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As external pressures to adopt ESG metrics strengthen,
it remains imperative that ESG metrics in incentive plans
reinforce material business priorities. We continue to
urge caution in adopting measures for incentives in
response to external pressures that do not align with key
business opportunities and risks. Our second ESG +
Incentives Report of the year finds that ESG metric
prevalence varies by industry and generally aligns with
our expectations of key industry priorities.

ESCG IN COMPENSATION - TOP
INDUSTRIES BY PREVALENCE

Energy: 100%
Utilities: 96%

Materials/Real Estate: 86%

KEY TAKEAWAYS

Our ESG + Incentives Report finds that ESG metrics by Industry are often aligned

with key business priorities. Findings are largely consistent with our Industry report

last year, and include:

* Energy, Utilities, Materials, and Real Estate companies have the highest prevalence
of ESG metrics in incentives. They are the top four industries that incorporate
environmental metrics and among the top five industries that have adopted HCM

metrics

* Diversity & Inclusion metrics rank as a top 3 metric by prevalence in 10 out of 11
industries

* Carbon Footprint is the only environmental metric represented in all 11 industries
(increase from g industries last year)
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Prevalence of ESG
Metrics in Incentive
Plans by Industry
Sector

(N=500)

Number of all S&P 500
who have vs. have not
adopted ESG metrics by
Industry Sector
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Three of the four industries with the highest percent prevalence of ESG metrics
are “heavy industries” with significant environmental footprint and employee
safety challenges relevant to their business plans. Although Safety is not the only
human capital-related metric for these industries, it is the most prominent.
These findings are consistent with last years’ industry report.

Real Estate and Financials also have a high prevalence of companies with ESG
metrics, with Financials being the industry with the largest number of companies
using ESG metrics across our sample. This reflects the importance placed on
talent in these industries, with prominent measures related to talent

development and employee satisfaction.

The largest year-over-year increase in ESG metrics occurred in the Consumer
Discretionary industry (+74%); however, this industry continues to have the
lowest overall prevalence, consistent with last year. We expect that this increase
in prevalence may have been driven by investor and stakeholder pressures for
companies within this industry to keep pace with the broader S&P s500.

Prevalence of ESG Metrics in Incentive Plans by
Industry

BESG ONo ESG

100% 96% 86% 86% 84% 73% 63% 61% 57% 55% 50%
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PREVALENCE OF S&P 500
COMPANIES WITH HCM
METRICS

— Company Culture

— Diversity & Inclusion (D&lI)
— Employee Satisfaction

— Talent Development

— Turnover/Retention

— Safety
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Consistent with last year’s report, we see specific metric types show up more
frequently in industries where these metrics align with the business dynamics of
each industry. We delve into these patterns below, with full details on prevalence
within each industry provided on the final pages of the report.

At least half of all companies in each industry include an HCM metric in their
incentives. Diversity and Inclusion (D&I) remains the most prevalent metric
across industries, ranking as the first or second most prevalent ESG metric
across nearly all industry sectors.

Strong competition for talent over the last few years has led to HCM challenges
across all industries. We expected to see the most talent-dependent and service-
oriented industries leading prevalence statistics for HCM metrics (excluding
safety) because companies within these intellectual capital-oriented industries
have been the most severely impacted by HCM challenges.

This hypothesis held true for the Financials and Real Estate industries, which
both saw large year-over-year increases and are currently leading in prevalence
for most HCM metrics. However, this trend did not carry through to Information
Technology, where metrics related to talent were found at only slightly more
than half of the companies in the industry. We expect that this may be driven, at
least in part, by the diverse nature of Information Technology companies within
the S&P 500. This group includes both mature technology companies and early-
stage, high-growth companies. Past experience has shown that these younger
companies have more of a ‘start up’ culture and tend to focus less on ESG in
incentives, and sometimes even ESG more broadly, at this stage in their
lifecycles.

The low relative prevalence of HCM metrics in Consumer Discretionary seems
harder to explain but may reflect a high proportion of consumer services (e.g.,
retail, restaurants, and hotels) in this sector, which may place a lower emphasis
on HCM given higher relative turnover.

Finally, we expected to see the highest prevalence of Safety metrics in the natural
resource-oriented industries as these industries generally have the highest
concentration of jobs with higher operational risks. This finding held true for
Energy, Utilities, and Materials continuing with the trends we saw last year.
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PREVALENCE OF S&P 500
COMPANIES WITH
ENVIRONMENTAL
METRICS

— Carbon Footprint

— Emissions/Chemical
Containment

— Energy Efficiency

— Sustainable Sourcing
— Waste Reduction

— Water Consumption
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Energy, Utilities, and Materials are the three industries with the highest
prevalence of environmental metrics in incentives, which intuitively tracks with
historical external focus on environmental impacts of fossil fuels, oil/chemical
spills, etc. Over 50% of the companies in the Energy and Utilities industries (and
nearly 50% of Materials) include environmental metrics, which stands in stark
contrast to HCM metrics, which are represented in over 50% of companies
across all industries. Conversely, environmental metrics are the least common in
the Information Technology and Consumer Discretionary industries and
continue to have relatively low prevalence in other industries, despite
environmental impact (e.g., waste reduction, single-use plastic, etc.) emerging
as an area of concern across industries. The limited use of such metrics in
incentive plans for these other industries may reflect a sense that there is less of
a direct link between business performance or risk for these companies than

there is for companies with a more direct impact on the environment.

