Accuracy is the proportion of correct prediction over the entire validation sample, calculated as (TP + TN)
divided by the validation sample size. Precision is the proportion of TP cases over all predicted positive cases, calculated
as (TP) divided by (TP + FP). Positive cases refer to human capital description sentences. Training dataset size: 72,349.
Validation dataset size: 31,008. We also tested other models (support vector machine, random forest, extreme gradient
boosting, BERT, etc.) that did not perform well.

final classifier model.> We then applied our classifier model to the Form 10-K reports to
obtain the human capital descriptions dataset for all companies and years, a process which
we depict in Figure 2.

Processing Human Capital Disclosures

Our primary approach to analyzing this large amount of human capital text was to use
RAND’s OpenAI API access to the GPT-3.5 Turbo 16k model (hereinafter, GPT), a pretrained
LLM that relies on state-of-the-art transformer architecture. This architecture can learn how
best to turn words into vectors, how words relate to each other, and how much attention to
give to any single word on the basis of the sequences of other nearby words. This is done by
training the model—which boasts exponentially more parameters than preexisting LLMs—
on enormous amounts of data. Once the model has this knowledge, it autoregressively pre-
dicts the next most likely token in a sequence of words, a capability that can be abstracted to
a variety of applications. For example, given a question and some context, the model simply
continues predicting the next most likely word until some stopping criterion is met and, to

> The model uses information on word count for each distinct word in a sentence, normalized by the total
number of sentences in which the words appear in the dataset.
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FIGURE 2
Creation of Human Capital Description Dataset

Keep only human capital 10-K reports dataset
10-K reports dataset inti p' L
(report per row for each description sentences (human capital description
company and year report) sentence per row for each
company and year report)
Regroup
Classification sentences into
paragraphs
Classifier A
model 10-K reports dataset with

human capital description
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NOTE: This that this flowchart diagrams the steps from the classifier model to the analysis dataset containing human
capital sentences that were eventually used in our generative pretrained transformer (GPT) analysis.

the user, these predictions constitute the answer to the question. The most-important ben-
efit of using pretrained models is that a user does not need access to the resources that are
required to train a powerful model but can still benefit from a large model that has been
exposed to a plethora of data.

LLMs have come in many flavors over the years. One could consider recurrent neural
network models as LLMs, but they struggled to accommodate larger blocks of text, and their
computation power became a prohibitive bottleneck. The transformer architecture solved
this problem by allowing the parallelization of computations (Vaswani et al., 2017). The use
of this architecture has been constantly refined since its initial introduction, culminating in
such powerful models as GPT, which perform well in a zero-shot learning scenario (e.g., the
model can understand and execute tasks or answer questions without having seen specific
examples of the task during its training phase) and allow for inference to be conducted exter-
nally to reduce the burden of computation power.

One practical challenge with incorporating GPT to analyze filing data is that any LLM
has a context limit (i.e., the number of words that it can ingest and output). Even after extract-
ing the human capital-specific text to significantly shrink the total amount of text to ana-
lyze, GPT’s context length limitation frequently exceeded the length of the human capital
descriptions we sought to analyze. To solve this problem, we used a transformer-based model
to convert blocks of text into vectors of numbers (embeddings) to increase the amount of
information we could pass to GPT.® We illustrate in Figure 3 how these embeddings are

© This model has been trained so that similar blocks of text will end up near each other in vector space.
Taking the cosine similarity of two vectors representing two blocks of text yields how similar these
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FIGURE 3
Using GPT to Process Human Capital Disclosures

Convert text to
embedding vectors Embedding

10-K reports dataset with
human capital description Embedding
per row for each model vectors
company and year

4

A
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>

Instruction
prompts
(each prompt is
a query abgut ‘/G;T\
human capital
descriptions)

Return top 15 contexts on
the basis of similarity scores

Response dataset for
each company and year

NOTE: This figure depicts the process as it continues from the end of Figure 2 (when the human capital disclosure text
database has been created) to the GPT outputs used to generate this report’s results. Vector search and retrieval
denotes the process wherein the embedding model converts the instruction prompt to a numerical vector, compares it
with the underlying embedding vector (all description texts), computes a cosine similarity score (a measure of how
similar the prompts are to the underlying description text), and returns a subset of the description text (contexts) on the
basis of the similarity scores. This procedure is conducted only if the entirety of the extracted Form 10-K text would
surpass the context limit of GPT 3.5 Turbo 16k.

used alongside GPT to process the human capital disclosure text. The key “vector search and
retrieval” step denotes the process wherein the embedding model

1. converts the instruction prompt to a numerical vector
compares it with the underlying embedding vector (all human capital disclosure text)
3. computes a cosine similarity score (a measure of how similar the prompts are to the
underlying description text)
4. returns a subset of the description text (contexts) on the basis of the similarity scores.

If this procedure is conducted, only the top 15 pieces of context (as measured by similar-
ity to the submitted prompt) are sent to the GPT model. Our analyses use a wide variety of
prompts to analyze the human capital disclosure data, which we describe in subsequent sec-

pieces of text are. The embedding model we used is all-mpnet-base-vl (Hugging Face, undated). We used
Llamalndex’s GPT VectorStoreIndex for storing and retrieving the embeddings (Llamalndex, undated).

1
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tions. In Appendix C, we provide a technical description of how we further fine-tuned the
GPT models to mitigate the possibility of errant and hallucinated responses.

How Did the SEC’s Mandate Affect the Prevalence of Human Capital
Management Topics Disclosed Within 10-K Filings?

Our first analysis aims to characterize how the SEC’s mandate affected the HCM topics that
employers disclosed in their annual Form 10-K filings. To do this, we (1) created a framework
for categorizing the HCM topics found in company disclosures, (2) used our LLM tool to
query more than 20 years of 10-K filings for the presence of these topics, and (3) estimated
the impact that the mandate had on the prevalence of each topic. Importantly, this analysis
focuses merely on the presence of specific topics and not necessarily on the depth or quality
of the disclosure.

Categorizing Human Capital Management Topics from 10-K Filings

To categorize the multifaceted ways in which companies invest in the human capital of front-
line workers, we borrowed from existing high-quality frameworks that have been previously
used to categorize and analyze HCM policies and disclosures. We highlight three frame-
works most directly related to this report:

o A framework by JUST Capital encompasses six key themes (benefits, workforce com-
position, employee wellness, hiring and stability, training and development, and wages
and compensation) and 31 metrics that span those six themes (JUST Capital, undated).
The methodology relies on publicly available company documents, including a compa-
ny’s annual 10-K filing and other corporate reports, such as sustainability reports, ESG
reports, and corporate social responsibility (CSR) reports.

o The American Opportunity Index, a joint effort by the Burning Glass Institute, Harvard
Business School, and the Schultz Family Foundation, measures company-specific worker
outcomes across nine key metrics: entry-level hires, barriers to work, wages, job levels,
velocity of growth, promoting up, promoting out, retention, and homegrown leader-
ship. These metrics are then synthesized into five themes of worker opportunity: career
growth, career launchpad, career stability, advancement without a degree, and growing
talent (American Opportunity Index, undated). The data for the index is derived from
proprietary Burning Glass data on workers and job postings.

o A framework from the International Organization for Standardization covers internal
and external human capital reporting. The framework provides guidelines on what
specific items ought to be reported for firms based on whether those firms are large
versus small or medium and whether the reporting is intended for internal versus
external audiences. The framework is primarily oriented around reporting and does
not place explicit emphasis on worker mobility (International Organization for Stan-
dardization, 2018).

12
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Table 3 presents our combined list of HCM disclosure topics. We borrowed elements from
each of the three frameworks and tailored the topics to those with direct relevance to retain-
ing and advancing frontline workers.

The first category focuses on disclosures related to hiring, retention, and promotion. Even
prior to the SEC’s disclosure mandates, employers had always been required to disclose how
many employees worked at the company. We focus on disclosures of other key metrics, includ-
ing new jobs created year-over-year, employee turnover rates, average employee tenure, and
the prevalence of promotions and internal hires. Although we were also initially interested
in whether companies disclosed policies for hiring veterans and individuals with criminal
backgrounds (fair chance hiring), we found that these policies were virtually never discussed.

The second category assesses investments in career development. We probed for a wide
variety of policies, including job skills training programs, paid time for employees to pursue
professional development activities, tuition reimbursement programs, programs to develop
management and leadership skills, programs to pair low-level workers with a company or
industry mentor, apprenticeship programs, and recognition programs to provide employees
with opportunities to document achievements on their resumes.

The third category focuses specifically on compensation and benefits. On the benefits
side, we determined whether the company disclosed information on health benefits, retire-
ment benefits, childcare benefits, and paid parental leave. On the compensation side, we
searched for information on company-specific minimum wages and whether the company
implemented any form of a pay raise for workers.

The fourth category focuses on metrics and policies relating to worker wellness and safety.
We specifically focused on whether employers disclosed policies to promote worker mental
health, to address unstable or inflexible work hours, or to increase broader engagement and
wellness among workers. We also determined whether employers provided any information
about worker safety.

Finally, for the fifth category, we collected information about employers’ efforts to increase
diversity and inclusiveness in the workplace. We specifically searched for information and
data on workforce diversity and gender pay equity. We also included information on orga-
nized labor and labor unions, which indirectly pertains to worker inclusivity and equality but
was difficult to categorize into any of the prior categories.

Retrieving Data on Human Capital Management Topics from 10-K Filings

In Appendix A, Table A.1 provides a list of the specific GPT prompts that we used to retrieve
data on each item in Table 3. Each prompt also included a phrase to ensure that the resulting
answer always began with a yes or no to facilitate the creation of a quantitative dataset with
binary indicators to analyze.

13
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TABLE 3
Human Capital Themes Assessed in 10-K Disclosures

Category Disclosure Content

Hiring, retention, and New hires or jobs created
promotion disclosures
Employee turnover
Employee tenure
Promotions and internal hiring
Fair chance hiring policies (criminal background)
Veteran hiring policies
Career development Job skills training programs
Set-aside time for professional development
Tuition assistance programs
Management skills development program
Leadership development program
Mentoring program
Apprenticeship program
Employee recognition program
Benefits and compensation Health benefits
Retirement benefits
Subsidized childcare
Paid parental leave
Minimum wage
Wage increases
Wellness and safety Mental health programs
Policies to address long or unstable work hours
Engagement and wellness programs
Employee safety data
COVID-19 policies
Diversity, equity, and inclusion Diversity of workforce
Gender pay equity

Relationship with labor unions

NOTE: This table summarizes the specific topics that we searched for within each 10-K filing. We searched each filing for
any appearance of these topics without regard to the length or detail provided.
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Estimating the Impact of the SEC’s Mandate

The new disclosure requirements became effective on November 9, 2020.” Form 10-Ks filed
on or after this date were required to include the new human capital disclosures. We provide
both visual and empirical evidence to establish the mandate’s effects. To quantitatively esti-
mate the impact that the SEC mandate had on disclosures, we employ an interrupted time
series (ITS) regression analysis, which calculates how disclosure frequencies changed before
and after the mandate, taking into account the trajectory of preexisting trends leading up to
the policy change.® ITS designs typically require quite stringent assumptions to have a causal
interpretation. However, the remarkable stability of pre-mandate disclosure trends over two
decades (which we preview in Figure 4) provides strong support that the pre-mandate trend
likely serves as a valid counterfactual against which to compare post-treatment outcomes.

Findings

We begin by presenting visual data in Figure 4 depicting how the prevalence of the themes
in Table 3 evolved over the past two decades. Figure 5 provides a companion graphic that
presents ITS regression estimates. Each estimate reflects the percentage point change in dis-
closure frequency (i.e., an estimate of 0.25 means that disclosure frequency increased by 25
percentage points). Asterisks denote whether the estimate was significant at the 5 percent
level. We again caveat that this approach aims to characterize the broader landscape of what
topics are included in employers’ disclosures without consideration for the length or detail
provided (a topic we explored in the proceeding section).

Panel A: Overall Human Capital Management Disclosures

We begin by assessing overall patterns in HCM disclosures. The blue series in Panel A cap-
tures whether a given 10-K filing contains a dedicated section of text discussing HCM. The
prevalence of a dedicated discussion on HCM increased by 80.4 percentage points—growing
from approximately 10 percent of filings to 90 percent of filings—after the SEC’s mandate.
This indicates that most companies quickly complied with the mandate by adding a dedi-
cated section for HCM disclosures. Panel A also includes the percentage of filings (in red) that
reported any details on programs, investments, or policies aimed at developing the human
capital of frontline workers. The pattern is similar, although the post-mandate increase is
only half the size: Roughly 45 percent of companies currently provide information on these
policies (an increase of 37.2 percentage points).

7 In practice, none of the companies in this study have annual filing dates in November or December.
Therefore, the regulation only applies to filings in 2021 and later.

