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ESG Performance Metrics
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ESG’s Impact on Compensation

This rise of ESG has dramatic and surprising implications for human capital.  Companies are taking a hard look at how 

investment in diversity, pay equity, executive compensation and human capital governance work to help companies not 

only function effectively, but thrive sustainably.
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‘What gets measured 

gets managed’ has become ‘What gets measured 

and built into corporate goals and individual 

KPIs and near- and long-term compensation 

plans REALLY gets managed.’



Confidential & Proprietary ©2022 Vinson & Elkins LLP  velaw.com 6

Who?

What?

When?

Where?

Why?

How?
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Why Should ESG Metrics Be Used?

• Organizations across all industries in both the public and private sectors are now adopting ESG-based incentives 

structured around a number of nonfinancial, or better yet, pre-financial targets.

• Unlike straightforward financial targets, certain ESG incentives can be more difficult to identify and quantify, often 

resulting in a mismatch of motivation, goals and overall business performance.

• Who’s Watching

• Investors

• Shareholder Advisory Firms

• Regulators

• NGOs

• Employees

• Customers

The 2021 Global Benchmark Policy 

Survey published by Institutional Shareholder 

Services (ISS) found that 86% of investors 

(and 73% of non-investors) think non-

financial ESG metrics are an appropriate 

measure to incentivize executives.
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When Is a Company Ready to Measure ESG?

• Important questions to consider before implementing ESG within a 

compensation plan include:

• What goals does the company look to achieve?

• How is ESG part of the management and board-level agenda?

• What policies and practices are established within the 

organization?

• What reporting or data collection mechanisms exist?
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Integrated Exploration & Production Oilfield Services Clean Energy Midstream

Chevron Conoco Schlumberger Ameresco Enterprise Products

Exxon Devon Halliburton Clearway Kinder Morgan

BP EOG Baker Hughes First Solar MPLX

Shell Occidental NOV NextEra Williams

Total Pioneer Valaris SunPower Energy Transfer

Survey Participants
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Who is Utilizing ESG Metrics?

21 out of the 25 survey companies

Sector Yes No

Integrated 5 0

E&P 5 0

OFS 3 2

Midstream 4 1

Clean 4 1

Total 21 4

Yes
84%

No 
16%
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Where Are ESG Metrics Being Incorporated?

• Annual vs. long-term incentive plans?

ESG metrics in LTI 

plans were most 

common in the 

Clean and 

Integrated energy 

companies. 

72%

0%

12%

16%

Annual (AIP)

Long-Term (LTI)

Both AIP & LTI

Neither
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What Types of ESG Metrics Should Be Used?

• ESG metrics must be carefully chosen and structured to be sufficiently challenging based on the circumstances of the 

particular company. Companies also need to consider the number of ESG metrics to utilize and how to weigh them 

relative to other metrics within the plan.  Common ESG metrics used by companies include:

o Environmental metrics such as greenhouse gas emissions, land protection, water use;

o Social metrics such as diversity initiatives, health and safety records; and

o Governance metrics such as risk management and compliance initiatives.

71%

90%

14%
19%
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Environmental Social Governance Broad ESG

Companies Using ESG Metric Category

38%

49%

5%
7%

Prevalence of ESG Metrics by Category

Enviromental Social Governance Broad ESG
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How Do You Measure ESG Performance?

• Weightings vs. other metrics:

82%

91%

88%

83%

76%

74%

18%

9%

13%

17%

24%

26%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Total Average

Clean Energy

Midstream

OFS

E&P

Integrated

Other

ESG
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How Do You Measure ESG Performance?

• Subjective vs. Objective Goals

• Difficulties with rigid goals

• External perceptions

Objective
60%

Subjective
40%
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How Do You Apply an ESG Performance Goal?