Carbon Footprint is the most prevalent environmental metric and is included as
a compensation metric among over half of Energy companies and over 15% of
Utilities, Materials, Communication Services, and Real Estate companies.
This is a significant jump compared to last year, when Energy was the only
industry with Carbon Footprint at >15% prevalence. Carbon Footprint is widening
its scope of importance across industries, as shown by its inclusion in metrics
across all 11 industries (no other environmental metric is represented across all

industries).

Emissions/Chemical Containment is a frequent metric within the Energy,
Utilities, and Materials industries. Among these industries, spills and similar
hazards are more common and can lead to hefty fines from regulators. Beyond
these industries, chemical containment is not a frequent business risk, so we do
not expect this metric to spread dramatically to other industries in the future.

The Utilities industry has the highest prevalence of energy efficiency metrics,
given the demand for renewable energy and efficient energy practices in the
industry as the world shifts towards a more sustainable, energy-focused future.
This metric likely will gain prominence in industries with “softer” environmental
footprints such as Information Technology, where business operations use
significant energy resources, but direct carbon footprint and pollution levels are

relatively low.
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PREVALENCE OF S&P 500
COMPANIES WITH OTHER
ESG-RELATED METRICS

— Community Engagement
— Customer Satisfaction

— Cybersecurity

— Product Quality
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“Other” ESG metrics are largely operational in focus and are somewhat prevalent
across many industries, although most prominently found in the Utilities,
Financials, and Real Estate industries.

Customer Satisfaction is the most prominent “Other” ESG metric across most
industries, consistent with last year. Utilities, Financial Services, Information
Technology, and Industrials all have a fairly high prevalence for Customer
Satisfaction. For Ultilities the prevalence is nearly universal (93%), likely driven by
their regulated operating environment and need to demonstrate that they are
maintaining effective levels of service. Community Engagement is often the
second most prevalent “Other” ESG metric, with the highest prevalence among
Financial Services, likely due to regulatory oversight and social pressures to
provide benefits to communities in which they invest.

Information Technology companies have the highest prevalence of Product
Quality metrics, which may reflect the need to monitor quality in an industry
with fast development cycles.

“Other” ESG Metrics are least prominent in the Energy, Consumer
Discretionary, and Communication Services industries.

There are clear tied between the metrics each industry incorporates most
frequently in incentives and those most strategically significant. Most ESG
metrics align largely with the strategic drivers of success or risk factors within
each industry.

The most enduring ESG metrics will likely be material from both a business and
stakeholder lens. We continue to urge a degree of caution in adopting incentive
plan metrics purely due to pressure from investors or peer practices. Boards
should ensure management commitment and adequate infrastructure to support
progress on the chosen metrics such that the metrics are durable and can be
reliably measured over time.
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Metric Type Breakdown by Industry g

Energy 9

Utilities 10
Materials n
Financials 12
Real Estate 13
Consumer Staples 14
Industrials 15
Health Care 16
Communication Services 17
Information Technology 18
Consumer Discretionary 19

SUSTAINABILITY VS. OPERATIONAL METRICS

For the purpose of evaluating evolving trends in ESG, we have divided metrics into three separate
categories. HCM and Environmental metrics focus on the broader social and environmental impact of
companies and are frequently the focus of large institutional shareholders. Other ESG metrics here reflect
issues important to various stakeholders, but are more engrained in the day-to-day success of the

business:
HCM ESG METRICS ENVIRONMENTAL METRICS OTHER ESG METRICS
— Company Culture — Carbon Footprint — Community Engagement
— Diversity & Inclusion (D&l) — Emissions/ Chemical — Customer Satisfaction
— Employee Satisfaction Containment — Cybersecurity
— Talent Development — Energy Efficiency — Product Quality
— Turnover/ Retention — Sustainable Sourcing
— Safety — Waste Reduction

— Water Consumption
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REPORT
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HCM Environmental Other

Energy

Utilities

Materials

Financials

Real
Estate

Consumer
Staples

Industrials

Health
Care

Communication
Services

Information
Technology

Consumer
Discretionary

Total Prevalence
within S&P500
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Metric Prevalence
Among the Energy
Industry

Industry Examples

Energy

— Chevron

— Exxon Mobil

— Marathon
Petroleum

— Phillips 66

— Valero Energy
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Safety

Diversity &
Inclusion

Company
Culture

Turnover/
Retention

Employee
Satisfaction

Talent
Development

HCM
Metrics

38%

13%

13%

13%

13%

Environmental
Metrics

Emissions/
88% Chemical
Containment

Carbon
Footprint

Water
Consumption

4%

SEMLER BROSSY

Energy

(n=22)

58%

58%

Other ESG
Metrics

Customer

o
Satisfaction e

Community

)
Engagement e

Product

Quality ak
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Metric Prevalence
Among the Utilities
Industry