8 Regression results were clustered at the company level to account for within-company correlation in dis-
closure content over time.
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FIGURE 4
Evolution of Human Capital Disclosure Content Over Time
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NOTE: MH = mental health. This figure depicts the percentage of 10-K filings that mention the topics presented in Table
3. A solid vertical line is included at 2020 to demarcate when the SEC mandate occurred. Because the mandate
occurred at year end, only filings in 2021 and beyond (for our selection of companies) were subject to the new
requirements.
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FIGURE 5
Impact of the SEC Mandate on Human Capital Management Disclosures

A. Overall HCM Reporting B. Hiring, Retention, and Promotion
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NOTE: This figure presents the effect of the SEC regulation on the prevalence of HCM disclosures. The estimates come from an ITS regression analysis, which estimates the size
of the gap in outcomes before and after the policy change, taking into account preexisting trends leading up to the regulation. Each estimate reflects the percentage point change
in disclosure frequency (e.g., an estimate of 0.50 means that disclosure frequency increased by 50 percentage points). Asterisks denote whether the estimate was significant at
the 5 percent level. Standard errors were clustered at the company level to account for within-company correlation in disclosure content over time. Estimates for fair chance hiring
policies were not defined because there was no variation before and after the mandate.

SJ9MJONA SUIIUOIS Ul SjuswilsaAu| [eyde) uewnH saiuedwon Buissassy




Charting Employers’ Human Capital Investments in Frontline Retail Workers: Evidence from SEC Filings

Panel B: Hiring, Retention, and Promaotion

Panel B presents the prevalence of various reporting metrics on new hiring, retention, turn-
over, employee tenure, and promotion. Overall, we find little evidence that the SEC mandate
materially affected disclosure rates of any of these metrics aside from promotions, which
increased in prevalence by 22 percentage points. Few companies had ever reported infor-
mation on new hires or new jobs created, potentially because all companies were already
required by the SEC to report how many workers they employ. As previously mentioned,
virtually no companies reported any information on veteran hiring policies or fair chance
hiring policies (which we omit from Figure 4).

Panel C: Career Development

In Panel C, we analyze the prevalence of policies and initiatives for advancing employees’
careers. In contrast to Panel B, the mandate appears to have noticeably affected how often
these topics were mentioned in annual filings. Pre-mandate, between 0 and 20 percent of fil-
ings included details across these topics. After the mandate, disclosure increases were larg-
est for leadership training (57.4 percentage points), management training (37.9 percentage
points), job training (23.0 percentage points), and tuition assistance programs (16.5 percent-
age points). Disclosures on set-aside time for professional development and apprenticeship
programs remained infrequent both pre- and post-mandate.

Panel D: Benefits and Compensation

In Panel D, we first observe that retirement benefits have historically been included as part
of 10-K filings, likely because of the financial significance of funding these programs. Con-
sequently, the mandate did not significantly affect the prevalence of these disclosures. Health
benefits were also occasionally disclosed pre-mandate (likely for similar reasons) but still
increased in prevalence by 45.5 percentage points after 2020. Companies occasionally men-
tioned COVID-19 in these disclosures. Wage changes and parental leave were seldom dis-
cussed prior to the mandate but increased in prevalence by 25.7 percentage points and 14.5
percentage points (although the latter was not statistically significant). Childcare and mini-
mum wages received little attention both before and after the mandate.

Panel E: Wellness and Safety

Disclosures describing worker safety increased by 80.5 percentage points after the mandate,
in large part because of COVID-19. Companies also became significantly more likely to dis-
cuss worker wellness (64.3 percentage points). Mental health programs also modestly ticked
upward after the mandate. Scheduling reform, despite being a top concern among frontline
employees, received almost no mention either before or after the mandate.
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Panel F: Diversity, Equity, and Inclusion

Finally, among topics in the diversity, equity, and inclusion category, only mentions of work-
force diversity increased significantly in prevalence (75.6 percentage points). Mentions of pay
equity and relationships with organized labor appear largely unaffected by the mandate.

Overall, this evidence suggests that the SEC’s mandate substantially increased the preva-
lence of human capital topics in companies’ annual filings, although specific topics varied in
how often they were included in the new disclosures. We now turn to examine the quality of
company disclosures, specifically with respect to advancing and retaining frontline workers.

How Are Retail Companies Investing in the Human Capital of Their
Frontline Workforce?

The modernization of SEC disclosure requirements provides an opportunity to examine the
ways in which companies invest in frontline workers’ human capital. Given the open-ended
nature of firm policies, we take a flexible approach to identifying employers’ most significant
investments. Specifically, we identified up to five highlights from each company’s filing that
best reflect the company’s commitment to its frontline workers. We then provided GPT with
a rubric for rating each of these highlights based on the level of detail provided, impact on
workers, and perceived cost to the company. We also provide the specific text extracts from
GPT, which provide insight into the specifics of companies’ investments.

Identifying Frontline Human Capital Highlights

During our initial visual inspection of recent 10-K filings, we found that, although some
companies went above and beyond to provide data and specifics on the ways in which they
were investing in their workers, other companies provided more abstract, general statements
about their investments (e.g., “We seek to not only recruit the best talent but also retain and
promote the best talent”). Recognizing this, we structured a series of GPT prompts to uncover
and rate each firm’s most significant investments (the highlights) in its frontline workforce.

We first provided our search algorithm with the following prompt to uncover up to five
highlights for each firm:

The “{report}” contains sentences extracted from the company’s disclosure report. Your
taskis to identify highlights that best demonstrate how the company has invested in retain-
ing and advancing its low-wage and frontline workers. Return up to 5 best highlights.’

9 We provided the following additional instructions to prevent GPT from providing irrelevant highlights:
Note that the following type of highlights do not qualify as best highlights: (1) highlight that mentions
details about sales, customers, brands (e.g., loyalty programs, diversity of brand-owners) that are not rel-
evant to the company’s commitment to its low-wage and frontline workers; (2) highlight where workers are
not the sole focus; (3) highlight that mentions employee counts but does not convey the company’s commit-
ment to its low-income workers; (4) highlight that is semantically similar to other highlights.
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We then provided the following instructions for rating each of these highlights:

You are a critic evaluating the quality of {highlight} that best demonstrates company’s
commitment in retaining and advancing its low-wage and frontline workers. Your task
is to follow the guidelines below and return the quality of the highlight as the following:

Quality is “weak™ There is no policy, benefit, or impact present in the highlight. It’s
unclear that the company had to incur any cost to achieve this highlight.

Quality is “medium”™ There is a mention of a policy, benefit, or impact in the highlight,
but they are merely presented/listed without any further description or quantification.
The cost to the company of achieving this highlight is either small or totally ambiguous
given the lack of detail provided.

Quality is “strong™ There is a mention of a policy, benefit, or impact in the highlight. Con-
textual details are provided and suggest that the company has made a non-trivial invest-
ment to benefit frontline workers through career development, better benefits, or better
working conditions. If the highlight contains any form of quantification (e.g., numbers,
metrics, wages), the highlight quality is automatically stronger.

Appendix C provides additional technical details on how these prompts were designed
and a schematic on the steps that were taken to create and rate highlights. We further allowed
the rating to fall in between any of these categories (e.g., weak-medium, medium-strong).!
For validation (and to reduce the probability of hallucination), we also asked GPT to provide
its reasoning for its rating.!!

Table 4 provides an example of this highlights-based approach for a company that pro-
vided numerous high-quality highlights (Lowe’s). We draw attention to the mention of spe-
cific programs and benefits and concrete metrics to substantiate the scale and efficacy of the
company’s efforts. In contrast, weak highlights typically provide vague or abstract statements
(often accompanied by buzzwords) that reveal little tangible information about the invest-
ments that the companies have made in their frontline workers. Examples of weak highlights
include the following:

o “The company continues to grow leaders at every level throughout the organization by
creating a culture of mentoring, coaching, and leveraging on-the-job assignments for
continued development.”

10 Tn practice, we found that although GPT used this option occasionally for medium-strong, no highlights
received a weak-medium rating. This is likely because the difference between a weak and medium highlight
is much cleaner to differentiate than the difference between a medium and strong highlight.

11 'We used the following prompt to elicit GPT’s thought process: “Explain how did you approach this task.
How did you understand the term ‘best highlights’? How confident are you that you are not hallucinating
and all information is based on the provided context?” For more information about hallucination and its
effects on results, see Appendix C.
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TABLE 4

Example of Human Capital Management Frontline Highlights (Lowe’s, 2023)

Rating Highlight Text GPT’s Rationale

Strong Since 2018, Lowe’s has invested The highlight mentions a significant monetary
more than $3 billion in incremental investment of over $3 billion in incremental wages
wages and share-based and share-based compensation, which is a
compensation for frontline quantifiable commitment to the company’s front-line
associates, including the creation associates.
of new roles for associates to grow Additionally, the creation of new roles for associates
into. to grow into indicates an investment in career

development opportunities.

Strong This fiscal year, Lowe’s The highlight mentions a specific policy of
implemented $170 million in wage increases, with a quantified investment
annual wage increases, effective of $170 million in annual wage increases, which
December 2022, in addition to indicates a significant financial commitment from the
profit-sharing and discretionary company.
bonuses awarded throughout the Additionally, the mention of profit-sharing and
year. discretionary bonuses suggests a comprehensive

approach to employee compensation.

Medium  Lowe’s offers an array of health, The highlight mentions a range of policies and
welfare, and financial benefits to benefits, which shows a level of commitment to their
full-time and part-time associates, workforce.
including healthcare and insurance However, the highlight lacks specific details,
benefits, retirement plans, an quantification, or contextual information about how
employee stock purchase plan, these benefits are tailored to low-wage and frontline
paid time off, and leave programs. workers, or the extent of the company’s investment

in these benefits.

Medium  The company has implemented The highlight mentions the implementation of
workforce management tools that workforce management tools that allow for various
enable various scheduling options scheduling options, which is a policy that can
for full-time associates, fostering an lead to an improved work-life balance for full-time
improved work-life balance. associates.

However, the highlight lacks detailed contextual
information about the extent of the impact, how

the scheduling options are implemented, or any
quantifiable results such as increased retention rates
or employee satisfaction scores.

Strong Lowe’s has a focus on leadership The highlight demonstrates a clear policy or practice

development, resulting in more
than 80 percent of leadership
positions being filled internally in
the last year, with nearly 90 percent
of store leaders advancing from
hourly roles.

of promoting from within, as evidenced by the high
percentage of leadership positions filled internally
and the progression of store leaders from hourly
roles.

The quantification of over 80 percent of leadership
roles being filled internally and nearly 90 percent
of store leaders advancing from hourly positions
indicates a significant investment in employee
development and career progression.

The cost to the company is implied in the
development and maintenance of such a leadership
pipeline, which would likely involve training
programs, mentorship, and other resources.
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o “To support our growth and enhance the guest experience, we will continue to attract,
develop, and retain talent at all levels and in all functional areas.”

o “We train our store associates to provide friendly and helpful customer service, and seek
to staff our stores to deliver a positive shopping experience.”

o “We strive to have a workforce that reflects our values, supports our business growth,
and strengthens our communities.”

o “Our compensation programs are designed to align the interests of our officers and
associates with our vision, values, and objectives, as well as our business strategy.”

Appendix B provides a table that compiles all the highlights that we identified from 2023
filings. In a separate web attachment, we provide the full output from this exercise, including
each company’s highlights for every filing year since 2000, the rating assigned to each high-
light, and GPT’s rationale for assigning each of these ratings.

To quantify and summarize these findings, we assign point values to each rating. Weak
highlights received 0 points, medium highlights received 1 point, and strong highlights received
2 points.!? We aggregate point totals in Figure 6 across all 40 of our retail companies for their
2023 filings.

The immediate takeaway from the data displayed in Figure 6 is that retail companies vary
widely in how much detail they share about their investments in frontline workers. Only eight
companies scored at 5 or better (indicating an overall highlight quality of medium or better),
whereas roughly half of the companies scored 3 or less. Overall, Figure 6 indicates that most
companies cluster toward medium-quality disclosures with respect to human capital invest-
ments for frontline workers. Many companies provided almost no meaningful information
about frontline workers.

We caution that although these differences could reflect firms’ varying levels of invest-
ment in their frontline workers, they could also simply capture differences in firms’ willing-
ness to disclose their efforts. Figure 7, which plots how these aggregate scores evolved over
time, provides some preliminary insight into the role of underreporting. Pre-mandate, com-
panies clearly underreported the investments they were making in frontline workers. Average
highlight scores increased by approximately 2 points (equivalent to two medium disclosures
or one strong one) immediately following the SEC’s mandate. Average highlight scores then
drop by roughly three-quarters of a point in the following two years. This pattern suggests
that companies responded strongly in the year immediately following the mandate but may
have lessened their reporting efforts in the years following. We also note that the COVID-19
pandemic played little role in shaping these trends: fewer than 10 percent of firms in both
2020 and 2021 had highlights that mentioned the pandemic.