• There are a few different approaches:

o Weighted metric: a certain percentage of compensation is earned if the applicable ESG metric is achieved

o Example: 10% based on carbon footprint

o Scorecard: a variety of ESG metrics are generally assessed as part of an overall scorecard used to 

determine how much compensation is earned

o Example: 30% based on ESG and other strategic initiatives

o Modifier: the board or compensation committee is authorized to adjust the amount of compensation earned 

up or down based on ESG metrics

o Example: Payout adjusted up/down 10% based on ESG metric

o Individual: ESG metrics are part of a discretionary assessment made on an individual-by-individual basis

o Example: ESG is considered in a broad discretionary assessment, usually in an individual component

• There is no clear consensus as all approaches are used.
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Recent Examples
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Example #1 (Integrated): Shell
Proxy Statement

https://www.sec.gov/ix?doc=/Archives/edgar/data/1306965/000130696522000012/shel-20211231.htm
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Example #2 (E&P): EOG

• Annual Bonus Plan based on the achievement of operational, financial, and strategic goals. 

• Beginning in 2020, EOG introduced a separately-weighted ESG-related goal. 

• 2021:

• For 2022, EOG increased the weighting of the ESG-related goal from 7.5% to 10%.

Proxy Statement

https://www.sec.gov/Archives/edgar/data/821189/000119312522071943/d286077ddef14a.htm
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Example #3 (OFS): Baker Hughes
Proxy Statement

• Annual short-term bonus based on achievement of financial metrics (weighted 70%) and achievement of strategic 

priorities (weighted 30%)

https://document.esgauge.com/Proxy/2021/24083.htm#D1459
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Example #4 (Clean Energy): Ameresco

• 2021 Annual Incentive Program based on achievement of the following goals:

Proxy Statement

https://www.sec.gov/Archives/edgar/data/1488139/000148813922000063/a2022noticeandproxystateme.htm
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Example #5 (Clean Energy): SunPower

• Performance-based equity awards granted in 2021 based on: (1) an annual safety metric (TRIR), (2) an annual 

profitability metric (Adjusted EBITDA), and (3) an annual cash generation metric (adjusted cash from operations)

• TRIR is a measurement of the total number of fatalities, permanent disability cases, occupational lost-time 

accidents, restricted work cases, and medical treatments divided by the number of worked hours, and then 

multiplied by 1 million

Proxy Statement

https://www.sec.gov/Archives/edgar/data/867773/000114036122012604/ny20002230x2_def14a.htm#t52


Confidential & Proprietary ©2022 Vinson & Elkins LLP  velaw.com 22

Example #6 (Midstream): MPLX

• 2021 Annual Cash Bonus Program emphasized pre-established financial (80%) and ESG (20%) 

performance measures. 

Proxy Statement

https://www.sec.gov/ix?doc=/Archives/edgar/data/1552000/000155200022000007/mplx-20211231.htm
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ESG Performance Metrics
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Summary

• Don’t overdo it!

o Avoid overcommitting

o Realistic goals

o Realistic timeframes
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Other ESG Considerations
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Gender/Racial Pay Equity

• New state laws and focus in the marketplace make pay equity a high-stakes issue.

o Employers should proactively review their compensation philosophies for red flags.

o Violations can result in significant monetary and reputational consequences.

• Even generally vigilant companies may have liability lurking in their compensation programs.

o Recommend implementing guidelines and/or a verification process to flag unusual situations that may result in 

unfair pay practices.

• Too much discretion in compensation programs without oversight / consideration of internal equity can cause trouble in 

an otherwise compliant company.
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Practical Steps to Analyzing Pay Equity
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Key Considerations for Pay Audits
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Internal Pay Equity

• There has also been a renewed interest in evaluating internal pay equity as the pandemic may have exacerbated an 

already wide divide between rank-and-file workers and the C-Suite.  

o Some organizations are considering expanding who is eligible for incentive bonuses and equity awards that had 

historically been reserved for top management. 

o Ultimately, employees who do not feel that they are both part of a diverse team and compensated equitably in 

relation to their peers often underperform and/or leave. 

o Ensuring diversity and fair pay at all levels of the organization is paramount when considering the long-term 

success of a company.
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Questions?
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