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ESG IN INCENTIVES
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COMPONENTS OF ESG

ENVIRONMENT
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Money Laundering

Bribery & Corruption

Tax & Political Transparency
FINANCIAL

GOVERNANCE

SOCIAL

Constitution I Board Structure I Liability

Purpose I Strategy

Stakeholder Engagement

Managing Risk & Opportunity

Incentives
CORPORATE

Worker Rights I  Freedom of Association

Equality  I Diversity  I Inclusion

Gender Pay  I Representation

Health  I Safety I Wellbeing

WORKFORCE

SOCIETY

Human Rights

Supply Chain Integrity and Resilience

Data Protection & Privacy

Competition & Procurement

Climate Policy 

Science-based Target Setting 

Footprint & Offsetting

Carbon Capture

Forestry & Deforestation

CLIMATE

NATURE
Planning & the Built Environment

Conservation Development Advisory

Biodiversity
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WHERE ARE WE NOW?

• Increasing pressure on companies to integrate ESG factors into their businesses

• Mostly external pressure but also internal

• Reflected in annual bonus and long term incentive plans (LTIPs)

• 80-90% of FTSE 100 companies now have ESG measures in executive pay

• Both general and sector-specific measures

• Social measures are most common in bonuses and environmental measures are most common in 

LTIPs 
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MEASURING ESG

INTERNAL 
AND 

EXTERNAL 
TARGETS

INDIVIDUAL 
KPI’S AND 

SCORECARDS

LONG-TERM 
VS. SHORT 

TERM

UNDERPINS 
AND SCALE 

TARGETS
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MEASURING ESG

1. INTERNAL AND EXTERNAL TARGETS
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• Shareholders prefer external targets 

however internal targets can be useful in 

achieving ESG targets in a more qualitative 

way

• Ideal approach is a mix of internal and 

external targets
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MEASURING ESG

2. INDIVIDUAL KPI’S AND SCORECARDS
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• A balance between being 

overly simplistic and 

excessively complex

• Multidimensional approach 

that includes a range of issues

• Unilever’s sustainable living 

plan

Credit: Snam
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UNILEVER’S SUSTAINABLE LIVING PLAN

7



WWW.MISHCON.COM © MISHCON DE REYA LLP 2022

MEASURING ESG

3. LONG-TERM VS. SHORT-TERM
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Bonus – focus on social metrics 

such as diversity, employee 

engagement and health & safety. 

LTIP – focus on 

environmental
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MEASURING ESG

4. UNDERPINS & STRETCH TARGETS
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• Gateway or stretch target?

• Gateway - health & safety

• Stretch - transformational 

objective

Maximum

Minimum
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PRACTICAL CHALLENGES
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Which 

measures to 

use?

Overall goal 

achieved?

Distract focus

Difficult to 

calibrate

Developing 

international 

standards

More 

complexity

No one size 

fits all

Pulled in 

different 

directions?
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WHAT TO FOCUS ON WHEN IMPLEMENTING
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STRATEGY - are our chosen ESG measures aligned with strategy?

MEASUREMENT - what are our methods for assessing achievement? 

RISK - have we considered and mitigated the risks of including ESG targets in pay? 