Figure 8 depicts how highlight scores vary by retail subsector before and after the SEC
mandate. These subsectors include auto, big box, clothing, department, discount, drugstore,
grocery, online, and specialty. Highlight scores increased substantially post-mandate for all

12 Medium-strong highlights received 1.5 points and medium-weak highlights received 0.5 points.
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FIGURE 6
Ratings of Disclosure Highlights That Pertain to Frontline Workers

Company Total score Company Total score

Kroger 10 Costco 3
Lowe's CVsS 3
Best Buy 5.5 Gap Inc. 3
American Eagle 5 Nordstrom 3
Dollar Tree 5 Wayfair 3

Five Below 5 Amazon 2.5

Walmart 5 GameStop 2.5

Williams Sonoma 5 Sherwin-Williams 25
Home Depot 4.5 Burlington 2
Rite Aid 4.5 Dollar General 2
Sprouts Farmers Market 4.5 Office Depot 2
Target 4.5 Ulta Beauty Advance 2
Walgreens 4.5 Auto Parts Bath & 1
Dillard's 4 Body Works Foot 1
Kohl’s 4 Locker 1
Lululemon 4 O'Reilly Auto Parts 1
Tractor Supply 4 Ross 1
AutoZone 3.5 TJX Companies 1
Dick’s Sporting Goods 3.5 Restoration Hardware 0
Macy's 3.5 Weis Markets 0

NOTE: This figure depicts the quality and quantity of disclosure highlights that specifically pertain to frontline retail
workers. Highlights were identified and scored by our LLM (weak, medium, strong), which we then aggregated using the
process depicted in Figure 3. Scoring was based on the number of high-quality highlights (2 points) and medium-quality
highlights (1 point). We also allowed the LLM to score highlights as medium-weak (0.5 points) and medium-strong (1.5
points). Color-coding is based on the following point scale: 5 or greater (e.g., averaging all medium highlights) = green; 3
to 4.5 = yellow; and O to 2.5 (e.g., only half of the highlights are medium) = red.

subsectors, except for auto. In recent years, big box, drugstore, and grocery stores provided the
highest-quality HCM disclosures for frontline workers. The auto subsector had high baseline
scores pre-mandate but stagnated in average score after the mandate. However, we strongly
caveat that the auto subsector is only composed of three companies and that frontline jobs
in this sector require specialized automotive knowledge, which could demand a premium
relative to other frontline retail jobs. The largest change occurred in online retail, which, pre-
mandate, was by far the least likely to disclose details on its investments in frontline workers.

We also caveat that a company’s rating on our highlights metric does not necessarily trans-
late to how they actually treat or invest in their workers. Certain companies with strong repu-
tations score poorly in Figure 6, whereas other companies with poor reputations and docu-
mented violations scored relatively well. To further examine this, we analyze the relationship
between our highlight scores and two other worker-based scorecards of retail companies. The
first is the JUST Capital scorecard, which scores companies’ treatment of workers using a vari-
ety of publicly available data. The second is the American Opportunity Index, which mea-
sures worker mobility outcomes using self-reported career sites and job postings. Figure A.1in
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FIGURE 7
Average Highlight Scores Over Time
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Appendix A plots each of these three scoring systems against each other, normalizing scores
to mean 0 and standard deviation 1 (i.e., a score of 1 indicates that a company scored 1 stan-
dard deviation higher than the mean for that scoring system). We document a low correlation
between our highlights-based scoring system and the American Opportunity Index (correla-
tion = 0.21) and the JUST Capital scorecard (correlation = 0.14). In contrast, the American
Opportunity Index and JUST Capital scorecard were highly correlated (correlation = 0.79).
Our highlights-based scoring system appears to highlight an important gap between compa-
nies that invest well in their workers and companies that disclose their practices in detail. In
the following section, we explore whether these differences potentially have consequences for
market valuations.

Do Firm Disclosures on Human Capital Investments in Low-Wage
Workers Affect Firm Valuation?

Given growing investor emphasis on CSR, we next estimate the extent to which human capi-
tal disclosures affected stock prices. Estimating these impacts is difficult. Stock prices are
notoriously noisy, and annual 10-K filings contain a large amount of information. A naive
analysis might consider the correlation between annual stock prices and the presence of spe-
cific HCM information found in 10-K filings. However, annual stock prices capture an enor-
mous amount of information that reflects company-specific developments throughout the
year, as well as frequent shifts in market conditions. The signal that specific pieces of HCM
information add to annual stock prices is likely minimal relative to the surrounding noise of
other fluctuations that occur throughout the year.

Given these issues with linking annual stock prices to HCM information disclosed in
annual filings, we instead focus on sharp changes occurring near the date of 10-K filings.
Doing so removes the influence of long-run fluctuations and increases the ratio of signal to
noise, particularly if stock prices respond quickly to new information contained in annual
tilings. Our specific approach compares stock prices one week before versus one week after a
company publishes its 10-K filing. We control for a variety of key financial updates contained
within the 10-K, eliminating these changes as potential confounders.

Figure 9 provides a hypothetical depiction of our estimation strategy. We focus our
analysis on stock prices one week before and one week after a 10-K is filed—the shaded por-
tion of the graph. We then compare average stock prices in this window before and after the
10-K is published and regress the before-and-after change in stock prices against changes in
HCM information.!® Because 10-K filings contain a variety of updates to financial metrics,
we control for changes in these metrics since the company’s most recent update, which is typ-
ically their quarterly Form 10-Q filing. The variables we focus on—often used by investors
to evaluate a company’s performance—are earnings before interest, taxes, depreciation, and

13 Because we compare stock prices before and after a firm’s 10-K filing, we implicitly are controlling for
firm-specific differences (firm fixed effects) in a way that is similar to first differences.
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FIGURE 9
Hypothetical Depiction of Estimation Strategy
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NOTE: We specifically focus on a seven-day window before and after a 10-K'is filed to mitigate the possibility of
confounding events occurring further away from the filing date. We also control for a variety of financial information
contained within the 10-K filings, so that the remaining variation in stock prices primarily captures other information
contained in the filing.

amortization (EBITDA); earnings per share; debt to assets ratio; return on average equity;
return on total capital; assets to liabilities ratio; operating and gross margin; and free cash
flow to equity ratio. We also incorporate a fixed effect for the year of filing to account for dif-
ferences in stock price volatility across years. We caveat that this empirical strategy cannot
rule out the possibility that investor responses to HCM disclosures are gradually incorpo-
rated over time, although prior research suggests that stock prices generally respond quickly
to information from annual filings.!*

We present regression estimates in Table 5. As an outcome, we use percent changes in
stock prices, which accounts for the large baseline differences in valuation documented in
Table 1. We ultimately found that among the HCM items we captured throughout this report,
the only metric that was significantly linked to stock prices was the mention of employee
tenure—although we caveat that this could also be a spurious association given the number
of hypotheses being tested in Table 5. We also found no significant effect corresponding with
an indicator for whether the company’s highlight score increased more than two points (the
mean increase in disclosure highlight quality as depicted in Figure 7). Overall, these results
suggest an interpretation that HCM disclosures currently do not have a measurable impact

14 A phenomenon known as post-earnings announcement drift—during which prices continue to adjust to
“earnings surprises” that are announced—is known to occur for quarterly filings but not for annual filings.
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TABLE 5
Regression Estimates for Human Capital Management
Disclosures and Stock Prices

Category Estimate p Value

Overall HCM reporting

Any HCM -0.006 0.461
HCM for low-wage workers 0.001 0.930
>2 point highlight score increase 0.011 0.129

Career development

Job training -0.011 0.105
Tuition -0.017 0.314
Management skills 0.001 0.869
Leadership development 0.004 0.686
Mentoring program -0.009 0.242

Wellness and safety

Mental health -0.001 0.966
Safety 0.006 0.338
Scheduling and work hours -0.013 0.188
Engagement and well-being 0.003 0.839

Hiring, retention, and promotion

New jobs -0.012 0.467
Turnover -0.001 0.850
Tenure 0.015 0.013
Promotions 0.008 0.276
Benefits
Health plan -0.001 0.895
Retirement plan 0.003 0.487
Parental leave -0.012 0.366
Minimum wage -0.003 0.877
Wage changes 0.003 0.736

Diversity, equity, inclusion

Workforce diversity 0.000 0.975
Pay equity 0.002 0.817
Union relationships -0.003 0.755
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Table 5—Continued

Category Estimate p Value

NOTE: This table presents regression estimates linking a company’s percentage
change in stock prices before and after a 10-K filing and the presence of various
HCM disclosures (time range: 2000 to 2023). Additional controls include EBITDA,
earnings per share, debt to assets ratio, assets to liability ratio, operating and gross
margin, return on total capital, return on average equity, and free cash flow to equity
ratio, as well as a fixed effect for the filing year. Standard errors were clustered at
the company level. N = 677.

on stock prices, possibly because the strength and quality of the disclosures are insufficient
to move the needle. However, we highlight that it is possible that investors are already aware
of the human capital investments disclosed in 10-K filings because companies frequently
publicize such endeavors through various mediums, including job advertisements and com-
prehensive public relations campaigns. This preexisting exposure could attenuate the impact
of new information in 10-K filings.

We provide several robustness tests in Appendix A that produce identical conclusions. In
Table A.2, we separate the overall HCM variables from the rest of the variables and run two
separate models to address potential concerns about over-specification. In Table A.3, we take
this a step further and allow each of the disclosure variables to be run in a separate model.
Both approaches appear to produce similar findings.

We draw specific attention to the fact that, although the estimate on a >2 point highlight
score increase is positive, it is not sufficiently precise enough to reach statistical significance.
However, in Figure 10, we plot how these estimates evolve as we relax the assumption of a
seven-day estimation window and allow the window to be larger—potentially allowing for
information to be incorporated into the market at a more gradual rate. Figure 10 plots a
separate regression estimate for time windows ranging from seven days to 30 days, along-
side 95 percent confidence intervals for each estimate. Figure 10 indicates that the effect is
consistently positive across all time window assumptions and that the effect becomes statis-
tically significant at the two-week mark. Tables A.4 and A.5 provide the full set of regres-
sion coefficients for both the 14-day and the 30-day windows. None of the other variables
appear to respond in this way over time. In short, we find suggestive evidence that stock
prices increase in response to large improvements in disclosure quality with respect to invest-
ments in frontline workers.

Policy Implications and Future Directions

The SEC’s decision to modernize disclosure requirements to include human capital substan-
tially changed the content of companies’ human capital disclosures. Our findings have sev-
eral important implications for future policymaking in this area, particularly as the SEC
examines future modifications to disclosure requirements.
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FIGURE 10
Evolution of Highlight Score Estimates Based on Timing Assumptions
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NOTE: This figure presents regression estimates and confidence intervals for the regression strategy depicted in
Figure 9 and estimated in Table 5, focusing on the estimate for >2 point highlight increase. We vary the window of time
around the filing date incrementally from seven days up to 30 days and track how the regression estimates change.

o Companies respond quickly to comply with the SEC’s regulations. Most companies

immediately adjusted their disclosures to comply with the SEC’s mandate. The speed of
this response suggests that future modifications to these disclosure requirements would
also be quickly adopted.

o Many important topics remain absent in disclosures, a product of the SEC’s lack of

prescriptiveness in its mandate. Such metrics as hiring, turnover, and worker tenure
were unaffected by the mandate and remain disclosed at low rates while appearing, at
least in the case of tenure, to affect stock prices. With no incentive to disclose this spe-
cific information, many firms unsurprisingly opted not to do so.

o Many companies do not currently prioritize disclosures pertaining to the human

capital of frontline workers. Although some companies placed a strong emphasis on
their investments in frontline retail workers in their disclosures, most companies—even
those with strong reputations for investing in their workers—provided little to no infor-
mation on their policies. Even though we cannot rule out the role of underreporting, our
findings suggest that many large retail companies do not actively invest in the human
capital of their frontline workers.

The mere inclusion of specific topics does not appear to affect stock prices. For now,
we do not appear to see a strong link between company stock price performance and the
inclusion of specific HCM topics (potentially aside from worker tenure). From a policy
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perspective, this suggests that the quality and content of this information is either inac-
cessible, not interpretable, or not useful to investors.

o There could be material incentive to provide high-quality disclosures. We find sug-
gestive evidence that stock prices could respond to high-quality disclosures about front-
line workers. Furthermore, many companies with track records of investing in their
workers do not appear to include high-quality disclosure of those efforts and initiatives.
This suggests a potential opportunity for these companies to benefit financially from
enhancing their disclosures.

Most recently, the SEC’s Investor Advisory Committee voted in support of further modifying
the human capital disclosure mandate in the following two ways:

» Requiring companies to report the following metrics:

The number of people employed by the issuer, broken down by whether those people are
full-time, part-time, or contingent workers;

Turnover or comparable workforce stability metrics;

The total cost of the issuer’s workforce, broken down into major components of compen-
sation; and

Workforce demographic data sufficient to allow investors to understand the company’s
efforts to access and develop new sources of talent, and to evaluate the effectiveness of
these efforts (Investor Advisory Committee, 2023, p. 2).

o Adding a narrative disclosure detailing

how the firm’s labor practices, compensation incentives, and staffing fit within the
broader firm strategy. Such a discussion would address what portion of labor costs man-
agement views as an investment and why, including how labor is allocated across areas
designed to promote firm growth (e.g., R&D [research and development]) and those
necessary to maintain current operations rather than increase sales revenue (e.g., com-
pliance) (SEC, 2023, p. 3).

Although these additional recommendations provide needed insights into a company’s
workforce, they notably do not include any explicit requirement to disclose human capital
information on low-wage and frontline workers. Therefore, while this information would
likely be helpful to investors for understanding a company’s broader workforce, investors will
still likely struggle to compare how much emphasis companies have been placing on advanc-
ing and retaining frontline workers.

The work presented in this report also lays a foundation for using recent advancements
in LLM methods to collect new and insightful data from large amounts of unstructured text
in public 10-K filings. Our preliminary research opens exciting new avenues for future work,
not least the inclusion of more companies and industries to analyze. We anticipate that these
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methods will lead to a unique and promising approach for evaluating companies’ perfor-
mance with respect to the fair and equitable treatment of workers, adding to a growing and
complementary set of existing tools for investors to use (e.g., JUST Capital and the American
Opportunity Index).
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APPENDIX A

Tables and Figures

Table A.1 provides a list of the specific GPT prompts that we used to retrieve data on each
item in Table 3.

TABLE A.1
Included Prompts

Category Question Text

Overall disclosure ¢ Does the disclosure have a specific section detailing human capital management
practices?

e Does the disclosure report any details on programs, investments, or policies that
develop the skills and human capital of frontline workers? If yes, specify.

Hiring, retention, e Does the disclosure report the number of new hires or jobs created in the
and promotion previous fiscal year? If yes, how many?

¢ Does the disclosure report statistics about employee turnover? If yes, specify.
e Does the disclosure report statistics about employee tenure? If yes, specify.

* Does the disclosure report any details about employee promotions or internal
hiring? If yes, specify.

e Does the disclosure report details on hiring for workers with a criminal
background? If yes, specify.

e Does the disclosure report details on hiring for workers who are veterans? If yes,

specify.
Career * Does the disclosure report whether the company provides job skills training
development programs for its employees? If yes, specify.

e Does the disclosure report that employees receive set-aside time to pursue
professional development activities? If yes, specify.

e Does the disclosure report whether the company offers a tuition assistance
program? If yes, specify.

e Does the disclosure report whether the company provides any programs aimed
at enhancing management skills? If yes, specify.

e Does the disclosure report whether the company offers any leadership
development programs? If yes, specify.

* Does the disclosure report whether the company provides a mentoring program
for its employees? If yes, specify.
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Table A.1—Continued

Category

Question Text

Career
development

Benefits and
compensation

Wellness and
safety

Diversity, equity,
and inclusion

Does the disclosure report whether the company offers an apprenticeship
program? If yes, specify.

Does the disclosure report whether the company runs a recognition program for
entry-level workers? If yes, specify.

Does the disclosure report on the company’s health benefits for employees? If
yes, specify.

Does the disclosure report on the company’s retirement benefits for employees?
If yes, specify.

Does the disclosure report whether the company offers subsidized child care for
its employees? If yes, specify.

Does the disclosure report whether the company offers paid parental leave? If
yes, specify.

Does the disclosure report on any wage increases that occurred during the filing
period? If yes, specify.

Does the disclosure report the minimum wage paid by the company to its
employees? If yes, what is it?

Does the disclosure report on the company’s mental health and wellness
programs for employees? If yes, specify.

Does the disclosure report on any policies or initiatives to address long or
unstable work hours? If yes, specify.

Does the disclosure report on employee engagement or wellbeing? If yes,
specify.

Does the disclosure mention policies or data on employee safety? If yes, specify.

Does the disclosure describe efforts to increase the diversity of its workforce? If
yes, specify.

Does the disclosure report on gender pay equity within the company? If yes,
specify.

Does the disclosure report on the company’s relations with labor unions or its
stance towards unionized labor? If yes, specify.

NOTE: This table presents the exact list of prompts used to generate the topic-specific outputs presented in Figures 4 and 5.
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In Table A.2, we separate the overall HCM variables from the rest of the variables and run
two separate models to address potential concerns about over-specification.

TABLE A.2
Stock Price Impacts, Separating Overall HCM from Other
Variables
Category Estimate p Value
Overall HCM reporting
Any HCM -0.007 0.372
HCM for low-wage workers -0.002 0.749
>2 point highlight score increase 0.008 0.238
Career development
Job training -0.009 0.145
Tuition -0.010 0.460
Management skills 0.001 0.851
Leadership development 0.004 0.578
Mentoring program -0.010 0.160
Wellness and safety
Mental health -0.002 0.911
Safety 0.005 0.380
Scheduling and work hours -0.016 0.061
Engagement and well-being 0.003 0.842
Hiring, retention, and promotion
New jobs -0.008 0.485
Turnover 0.000 0.969
Tenure 0.014 0.008
Promotions 0.004 0.447
Benefits
Health plan 0.001 0.839
Retirement plan 0.003 0.439
Parental leave -0.009 0.373
Minimum wage -0.006 0.629
Wage changes 0.003 0.758
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Table A.2—Continued

Category Estimate p Value

Diversity, equity, inclusion

Workforce diversity -0.008 0.619
Pay equity 0.002 0.700
Union relationships -0.001 0.928

NOTE: This table presents the results from Table 5 by running two models: one separately
for overall HCM variables and one for the other variables in the table.

In Table A.3, we take approach a step further and allow each of the disclosure variables to
be run in a separate model.

TABLE A.3
Stock Price Impacts, Separate Regressions

Category Estimate p Value

Overall HCM reporting

Any HCM -0.004 0.548
HCM for low-wage workers 0.000 0.967
>2 point highlight score increase 0.008 0.259
Job Training -0.009 0.160
Tuition —-0.009 0.513
Management skills 0.001 0.686
Leadership development 0.001 0.813
Mentoring program -0.009 0.187
Mental Health -0.002 0.913
Safety 0.006 0.292
Scheduling and work hours -0.011 0.263
Engagement and well-being 0.003 0.819

Hiring, retention, and promotion

New jobs -0.007 0.500
Turnover -0.001 0.821
Tenure 0.014 0.000
Promotions 0.006 0.308
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Table A.3—Continued

Category Estimate p Value
Benefits
Health plan 0.002 0.748
Retirement plan 0.003 0.411
Parental leave -0.006 0.494
Minimum wage -0.005 0.663
Wage changes 0.001 0.949

Diversity, equity, inclusion

Workforce diversity -0.010 0.526
Pay equity 0.000 0.991
Union relationships 0.001 0.897

NOTE: This table presents estimates from Table 5 by running separate regressions for
each of the variables in the table. Each regression takes the form of Stock Price = X
Variable + Controls, where X represents one of the variables in the table and Controls
includes the full set of financial control variables.

Tables A.4 and A.5 provide the full set of regression coefficients for both the 14-day and
the 30-day stock price windows.

TABLE A.4
Stock Price Impacts Using a 14-Day Window

Category Estimate p Value

Overall HCM reporting

Any HCM -0.021 0.112
HCM for low-wage workers 0.001 0.902
>2 point highlight score increase 0.017 0.038

Career development

Job training -0.010 0.181
Tuition -0.031 0.211
Management skills -0.005 0.544
Leadership development 0.002 0.801
Mentoring program -0.018 0.101
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Table A.4—Continued

Category Estimate p Value

Wellness and safety

Mental health 0.006 0.799
Safety 0.011 0.148
Scheduling and work hours -0.014 0.185
Engagement and well-being 0.004 0.839

Hiring, retention, and promotion

New jobs -0.009 0.527
Turnover 0.000 0.967
Tenure 0.017 0.051
Promotions 0.009 0.304
Benefits
Health plan 0.005 0.596
Retirement plan 0.005 0.312
Parental leave -0.026 0.173
Minimum wage -0.013 0.425
Wage changes 0.000 0.975

Diversity, equity, inclusion

Workforce diversity -0.003 0.889
Pay equity -0.006 0.667
Union relationships -0.006 0.656

NOTE: This table presents regression estimates from Table 5, replacing the seven-day
window strategy with a 14-day window.

TABLE A.5
Stock Price Impacts Using a 30-Day Window

Category Estimate p Value

Overall HCM reporting

Any HCM -0.022 0.243
HCM for low-wage workers -0.006 0.633
>2 point highlight score increase 0.028 0.022
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Table A.5—Continued

Category Estimate p Value
Career development
Job training 0.003 0.765
Tuition -0.024 0.250
Management skills -0.004 0.779
Leadership development -0.007 0.642
Mentoring program -0.042 0.043
Wellness and safety
Mental health 0.010 0.683
Safety 0.015 0.204
Scheduling and work hours -0.014 0.423
Engagement and well-being 0.009 0.744
Hiring, retention, and promotion
New jobs -0.022 0.076
Turnover -0.007 0.480
Tenure 0.016 0.205
Promotions 0.009 0.494
Benefits
Health plan 0.008 0.508
Retirement plan 0.008 0.287
Parental leave -0.046 0.094
Minimum wage 0.003 0.912
Wage changes 0.005 0.724
Diversity, equity, inclusion
Workforce diversity 0.001 0.959
Pay equity -0.014 0.441
Union relationships -0.009 0.562

NOTE: This table presents regression estimates from Table 5, replacing the seven-day

window strategy with a 30-day window.
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Figure A.1 plots each of three scoring systems (RAND highlights, the JUST Capital score-
card, and the American Opportunity Index), normalizing scores to mean 0 and standard
deviation 1 (i.e., a score of I indicates that a company scored 1 standard deviation higher than
the mean for that scoring system).

FIGURE A.1
Correlation Between RAND Highlights, American Opportunity Index, and JUST
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NOTE: Each score has been normalized to a z-score (mean 0 and standard deviation to ensure that each scoring
system can be compared in similar units (standard deviations relative to the mean). For example, a score of 1 represents
that a company scored 1 standard deviation above the mean for that particular scoring system.
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APPENDIX B

Frontline Human Capital Management
Highlights
Table B.1 compiles all the highlights that our LLM identified and rated from companies’ 2023

filings. Ratings were determined by using the methodology outlined in the subsection “Iden-
tifying Frontline Human Capital Highlights.”

TABLE B.1
Complete Compilation of Human Capital Highlight Text and Ratings

Company Rating Highlight Text
Advance Auto Weak We believe our people are our best asset, and we have adopted
Parts six cultural beliefs to help us foster a culture that fully engages our

team members with our business.

Advance Auto Weak Our cultural belief of “Grow Talent” highlights the importance to us

Parts of developing our team members in their careers, and we seek to
not only recruit the best talent but also to retain and promote the
best talent.

Advance Auto Weak Through another cultural belief, “Champion Inclusion,” we seek

Parts to fully leverage the ideas and talents of all our team members in

caring for our customers and each other.

Advance Auto Medium We encourage our team members to speak up and promote their
Parts engagement through a variety of programs and networks within
our organization.

Advance Auto Weak Our ability to attract, develop, and retain an adequate number of

Parts qualified team members depends on factors such as employee
morale, our reputation, competition from other employers, the
availability of qualified personnel, our ability to offer competitive
compensation and benefits packages, and our ability to maintain a
safe working environment.

Amazon Weak As we strive to be Earth’s best employer, we focus on investment

and innovation, inclusion and diversity, safety, and engagement to
hire and develop the best talent.
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Table B.1—Continued

Company

Rating

Highlight Text

Amazon

Amazon

Amazon

Amazon

American Eagle

American Eagle

American Eagle

American Eagle

American Eagle

AutoZone

AutoZone

AutoZone

AutoZone

AutoZone

Medium-Strong

Medium

Weak

Weak

Medium

Medium

Medium

Medium

Medium

Medium

Weak

Weak

Medium

Medium-Strong

We rely on numerous and evolving initiatives to implement these
objectives and invent mechanisms for talent development,
including competitive pay and benefits, flexible work
arrangements, and skills training and educational programs
such as Amazon Career Choice (funded education for hourly
employees) and the Amazon Technical Academy (software
development engineer training).

Over 100,000 Amazon employees around the world have
participated in Career Choice.

We also continue to inspect and refine the mechanisms we use
to hire, develop, evaluate, and retain our employees, to promote
equity for all candidates and employees.

Our safety team is dedicated to using the science of safety
to solve complex problems and establish new industry best
practices.

Consistent talent reviews, performance evaluations, equitable pay
practices, and succession planning have contributed to a full-time
voluntary and mutual turnover rate of approximately 28 percent for
fiscal 2022, which is consistent with the retail peer group.

Associate development is supported through numerous programs,
including AEO Academy, an online training platform that provides
eligible associates with continuous learning opportunities.

Our focus on associate development led to a full-time promotion
rate of approximately 26 percent for fiscal 2022.

Our compensation programs are designed to attract and
retain highly skilled, performance-oriented associates, and
include competitive base pay rates, incentive bonuses, and
comprehensive health and holistic well-being programs.

Full-time associates have access to a variety of medical, dental,
and vision plan offerings from their hire/rehire or promotion date,
as well as enhanced benefits such as telehealth visits, behavioral
health programs, and support for chronic conditions.

We focus heavily on retention by offering competitive
compensation and benefits packages.

Extensive training and development opportunities.

Leveraging our business resource groups to support AutoZoners
across the organization contributes their voices, time, and talent
to helping other AutoZoners succeed in their careers.

We also invest in advanced leadership training in order to deepen
our bench strength and support succession planning.

We provide on-the-job training as well as formal training
programs, including an annual national sales meeting with related
cascading meetings at our distribution centers, regional offices,
and stores.
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Bath & Body Weak We work to make a difference in our communities and foster a

Works safe, welcoming, inclusive, and empowering workplace for our
thousands of associates.

Bath & Body Weak In commitment to equitable and competitive wages, we are

Works committed to equal opportunity and treatment for all associates,
which includes equal career advancement opportunities and
equitable and competitive wages.

Bath & Body Weak Our compensation programs are designed to link annual changes

Works in compensation to overall company performance, as well as to
each individual’s contribution to the results achieved.

Bath & Body Medium Committed to providing quality benefits, we offer competitive,

Works performance-based compensation, company-matched savings
and retirement plans, and flexible and affordable health, wellness,
and lifestyle benefits.

Bath & Body Weak In associate engagement and development, we are committed to

Works investing in all our associates.

Best Buy Medium Expanded our leadership development program to include all field
and corporate leaders and directors across the enterprise, with
a focus on adaptability, the ability to work effectively with others,
and creating a culture of belonging.

Best Buy Medium Launched a program with an artificial intelligence platform to
proactively plan for future workforce roles, creating new learning
and career paths.

Best Buy Medium Provided LinkedIn Learning to full-time employees for continuous
learning in leadership and functional skills.

Best Buy Medium Created a new onboarding training program for all new employees
to create a consistent experience that starts their unique learning
path, specific to their job.

Best Buy Medium-Strong Elevated caregiver support for employees with a focus on
disabilities and neurodivergence through a partnership with
Joshin, and continued focus on caregiver support benefits
through the Wellthy program.

Burlington Weak We have empowered our store teams to provide an outstanding
customer experience for every customer in every store, every day.

Burlington Weak We have streamlined processes and will continue to strive to
create opportunities for fast and friendly customer interactions.

Burlington Weak Our goal is to create a welcoming, diverse, and inclusive
environment where our associates can build a career for life.

Burlington Medium We support our associates’ career growth by offering a blended
learning approach that includes online education, on-the-job
training, coaching, and career development.

Burlington Medium Through this process, we have increased the wages of our hourly

associates every year since 2010.
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Costco Weak The code of ethics requires taking care of employees, which is
fundamental to the obligation to take care of members, aiming to
provide not just employment but careers.

Costco Weak Competitive compensation and benefits are provided for those
working in membership warehouses and distribution channels.

Costco Medium There is a commitment to promoting from within, with a target
ratio of at least 50 percent of the employee base being full-time
employees and approximately 90 percent for those with at least
one year of tenure.

Costco Medium Over 7,800 hourly employees completed the 6-week
Supervisor-in-Training program in 2023, demonstrating an
investment in developing future leaders.

Costco Medium In 2023, Costco increased the top of the wage scales by 85 cents
per hour and raised the starting wage to at least $18 to ensure
competitive wages.

CVs Medium Increased the company’s minimum hourly wage to $15, with
additional increases beyond the $15.

CVS Medium Awarded incremental bonuses to select colleague groups in
recognition of their contributions during the COVID-19 pandemic.

CVsS Medium Significant bonuses were given to pharmacists and distribution
center colleagues.

Dick’s Sporting Medium We provide our teammates with robust training to increase

Goods knowledge about our products, which builds confidence for our
athletes through the power of our opinion and expertise.

Dick’s Sporting Medium We are committed to creating a great place to work for our

Goods

Dick’s Sporting
Goods

Dick’s Sporting
Goods

Dick’s Sporting
Goods

Dillard’s

Medium-Strong

Weak

Weak

Medium

teammates through competitive wages and benefits, promoting
teammate safety, health, and well-being, providing learning and
career development opportunities, and promoting diversity,
equity, and inclusion.

Our benefits include, but are not limited to, medical, dental, vision,
disability, and life insurance; flexible paid time off programs
covering parental and family leave; hybrid work arrangements;
and a company-matched retirement savings 401(k) plan that vests
immediately and is open to all teammates.

We are committed to equal pay for equal work, independent of
gender and race, when establishing and maintaining wages.

We empower our teammates to develop their careers and provide
the tools that are necessary for them to reach their personal and
professional goals.

We focus on attracting and retaining excellent associates at the

store level by providing compensation and benefits packages that
are competitive within the applicable market.
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Dillard’s

Dillard’s

Dillard’s

Dillard’s

Dollar General

Dollar General

Dollar General

Dollar General

Dollar General

Dollar Tree

Dollar Tree

Dollar Tree

Medium

Medium

Weak

Medium

Weak

Medium

Weak

Weak

Medium

Weak

Medium

Medium

The company develops talent by investing in both formalized
classroom training, specialized training for our sales management
team, ongoing mentorship programs, and on-the-job experience.

We seek to create an engaged workforce through open-door
policies and promotion opportunities.

The company’s philosophy is to develop talent and promote from
within our organization, thus providing a better customer service
model due to a deeper understanding of the overall business and
our customers’ expectations.

As of December 24, 2022, approximately 72 percent of the
salaried managers at our stores were promoted from hourly store
positions.

A foundational element in how we operate is exemplified in our
fourth operating priority: investing in our diverse teams through
development, empowerment, and inclusion.

Based on our talent philosophy of attracting, developing, and
retaining, we have helped millions of individuals start and progress
in their careers, providing employees with numerous opportunities
to gain new skills and develop their talents, supported by our
award-winning training and development programs.

We seek to provide market-competitive compensation and
benefits packages that attract talent to the organization, and then
retain and incentivize employees for performance.

Many of our entry-level store employees are paid at rates in line
with the applicable state minimum wage; consequently, in certain
situations, increases to such wage rates have increased our labor
costs.

In 2023, we plan to make an investment of approximately
$100 million to further enhance our store standards and
compliance efforts, as well as the customer and associate
experience in our stores, primarily through incremental labor
hours.

Our goal is to provide a working environment that is welcoming
and inclusive, offers competitive pay and benefits, supports
the growth and development of our associates, and affirms our
corporate values and mission.

We are committed to providing market-competitive pay for all
positions, and we are a pay-for-performance organization offering
performance-based compensation opportunities at nearly all
levels of the organization, including certain hourly paid positions.

Eligible associates can participate in our retirement savings plan,
which provides a dollar-for-dollar match on the first 5 percent of

employee contributions, and all associates can participate in our
employee stock purchase plan.
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Dollar Tree

Dollar Tree

Five Below

Five Below

Five Below

Five Below

Five Below

Foot Locker

Foot Locker

Foot Locker

Foot Locker

Foot Locker

GameStop

Medium-Strong

Medium-Strong

Medium

Medium

Medium

Medium

Medium

Weak

Weak

Weak

Weak

Medium

Weak

We have a program that provides financial support to associates
recovering from natural disasters and personal hardships, as well
as a scholarship program for associates’ children pursuing higher
education.

To support the growth and development of our associates, we
provide a multitude of professional and leadership development
experiences, including online and instructor-led trainings, tuition
reimbursement for graduate, undergraduate, GED, and English as
a Second Language classes, and discounted tuition at over 200
colleges and universities for our associates and their families.

Store managers participate in a rewarding bonus incentive
program.

We also recognize individual performance through internal
promotions and provide extensive opportunities for advancement.

We have well-established store operating policies and procedures,
and an in-store training program for new store managers,
assistant managers, and store associates.

We provide competitive pay and significant career growth
opportunities, all within a culture that values diverse viewpoints
and contributions at every level.

Retention of our talented crew is an important focus for us.
We therefore monitor crew turnover, particularly at the store
management level, and employ various strategies to strive to
improve our turnover rate.

We drive a sense of community in local markets through our
newly launched “House of Play” community store concept, which
connects with kids, parents, and caregivers through the power of
play, offering experiences and products that celebrate the wonder
and fun of childhood.

We believe the strength of our workforce is a significant
contributor to our success as a global brand that leads with
purpose.

We seek to be a great place to work by cultivating and celebrating
a culture that promotes diversity, inclusion, and belonging (DIBs).

Our people strategy includes actions surrounding uniting our
communities of talent around the world to achieve focus and drive
results as a more agile and dynamic organization.

We provide career growth and professional development through
formal learning and on-the-job experiences to advance our team
members’ capabilities, confidence, and contributions.

We are committed to providing our associates with opportunities
to develop and grow their careers.
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GameStop

GameStop

GameStop

GameStop

Gap Inc.

Gap Inc.

Gap Inc.

Gap Inc.

Gap Inc.

Home Depot

Home Depot

Home Depot

Home Depot

Medium

Weak

Weak

Medium-Strong

Medium

Medium

Weak

Weak

Medium

Weak

Medium

Medium

Medium

We offer learning opportunities through our training programs
and high-potential talent development programs, as well as
educational assistance programs.

We advocate actively working to build understanding and
collaboration across functions.

We have designed our compensation and benefits programs to
meet the unique needs of employees in our various business
segments.

Through our Gamer Fund Employee Assistance Program, an
employee-sponsored 501(c)(3) organization, we have provided
temporary assistance to more than 3,900 GameStop associates
who have experienced unforeseen emergencies or hardships, and
more than $750,000 in scholarships.

We understand the importance of human capital and prioritize
building talent, diversity, and inclusion, ensuring pay equity,
gathering and acting on employee feedback, and supporting the
health, wellness, and safety of our employees, customers, and
communities.

We invest in our employees through accessible resources
and structured training programs that offer opportunities for
development.

We offer our employees extensive programs and resource groups
that foster diversity and inclusion.

Since 2014, we have conducted annual reviews of our pay data by
gender, and in 2020, we began using an external firm to assess
our pay data by race for all U.S. employees.

Our store and distribution center employees are trained in

safe work practices and learn procedural knowledge through
on-the-job training programs that are aligned with industry and
occupational safety health standards.

We are committed to maintaining a safe shopping and working
environment for our customers and associates.

We empower trained EHS [environmental, safety, and health]
associates to evaluate, develop, implement, and enforce policies,
processes, and programs on a company-wide basis.

This includes investing in competitive wages and benefits, while
also providing the culture, tools, training, and development
opportunities that make working at The Home Depot an enjoyable
and rewarding experience.

We transitioned from the enhanced pay and benefits we
provided for our associates in fiscal 2020 to alleviate some of the
challenges presented by the COVID-19 pandemic, to permanent
compensation enhancements for our frontline hourly associates,
which we have continued to make since fiscal 2020.
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Home Depot

Kohl’s

Kohl’s

Kohl’s

Kohl’s

Kohl’s

Kroger

Kroger

Kroger

Kroger

Kroger

Lowe’s

Lowe’s

Medium-Strong Our associates can take advantage of a range of benefits,

Medium

Medium

Weak

Medium

Medium

Strong

Strong

Strong

Strong

Strong

Strong

Strong

including healthcare and wellness programs, vacation and leave
of absence benefits, parental leave, paid sick and personal time
off, 401(k) match, our ESPPs [employee stock purchase plans],
personal finance education and advisory services, assistance
programs to help with managing personal and work-life
challenges, family support programs, and educational assistance.

To maintain a healthy workforce, we uphold an advocacy
program that provides associates with 24/7 access to medical
professionals following a work-related accident.

Associates at our stores, distribution centers, and fulfillment
centers receive specialized training to enhance our safety culture
and reduce associate accidents.

We strive to be purposeful in attracting, growing, and engaging
more diverse talent, while giving associates equitable
opportunities for career growth.

We empower our associates’ work-life balance by giving them
access to a full range of professional resources.

From initial onboarding to high-potential leadership development,
we believe in training and career growth for our associates.

In 2023, Kroger expects to spend approximately $175 million on
training associates through onboarding, leadership development
programs, and programs designed to upskill associates across
the company.

Kroger offers a tuition reimbursement benefit, which provides up
to $3,500 annually and $21,000 over the course of employment,
toward continuing education.

Approximately 5,000 associates, 90 percent of whom are hourly,
have taken advantage of the tuition reimbursement program in
2022.

During 2022, Kroger raised its average hourly rate by more than
6 percent, with the average hourly rate now more than $18, and
more than $23 when comprehensive benefits are included.

Kroger is committed to sustainably increasing associate wages
and plans to invest more than $770 million in associates in 2023,
including expanding industry-leading benefits such as continuing
education, training and development, health, and wellness.

Since 2018, Lowe’s has invested more than $3 billion in
incremental wages and share-based compensation for frontline
associates, including the creation of new roles for associates to
grow into.

This fiscal year, Lowe’s implemented $170 million in annual wage

increases, effective December 2022, in addition to profit-sharing
and discretionary bonuses awarded throughout the year.
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Lowe’s

Lowe’s

Lowe’s

Lululemon

Lululemon

Lululemon

Lululemon

Lululemon

Macy’s

Macy’s

Macy’s

Macy’s

Medium

Medium

Strong

Weak

Medium

Weak

Medium

Strong

Weak

Weak

Weak

Medium-Strong

Lowe’s offers an array of health, welfare, and financial benefits

to full-time and part-time associates, including healthcare and
insurance benefits, retirement plans, an employee stock purchase
plan, paid time off, and leave programs.

The company has implemented workforce management tools
that enable various scheduling options for full-time associates,
fostering an improved work-life balance.

Lowe’s has a focus on leadership development, resulting in more
than 80 percent of leadership positions being filled internally in the
last year, with nearly 90 percent of store leaders advancing from
hourly roles.

We seek to maintain 100 percent gender pay equity within our
entire global employee population, meaning equal pay for equal
work across genders by geography.

We offer all employees IDEA education, training, and guided
conversations on a variety of topics, including anti-racism,
anti-discrimination, and inclusive leadership behaviors.

We have established People Networks, which are employee
resource groups that represent employees with marginalized and
historically underrepresented identities.

Our current offerings support our goal of becoming the number
one place where people come to develop and grow as inclusive
leaders. These offerings include, among other things, competitive
compensation, which rewards exceptional performance, and the
“Fund Your Future” program for eligible employees, which offers
partial contribution matches to a pension plan and an employee
share purchase plan.

The Parenthood Program is a gender-neutral benefit that provides
all eligible employees with up to six months of paid leave.

The company included a diversity goal as part of its annual
incentive program to increase data accuracy and better
understand the diverse dimensions of our colleagues.

The company plans to build a framework to capture DEI
[diversity, equity, and inclusion]-related dimensions beyond what
is self-identified at the time of hire, to advance the company’s
benefits offerings and colleague engagement efforts.

The company has achieved a score of 100 every year since 2015
on the Human Rights Campaign Foundation’s Corporate Equality
Index, earning the designation as a Best Place to Work for LGBTQ
[lesbian, gay, bisexual, transgender, and queer] Equality.

The company launched a multi-year career development initiative,
including the launch of Career Hub, a two-week virtual career
expo, and people leader support with learning plans focused on
career coaching and development.
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Macy’s

Nordstrom

Nordstrom

Nordstrom

Nordstrom

Nordstrom

O’Reilly Auto Parts

O’Reilly Auto Parts

O’Reilly Auto Parts

O’Reilly Auto Parts

Strong

Weak

Medium

Medium

Weak

Medium

Weak

Weak

Weak

Weak

The company enhanced strategic investments in colleagues by
providing free education and increasing the minimum wage to $15
per hour.

As we strive to attract and retain the best talent in the industry,
we are committed to cultivating a workplace culture where our
employees feel included, supported, and confident in bringing
their full selves to work.

We continue to offer a variety of mental, emotional, and physical
wellness resources to support our employees, including digital
mental health support and free counseling services through our
Employee Assistance Programs.

We seek to listen to and learn from employees across our
organization by cultivating an open-door policy, conducting
regular listening sessions, and utilizing our annual ‘Voice of the
Employee’ survey.

We are committed to creating a culture where employees feel as if
they can bring their whole selves to work and achieve their career
goals through ongoing growth and development opportunities,
and fair and transparent performance management and promotion
processes.

To support our goals of retaining and attracting talented
employees, we review our benefits and compensation approach
annually. The benefits we offer include a range of benefits to all
employees upon meeting eligibility requirements, including health
care, wellness programs, financial and retirement plans, and time
away.

For 66 years, our tradition has been to treat all of our team
members with honesty and respect, and to commit significant
resources to instill in them our ‘Live Green’ culture, which
emphasizes the importance of each team member’s contribution
to the success of O'Reilly.

We are committed to providing a work environment that allows
team members to feel highly valued and to be productive and
effective in their jobs by maintaining an inclusive environment and
a healthy work-life balance, which we believe increases employee
engagement.

Our ongoing emphasis on diversity and inclusion, including our
policies, recruitment and selection procedures, onboarding
processes, and training efforts, positively builds upon our
successful ‘promote from within’ philosophy and growth
strategies.

Talent acquisition, retention, and training: Our company

understands the value of a tenured team, which is why our
philosophy is to promote from within first.
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O’Reilly Auto Parts Medium We provide financial incentives to all store team members through
various incentive compensation programs. Store team members
have the opportunity to earn incentive pay that increases their
base hourly wage, consistent with their individual performance or
the performance of their store.

Office Depot Weak Our key human capital management objectives are to attract,
retain, and develop talent to drive our strategy for long-term
success.

Office Depot Weak The Compensation and Talent Committee is responsible for
overseeing and providing perspective on our strategies and
policies, including with respect to diversity and inclusion, pay
equity, recruiting, retention, training and development, and
workplace environment and safety, consistent with our culture,
objectives, and strategy.

Office Depot Weak We believe in maintaining a supportive and inclusive culture that
values everyone’s talents, life experiences, and backgrounds.

Office Depot Medium We have demonstrated a history of investing in our workforce
through comprehensive and competitive compensation and
benefits, and a focus on employee health and well-being.

Office Depot Medium As federal or state minimum wage rates increase, we may need to
increase not only the wage rates of our minimum wage employees
but also the wages paid to our other employees as well.

Petco Medium In 2022, we announced that every non-trainee partner at Petco will
be paid a base wage of at least $15 an hour.

Petco Medium-Strong This change, along with other adjustments, resulted in an average
wage increase of approximately 15 percent for our pet care center
partners.

Petco Medium In fiscal 2022, we are proud to have provided more than 400,000
hours of training across our pet care center partners.

Petco Medium Nearly 50 percent of open General Manager and District General
Manager positions were filled with internal promotions.

Restoration Weak Our success and future growth depend largely upon the continued

Hardware service of our leadership team, as well as our talented associates
across all parts of our organization.

Restoration Weak Our business success also depends on our ability to attract, hire,

Hardware and retain qualified individuals.

Restoration Weak We endeavor to reward individual and team contributions

Hardware demonstrated by the delivery of long-term, sustainable results.

Restoration Weak Our compensation programs are designed to align the interests of

Hardware

our officers and associates with our vision, values, and objectives,
as well as our business strategy.
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Restoration Weak
Hardware

Rite Aid Weak

Rite Aid Medium

Rite Aid Medium

Rite Aid Medium

Rite Aid Medium-Strong

Ross Weak

Ross Weak

Ross Weak

Ross Weak

Ross Medium

Sherwin-Williams Weak

Sherwin-Williams Weak

We strongly believe our performance is enhanced by a workforce
composed of individuals with diverse backgrounds, skills, and
experiences that align with the needs of our business, culture, and
values.

Throughout the COVID-19 pandemic, our pharmacists have been
on the front lines of testing and vaccinating, and we have made
great strides in changing perceptions of pharmacists as providers
whose reach extends well beyond filling prescriptions.

We also provided enhanced benefits to our associates and
expanded resources to assist associates with the stress caused
by the COVID-19 pandemic.

To achieve growth and transformation, we prioritize investing in
our associates by providing professional growth opportunities,
caring for their well-being and families, promoting diversity and
inclusivity, and encouraging them to be ambassadors of whole
health in their communities.

We strive to foster a high-performance culture that prioritizes
talent development, offering comprehensive programs that cover
essential skills such as leadership, safety, compliance, and more,
all of which are critical to running our business effectively.

Furthermore, we offer loan repayment assistance for pharmacy
graduate interns, as well as an accredited pharmacy technician
certification program.

Our associates play essential roles not only in delivering great
value to our customers but also in evolving and strengthening the
culture at Ross.

We strive to have a workforce that reflects our values, supports
our business growth, and strengthens our communities.

We recognize and appreciate the importance of attracting,
retaining, and developing our associates, and we have a number
of key programs to do so.

We provide training opportunities to help associates grow and
build their careers.

We support associates interested in leadership roles by offering
opportunities to gain experience and build the skills necessary to
advance within the company.

We have developed key strategies, objectives, and measures as
part of the overall management of our business that support our
global workforce and enable us to attract, retain, develop, and
progress top talent in a competitive labor market.

These strategies, objectives, and measures are advanced through
programs, policies, and initiatives focused on inclusion, diversity,
and equity (IDE), talent acquisition, and employee engagement.
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Sherwin-Williams Weak We also continued our focus on driving allyship and empathy
through conscious inclusion training across our global workforce.

Sherwin-Williams Medium During 2022, we continued to enhance the benefits we provide

Sherwin-Williams

Sprouts Farmers
Market

Sprouts Farmers
Market

Sprouts Farmers
Market

Sprouts Farmers
Market

Sprouts Farmers
Market

Target

Target

Target

Target

Target

TJX Companies

Medium-Strong

Medium

Weak

Medium

Medium

Medium-Strong

Weak

Weak

Medium

Medium-Strong

Strong

Weak

to our employees, including extending our Employee Assistance
Program to our global workforce.

We have rewarded our employees’ resilience and hard work, and
made changes in our business to encourage retention, including
through wage increases, reduced store hours, and enhanced
employee benefits.

We have prioritized making investments in training and
development that we believe enhance our team members’
knowledge, particularly with respect to our expanded and evolving
product offerings, so our team members can continue to engage
and assist our customers.

We engaged in leadership development sessions across the
organization, with a focus on behaviors aligned to our values.

We offer comprehensive, relevant, and market-competitive
benefits to all eligible team members. We offer a variety of medical
benefit plans to allow team members the ability to choose the best
plan for them and their families.

All hourly team members are eligible for semi-annual reviews and
merit increases.

Our store team members completed over 674,000 hours of
in-store training in 2022.

We invest in our team, our most important asset, by giving them
opportunities to grow professionally, take care of themselves,
each other, and their families, and to make a difference for our
guests and our communities.

We offer a compelling work environment with meaningful
experiences, abundant growth, and career development
opportunities.

Our compensation packages include a starting wage range of $15
to $24 per hour for U.S. hourly team members in our stores and
supply chain facilities.

We provide a 401(k) plan with dollar-for-dollar matching
contributions up to five percent of eligible earnings, paid vacation
and holidays, family leave, and health insurance benefits,
including free virtual healthcare visits.

We support our team members with debt-free education
assistance, tuition reimbursement, free mental health services,
and an annual short-term incentive program.

We train our store associates to provide friendly and helpful

customer service, and seek to staff our stores to deliver a positive
shopping experience.
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TJX Companies

TJX Companies

TJX Companies

TJX Companies

Tractor Supply

Tractor Supply

Tractor Supply

Tractor Supply

Tractor Supply

Ulta Beauty

Ulta Beauty

Weak

Weak

Weak

Medium

Weak

Medium

Medium

Medium

Medium

Weak

Weak

We offer positions at a variety of levels in our stores, distribution
and fulfillment centers, and offices, as well as many opportunities
for associates to grow and advance.

We believe our associates are key to our business success, and
we have remained committed to prioritizing the health and safety
of our associates.

We work to foster a strong, supportive, and inclusive culture so
that associates at TUX feel welcome in the company, valued for
their contributions, and engaged with our business mission.

Our culture prioritizes associate development and advancement
within our organization, and we have many associates in
managerial positions who have been with the company for more
than 10 years.

We are committed to a continuous improvement program to
drive change throughout our organization. We have implemented
several continuous improvement projects with team members
across our business to evaluate key operations and implement
process changes.

Eligible team members can participate in one of our various bonus
incentive programs, which provide the opportunity to receive
additional compensation based on individual, team, and/or
company performance.

In addition to bonus incentive programs, we provide our eligible
team members with the opportunity to participate in an employee
stock purchase plan, a 401(k) retirement savings plan, and health
insurance, for which we share a significant portion of the cost of
premiums.

We additionally provide our eligible team members with paid time
off and a six-week parental leave policy for new parents.

Our training programs include a thorough onboarding process

to prepare new team members for their new role, productive
workplace environment training intended to educate team
members on company policies and procedures covering topics
such as harassment, discrimination, and retaliation, and diversity,
equity, and inclusion training, which is intended to advance a
diverse and inclusive culture built on one of our core values of
respect, in order to foster different perspectives, ideas, and
innovative thinking.

To support our growth and enhance the guest experience, we will
continue to attract, develop, and retain talent at all levels and in all
functional areas.

We employ highly skilled, licensed professional stylists

and estheticians who offer services as well as educational
experiences, including consultations, styling lessons,
makeup applications, skincare regimens, and at-home care
recommendations.
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Ulta Beauty

Ulta Beauty

Ulta Beauty

Medium

Weak

Medium

Victoria’s Secret Weak

Victoria’s Secret Medium

Victoria’s Secret Weak

Victoria’s Secret Weak

Victoria’s Secret Medium-Strong

Walgreens

Walgreens

Walgreens

Walgreens

Walgreens

Weak

Medium

Medium

Medium

Medium-Strong

Our Services District Educators and Brand Partner Education
classes create a comprehensive educational program for
approximately 6,800 Ulta Beauty salon professionals.

We are committed to continually developing our associates and
providing career advancement opportunities.

Health care coverage is offered to those who work more than

30 hours a week in any position. Coverage extends to eligible
dependents, including spouses, domestic partners, and children
under the age of 26.

We are investing in our people through field talent and leadership
development to optimize the customer experience.

Our in-store sales force is also highly knowledgeable, and we have
regular in-store training to promote positive customer interactions
through helpful and informed store associates.

We are committed to retaining more diverse associates,
increasing diversity within our workforce, and enabling the growth
and advancement of all our talent.

We offer a variety of enrichment experiences for those joining us
as interns, new graduates, in mid-career, or as a capstone to a
career.

We also recently extended our worldwide Employee Assistance
Program for all associates and anyone in their household to
support mental health well-being.

The company is committed to attracting, developing, and retaining
employees to deliver the highest levels of service to our customers
and patients, supporting the personal health and well-being of
employees, and investing in talent development and employee
engagement.

The company offers a comprehensive range of benefits to full- and
part-time employees, including healthcare coverage, insurance
benefits, access to a digital well-being program, and an employee
assistance program.

The company provides benefits such as paid time off,
defined-contribution plans, paid maternity and paternity leave,
family forming, and a stock purchase plan.

The company has a talent management process that is designed
to identify and assess talent across the organization and to
provide equal and consistent opportunities for employees to
develop their skills.

Training and development programs provide employees with the
support they need to perform in their current roles, while planning
and preparing for future opportunities. This includes Walgreens
University and an apprenticeship program focused on developing
career aspirations and fundamental skills, offered to Boots UK
employees.
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Table B.1—Continued

Company Rating

Highlight Text

Walmart Weak

Walmart Medium

Walmart Medium

Walmart Medium

Walmart Strong

Wayfair Weak
Medium

Wayfair

Wayfair Weak

Wayfair Medium

Wayfair Medium

Weis Markets Weak

Weis Markets Weak

Weis Markets Weak

Walmart is focused on providing opportunities for associates to
grow and learn, with a commitment to developing, rewarding, and
retaining associates in an ever-changing environment.

The company invests in the well-being of its associates by offering
competitive wages and a broad range of benefits, including
affordable healthcare coverage, a 401(k) match, paid parental
leave, and more.

Walmart’s workforce strategy includes strategic priorities such
as belonging, well-being, growth, and digital, with a focus on the
physical, emotional, and financial well-being of associates.

The Global Walmart Academy was launched to help associates
build and grow their careers, providing training for on-the-job
retail skills, leadership courses, and well-being training.

Walmart’s Live Better U program aligns its education offerings
with the company’s growth areas, offering opportunities for
associates to prepare for the jobs of tomorrow.

Our customer service locations are staffed with over 4,200 highly
trained sales and service employees located in the United States.

Our sales and service employees receive extensive training, as
well as competitive compensation and benefit packages.

Our customer service team consists of employees focused on
general sales and service matters, as well as specialists who have
deeper expertise and training in select areas of our catalog, such
as lighting, flooring, and upholstery.

Our full-time employees are eligible to receive, subject to the
satisfaction of certain eligibility requirements, our comprehensive
benefits package. This includes life and health (medical, dental,
and vision) insurance, a 401(k) retirement plan where we provide
matching contributions competitive with those provided by

our peers, paid parental leave, paid time off, and discounts on
purchases made through our family of sites.

We also provide benefits and resources to employees to address
stress, burnout, and mental health, and promote self-care.

The company believes that talent is a business differentiator and
is committed to creating a sustainable competitive advantage
through the selection, development, and promotion of talented,
highly motivated people.

The company believes that establishing a learning culture
supports its commitment to being an employer of choice and
helps drive customer engagement with its associates.

Improvements in the company’s talent management and

development will help drive business impact while providing
internal career opportunities.
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Table B.1—Continued

Company

Rating

Highlight Text

Weis Markets

Weis Markets

Williams Sonoma

Williams Sonoma

Williams Sonoma

Williams Sonoma

Williams Sonoma

Weak

Weak

Medium

Medium

Medium

Medium

Medium

The company continues to grow leaders at every level throughout
the organization by creating a culture of mentoring, coaching, and
leveraging on-the-job assignments for continued development.

Approximately 97 percent of Weis Markets associates are paid an
hourly wage.

During fiscal 2022, we raised our company’s minimum wage to
$16 per hour for U.S.-based hourly associates across our retail
stores, corporate offices, and supply chain workforce.

We invest in our employees through accessible resources and
structured training programs that help our associates create the
career they envision for themselves.

We offer a large selection of development opportunities for our
employees, including in-person and online learning, as well

as professional development courses such as goal-setting,
unconscious bias, and inclusive leadership training.

We have a company-wide advisor program that matches
associates in manager and above roles with an associate in a
lower-level role to form advisor-advisee relationships, to provide
career guidance, and to receive support in working through career
and development challenges.

We created new learning programs to further build skills and
career opportunities for associates, notably focused on design
and core retail skills.
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APPENDIX C

Fine-Tuning GPT Results and Remaining
Limitations

Summarization

We used the response dataset from Table B.1 to create summaries of human capital descrip-
tion for individual companies, groups of companies, and across all companies. In our
analysis, we used these summaries to qualitatively evaluate the quality of information extrac-
tion (as compared with raw 10-K reports evaluated manually), inform the overall comparison
of text content before and after the policy change, and contrast these summaries between and
among groups of companies. However, we have not included these summaries in the report
in the interest of length.

Figure C.1 outlines the summarization task. In brief, we first created company- or group-
specific text files that contained the response generated from the information extraction task.
We then passed summarization instruction prompts to GPT, which then iteratively received

FIGURE C.1
Summarization Process

Concatenate response
for each company and
Response dataset | year in separate text file
for each company

and year

Response texts for
each company (or
group of companies)
and year

Summarization
instruction
prompts

Text II
fragments

Final summary
(summary of
summaries)

Summary of
text fragments
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smaller text fragments from LangChain, an open-source toolKkit that facilitates easy interac-
tion between LLM and external data. In our case, LangChain iteratively splits the text files
into smaller fragments and feeds them to GPT to avoid context length limitation.! With these
fragments, GPT iteratively created a summary of summaries to produce the final desired
summary.

Some of the summary prompts we used include the following:

Company-specific summary prompts
“““ The “{text}” contains responses to questions and responses about company’s disclosure
report over the years.

Your task is to summarize the questions and responses over the years and prepare a
1500-word report with the following heading:

Company: Name of the company

Overall summary in report for <Company name>: Summarize the overall questions and
responses over the years.

Highlights of key points in reports before 2020 compared to reports after 2020 for <Company
name>: Highlight maximum 10 key points present in reports before 2020 that are no longer
mentioned in reports after 2020.

Highlights of key points in reports after 2020 compared to reports before 2020 for <Company
name>: Highlight maximum 10 key points present in reports after 2020 that were not men-
tioned in reports before 2020.

Change_after_2020 in report for <Company name>: Compare and contrast whether and
how answers are different in years before and after 2020.

About low-wage workers in report for <Company name>: Compare and contrast whether
the answers relate to low-wage workers over the years. You can also use the synonyms for low-
wage workers. If yes, also describe the differences in years before and after 2020.

Most outstanding observation for <Company name>: Mention 5 most outstanding points
about the reports with specific year.

Overall sentiment in report for <Company name>: Describe the overall sentiment of the
answers for the company.

Possible investors’ perception of the <Company name>: Based on the report, describe how
might investors perceive the company. Assume that investors value human capital, company’s
profitability and overall sentiment in the report.

Summarizing the company summaries prompts

e

The “{text}” contains responses to a question about company’s disclosure report over the
years. Company’s name is mentioned in the beginning of the text.

' This is a different strategy to avoid GPT’s context length limitation, which is usually employed in the
summarization tasks, than the one used in the information extraction task.
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Your task is to prepare a report with the following headings. As you see more data, compare
and contrast the answers within and between the companies over the years. Try to be as descrip-
tive as possible also specifying the names of companies and year.

Overall Summary: Compare and contrast answers within and between the companies over
the years.

Change_after_2020: Compare and contrast whether and how answers are different for com-
panies in years before and after 2020.

Themes before 2020: Compare and contrast the list of identified themes for companies dis-
cussed in the answer in years before 2020.

Themes after 2020: Compare and contrast the of identified themes for companies discussed
in the answer in years after 2020.

About low-wage workers: Compare and contrast whether the answers relate to low-wage
workers for companies over the years. You can also use the synonyms for low-wage workers. If

2239

yes, describe the differences within and between companies in years before and after 2020.

Hallucination

Existing literature agrees that LLMs may result in hallucinated conclusions (i.e., model
responses that appear to be true but are ungrounded in the actual context). Hallucination
may occur because of several factors, including differences in the nature of the training data
(data that the LLM was trained on) and the inference data (data that the LLM runs the infer-
ence on) (Huang et al., 2023; Tonmoy et al. 2024). Because we cannot confirm that GPT was
trained on data similar to 10-K reports, there remains substantial risk that GPT would pro-
vide responses that are far from the truth. However, the topic of hallucination detection and
minimization in LLMs is an evolving and active area of research, and we do not yet have a
definitive measure to completely avoid it.

Nevertheless, we resorted to general guidelines published by RAND, OpenAl, Hugging
Face, and other online LLM communities to best optimize the quality of the model responses
in our analysis. More precisely, we used the following strategies to minimize model halluci-
nation and optimize quality responses across our data processing and analysis tasks:

o First, we carefully classified and extracted human capital description texts from the
10-K reports instead of feeding the entirety of 10-K reports to GPT. This careful cura-
tion of input data minimizes possible garbage data that could bias GPT responses.

« Second, we used the vector search and retrieval process for the information extraction
task to ensure that GPT provides responses only from the relevant context.

o Third, we spent substantial effort carefully tuning the instruction prompts through
several iterations. In each iteration, we manually compared GPT responses with ran-
domly sampled original text, subsequently revising the instruction prompts until we
obtained quality responses. This prompt-tuning step involved specific task descriptions
that instructed GPT not to provide irrelevant responses, which provided specific mean-
ing for such terms as low-wage and frontline workers, among others. To further ensure

61



Charting Employers’ Human Capital Investments in Frontline Retail Workers: Evidence from SEC Filings

quality responses, we did not use a single GPT model across all data processing tasks
but used multiple independent GPT models and instruction prompts. A recent study,
which was not published at the time of our analysis, affirms vector search and retrieval,
prompt-tuning, and the deployment of multiple models as possible strategies to mitigate
model hallucination (Tonmoy et al., 2024).

« Fourth, we also attempted to evaluate the summaries across four linguistic dimensions—
fluency, coherence, relevance, and consistency—as detailed in Kryscinski et al. (2019).
At the time, we did not yet have standardized metrics to evaluate these. Nevertheless,
we used GPT-4 to construct these metrics (not presented here) and applied them to get
an indication of whether we should continue tuning our summarization prompts. How-
ever, we acknowledge that these metrics were fairly subjective.

o Finally, we also attempted to triangulate our conclusions using different data analysis
techniques, including I'TS, topic modeling, information extraction, summarization, and
highlights generation.

Despite these strategies, which should highly mitigate the risk of hallucination, we caveat
that we still cannot decisively rule out the possibility.

Highlight Generation
We generated five key highlights from each company’s human capital description text, as out-
lined in Figure C.2. In brief, we first asked GPT to extract relevant sentences from the human
capital description text that best demonstrated the company’s commitment to investing in its
low-wage and frontline workers. We then used a separate GPT model to summarize the five
key highlights from the extracted sentences. Finally, we used another GPT model to rate the
highlights thus generated.

Development of the actual prompts we used to generate the highlights was an iterative
process, during which we selected the wording to prioritize the following criteria:

1. Weak policies should typically be highlights that do not actually reference a policy but
do indicate some sort of support for frontline workers.

2. Medium policies should typically be highlights with a minimal level of detail or mini-
mal impact on worker outcomes.

3. Strong policies should be reserved for policies with quantification of benefits and
potentially high impact.

Occasionally, we found that highlights would bring up unrelated details, such as customer
satisfaction programs and prioritizing diverse suppliers. These details, while potentially rele-
vant to ESG investors, do not provide any relevant information about workers. We attempted
to word our prompts to explicitly prohibit these kinds of highlights from showing up.

We used the following prompts in the sentence extraction process:
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Sentence Extraction Prompt

“““The “{report}” contains company’s disclosure report.

Your task is to extract all original relevant sentences from the report that demonstrates the
company’s commitment to investing in its low-wage and frontline workers. To capture better
context, also return couple of sentences before and after the relevant sentence.

Return your result as a dictionary with the following keys.

“Company_Name™ Name of company

“Year™: Year

P

“Extracted” Extracted sentences.

FIGURE C.2
Highlight Generation Process

10-K reports dataset with Sentences
human capital description extracted for
——
per row for each each company
company and year and year
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Abbreviations

API
COVID-19
CSR
EBITDA
ESG

GPT

HCM

ITS

LLM

SEC

application programming interface

coronavirus disease 2019

corporate social responsibility

earnings before interest, taxes, depreciation, and amortization
environmental, social, governance

generative pretrained transformer

human capital management

interrupted time series

large language model

U.S. Securities and Exchange Commission

65






References

Aflac, 2019 Aflac CSR Survey Report: Results and Analysis, July 2019.

American Opportunity Index, “About,” webpage, undated. As of February 28, 2024:
https://www.americanopportunityindex.org/about

Anderson, D. Augustus, “Retail Jobs Among the Most Common Occupations,” U.S. Census
Bureau, September 8, 2020.

Batish, Amit, Andrew Gordon, John D. KePLer, David F. Larcker, Brian Tayan, and Courtney
Yu, “Human Capital Disclosure: What Do Companies Say About Their ‘Most Important
Asset’?” Rock Center for Corporate Governance at Stanford University Working Paper Series,
Social Science Research Network, May 5, 2021.

Becker, Gary S., Human Capital: A Theoretical and Empirical Analysis with Special Reference to
Education, 3rd ed., University of Chicago Press, 1994.

Bhaskaran, Swathi, Andrew Davis, Christophe Desbriére, and Sara Wasserteil, “Bridging the
Advancement Gap: What Frontline Employees Want—and What Employers Think They Want,”
McKinsey & Company, July 21, 2022.

Bourveau, Thomas, Maliha Chowdhury, Anthony Le, and Ethan Rouen, “Human Capital
Disclosures,” S&P Global Market Intelligence Research Paper Series, November 2023.

Bureau of Labor Statistics, “Job Openings and Labor Turnover—October 2023,” press release,
U.S. Department of Labor, December 5, 2023.

Crenshaw, Caroline, “Statement on the ‘Modernization’ of Regulation S-K Items 101, 103, and
105,” statement, U.S. Securities and Exchange Commission, August 26, 2020.

De Grip, Andries, and Jan Sauermann, “The Effects of Training on Own and Co-Worker
Productivity: Evidence from a Field Experiment,” Economic Journal, Vol. 122, No. 560, May
2012.

Demers, Elizabeth, Victor Xiaoqi Wang, and Kean Wu, “Corporate Human Capital Disclosures:
Early Evidence from the SEC’s Disclosure Mandate,” S&P Global Market Intelligence Research
Paper Series, August 2022.

Diab, Adeline, and Gina Martin Adams, “ESG Assets May Hit $53 Trillion by 2025, a Third of
Global AUM,” Bloomberg Professional Services, February 23, 2021.

Edelman, 2020 Edelman Trust Barometer, 2020a.

Edelman, 2020 Edelman Trust Barometer Special Report: Institutional Investors, 2020b.
Edelman, 2021 Edelman Trust Barometer Special Report: Institutional Investors, 2021.
Edelman, 2023 Edelman Trust Barometer, 2023.

Employment Development Department, Labor Market Information Division, “Industry
Employment & Labor Force: California March 2022 Benchmark,” State of California, in
California Seasonal Adjusted PDS xIs, 2023.

FRED Economic Data, “Quits: Retail Trade,” database, St. Louis Federal Reserve, December
2023. As of February 28, 2024:
https://fred.stlouisfed.org/series/JTS4400QUR

67


https://www.americanopportunityindex.org/about
https://fred.stlouisfed.org/series/JTS4400QUR

Charting Employers’ Human Capital Investments in Frontline Retail Workers: Evidence from SEC Filings

Fuller, David, Bryan Logan, Pollo Suarez, and Aneliya Valkova, “How Retailers Can Attract and
Retain Frontline Talent Amid the Great Attrition,” McKinsey & Company, August 17, 2022.

Goldman, Marissa, “55% of Employers Don’t Offer Their Employees a Clear Track for
Advancement, Fueling the Great Resignation,” 15Five, November 17, 2021.

Google Finance, webpage, undated. As of April 15, 2024:
https://www.google.com/finance/

Hashemian, Mahdji, Zeynep Ton, and Hazhir Rahmandad, “The Effect of Unstable Schedules
on Unit and Employee Productivity,” MIT Sloan School of Management, Working Paper
No. 6056-19, 2021.

Haslag, Peter, Berk A. Sensoy, and Joshua T. White, “Human Capital Disclosure and Workforce
Turnover,” Vanderbilt Owen Graduate School of Management Research Paper, September 17,
2022.

Huang, Lei, Weijiang Yu, Weitao Ma, Weihong Zhong, Zhangyin Feng, Haotian Wang,
Qianglong Chen, Weihua Peng, Xiaocheng Feng, Bing Qin, and Ting Liu, “A Survey on
Hallucination in Large Language Models: Principles, Taxonomy, Challenges, and Open
Questions,” arXiv, 2023.

Hugging Face, “all-mpnet-base-v1,” software, undated. As of February 29, 2024:
https://huggingface.co/sentence-transformers/all-mpnet-base-vl

Hughes, Patricia J., “Signalling by Direct Disclosure Under Asymmetric Information,” Journal
of Accounting and Economics, Vol. 8, No. 2, June 1986.

International Organization for Standardization, Human Resource Management— Guidelines for
Internal and External Human Capital Reporting, I1SO 30414, December 2018.

Investor Advisory Committee, Recommendation of the SEC Investor Advisory Committee’s
Investor-as-Owner Subcommittee Regarding Human Capital Management Disclosure, U.S.
Securities and Exchange Commission, September 21, 2023.

Jorgenson, Dale W., Frank Gollop, and Barbara Fraumeni, eds., Contributions to Economic
Analysis: Vol. 169, Productivity and U.S. Economic Growth, Elsevier Science Publishers, 1987.

JUST Capital, “The Just Jobs Scorecard,” webpage, undated. As of February 28, 2024:
https://justcapital.com/the-just-jobs-scorecard/

Klemash, Steve, Bridget M. Neill, and Jamie C. Smith, “How and Why Human Capital
Disclosures Are Evolving,” Harvard Law School Forum on Corporate Governance, blog,
November 15, 2019.

Konings, Jozef, and Stijn Vanormelingen, “The Impact of Training on Productivity and Wages:
Firm-Level Evidence,” Review of Economics and Statistics, Vol. 97, No. 2, May 2015.

Kryscinski, Wojciech, Nitish Shirish Keskar, Bryan McCann, Caiming Xiong, and Richard
Socher, “Neural Text Summarization: A Critical Evaluation,” Proceedings of the 2019 Conference
on Empirical Methods in Natural Language Processing and the 9th International Joint Conference
on Natural Language Processing (EMNLP-IJCNLP), November 2019.

Lajili, Kaouthar, and Daniel Zéghal, “Market Performance Impacts of Human Capital
Disclosures,” Journal of Accounting and Public Policy, Vol. 25, No. 2, March-April 2006.

Lee, Allison Herren, “Regulation S-K and ESG Disclosures: An Unsustainable Silence,” U.S.
Securities and Exchange Commission, August 26, 2020.

68


https://www.google.com/finance/
https://huggingface.co/sentence-transformers/all-mpnet-base-v1
https://justcapital.com/the-just-jobs-scorecard/

References

Living Wage Institute, “Living Wage Calculation for California,” webpage, updated February 14,
2024. As of February 28, 2024:
https://livingwage.mit.edu/states/06

Llamalndex, “Vector Store Index,” software, v0.10.14, undated. As of February 29, 2024:
https://docs.llamaindex.ai/en/stable/api_reference/indices/vector_store.html

Loprest, Pamela, and Kelly S. Mikelson, Frontline Workers in the Retail Sector: A Profile of
Characteristics for Advancement, Urban Institute, August 2019.

Mach, Jessica, “Will New SEC Disclosure Rules on ‘Human Capital’ Further Befuddle
Companies?” Corporate Counsel, Law.com, March 15, 2022.

Morris, Richard D., “Signalling, Agency Theory, and Accounting Policy Choice,” Accounting
and Business Research, Vol. 18, No. 69, 1987.

O’Connor-Willis, Casey, Making ESG Work: How Investors Can Help Improve Low-Wage Labor
and Ease Income Inequality, New York University, Stern Center for Business and Human Rights,
October 2021.

Parker, Kim, and Juliana Menasce Horowitz, “Majority of Workers Who Quit a Job in 2021 Cite
Low Pay, No Opportunities for Advancement, Feeling Disrespected,” Pew Research Center,
March 9, 2022.

Ross, Martha, and Nicole Bateman, Meet the Low-Wage Workforce, Brookings Institution,
November 2019.

Ross, Martha, Nicole Bateman, and Alec Friedhoff, “A Closer Look at Low-Wage Workers
Across the Country,” dataset, Brookings Institution, March 2020. As of February 28, 2024:
https://www.brookings.edu/articles/low-wage-workforce/

Scott, Molly M., Shayne Spaulding, Christian Collins, and Semhar Gebrekristos, Moving Up:
Talent Strategies for Retail Business to Help Frontline Workers Advance, Urban Institute, June
2021.

SEC—See U.S. Securities and Exchange Commission.

Shadduk-Hernandez, Janna, Saba Waheed, Preeti Sharma, Lina Stepick, Vina Nguyen, Monica
Macias, and Reyna Orellana, Hour Crisis: Unstable Schedules in the Los Angeles Retail Sector,
UCLA Labor Center and Los Angeles Alliance for a New Economy, 2018.

Ton, Zeynep, “Why ‘Good Jobs” Are Good for Retailers,” Harvard Business Review, Vol. 90,
Nos. 1-2, January 2012.

Tonmoy, S. M. Towhidul Islam, S. M. Mehedi Zaman, Vinija Jain, Anku Rani, Vipula Rawte,
Aman Chadha, and Amitava Das, “A Comprehensive Survey of Hallucination Mitigation
Techniques in Large Language Models,” arXiv, 2024.

U.S. Securities and Exchange Commission, “Modernization of Regulation S-K Items 101, 103,
and 105,” Securities Act Release No. 33-10825, October 8, 2020.

Vaswani, Ashish, Noam Shazeer, Niki Parmar, Jakob Uszkoreit, Llion Jones, Aidan N. Gomez,
Lukasz Kaiser, and Illia Polosukhin, “Attention Is All You Need,” 31st Conference on Neural
Information Processing Systems (NIPS 2017), 2017.

Zhang, Mingyue, “Determinants and Consequences of Human Capital Management
Disclosure,” S&P Global Market Intelligence Research Paper Series, January 2, 2022.

69


https://livingwage.mit.edu/states/06
https://docs.llamaindex.ai/en/stable/api_reference/indices/vector_store.html
https://www.brookings.edu/articles/low-wage-workforce/

EDUCATION AND LABOR

company’s value has become increasingly tied to the

capabilities of its workers rather than its physical assets.

Human capital—the knowledge, skills, experience, and social

and intellectual capabilities that each worker possesses—plays

a crucial role in driving productivity and innovation for firms.
Human capital also provides a key pathway for frontline workers—typically
low-wage hourly workers at the bottom of the career ladder—to achieve
upward job mobility and economic security. Although most human capital
formation occurs through formal education, many people continue to hone
skills and develop specialized capabilities in the workforce.

Using information disclosed in annual filings to the U.S. Securities and
Exchange Commission (SEC), the authors of this report explore how large
retail companies invest in the human capital of their frontline workers. The
authors’ investigation was enhanced by a recent SEC mandate requiring
publicly traded companies to disclose human capital management practices
in their annual Form 10-K filings. To analyze these filings, the authors employ
recent advancements in large language models that enable researchers to
efficiently and accurately query and analyze large amounts of text.

Using this new method of data collection, the authors explore (1) how the SEC
mandate shaped human capital disclosures in retail companies’ annual filings,
(2) what these disclosures say about companies’ investments in the human
capital of their frontline workers, (3) which companies’ disclosures indicate
the highest (and lowest) commitments to retaining and advancing frontline
workers, and (4) whether human capital disclosures have a discernible impact
on stock prices.
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