Industry Examples
Utilities

— American Electric
Power

— Duke Energy

— Exelon

— NRG Energy

— Southern Co.
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Utilities

(n=28)
HCM Environmental Other ESG
Metrics Metrics Metrics
Safet Carbon Customer
v e Footprint e Satisfaction 2R
. . Emissions/ .
Diversity & Chemical Community L
Inclusion TS e‘ ca 3 Engagement %
Containment
Employee Energy cvb it .
Satisfaction e Efficiency P yoersecurity gt
Company A Sustainable . Product
Culture % Sourcing e Quality %
Turnover/ Water
. 11% . 4%
Retention Consumption
Talent Waste
11% 4%

Development Reduction

10
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Materials

Metric Prevalence

: (n=30)
Among the Materials
Industry
HCM Environmental Other ESG
Metrics Metrics Metrics
Industry Examples e carbon ety | |
v R Footprint e Engagement "
Materials
_ DOW IrlC. Diversity & o Eg:::?c';j/ . Customer -
— Free pO rt-McMoRan Inclusion Containment Satisfaction
— Linde
— LyondellBasell
I I’ld ustries Talent Energy Product .
— Sherwin-Wllliams Development ~ 28% Efficiency % Quality %
Turnover/ Waste . i .
Retention N Reduction 6% yoersecurity | 3%
Employee | Sustainable .
Satisfaction . Sourcing 6%
Company

Culture P*
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Metric Prevalence
Among the Financials
Industry

Industry Examples
Financials

— Bank of America

— JPMorgan Chase &
Co.

— MetLife

— Prudential

— Wells Fargo & Co.
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HCM
Metrics
Diversity &
Inclusion
Talent
Development g
Employee
Satisfaction e
Turnover/
Retention g
Safety  26%
Company

22Y
Culture ¥

68%

Financials

(n=67)
Environmental Other ESG
Metrics Metrics
Carbon . Customer
Footprint j2% Satisfaction Ll
Emissions/ .
Chemical 3% Community 22%
. ° Engagement F
ontainment
Energy X
Efficiency 1% Cybersecurity  12%
Sustainable . Product
Sourcing e Quality (S
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Metric Prevalence
Among the Real Estate
Industry

Industry Examples
Real Estate

— CBRE

— American Tower
— Prologis

— Welltower

— Weyerhaeuser
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Diversity &
Inclusion

Talent
Development

Turnover/
Retention

Employee
Satisfaction

Safety

Company
Culture

HCM
Metrics

55%

48%

39%

39%

23%

23%

Real Estate

(n=28)

Environmental
Metrics

Carbon

Footprint g

Energy

Efficiency %

Waste

0,
Reduction %

Water

0,
Consumption o

Emissions/
Chemical 6%
Containment

Sustainable

Sourcing 3%

Customer
Satisfaction

Community
Engagement

Cybersecurity

Product
Quality

13

Other ESG
Metrics

23%

16%

10%
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Metric Prevalence
Among the Consumer
Staples Industry

Industry Examples

Consumer Staples

— Archer-Daniels-
Midland

— Kroger

— PepsiCo

— Walgreens

— Walmart
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Diversity &
Inclusion

Company
Culture

Talent
Development

Safety

Turnover/
Retention

Employee
Satisfaction

HCM
Metrics

21%

21%

15%

12%

9%

Consumer Staples

(n=33)
Environmental Other ESG
Metrics Metrics
Waste o Customer o
Reduction 2% Satisfaction %
Carbon Product .
Footprint R Quality R
Water Community o
Consumption e Engagement i
Emissions/
Chemical 3% Cybersecurity 3%

Containment

Energy

Efficiency 3%

Sustainable

Sourcing 3%
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Industrials

Metric Prevalence

: (n=70)
Among the Industrials
Industry
]
HCM Environmental Other ESG
Metrics Metrics Metrics
I n d u Stry Exa m pIES Diversity & Carbon . Customer .
Inclusion HILEE Footprint % Satisfaction e
Industrials
_ Boelng safet Waste Product .
— Fed Ex atety Hehi Reduction | 3% Quality jLo%
— Lockheed Martin
— Raytheon
— UPS Turnover/ Water cvb it .
Retention A Consumption 3% YREISECULITYIRI
Talent | E‘r:rl\‘issi?ns;/ . Community
Development UG er.mca i Engagement (S
Containment
Company | Sustainable .
Culture . Sourcing 3%

Employee

0y
Satisfaction %
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Health Care

Metric Prevalence (n=63)
Among the Health
Care Industry

HCM Environmental Other ESG
Metrics Metrics Metrics
IndUStry Examples Diversity & Carbon . Customer
Inclusion REED Footprint j1% Satisfaction Uz
Health Care
_ Clgna Talent Energy . Product
— CVS Health Development  3°% Efficiency o7 Quality 3%
— Cardinal Health
— Humana
— UnitedHealth Emissions/ .
Turnover/ ] Chemical 3% Community b 1o
. 0 (]
Grou p Retention e Engagement
Employee Waste .
Satisfaction e Reduction 2% SPEREIR] | £h
Safet: 16% Water 2%
¥ ? Consumption ?
Company Sustainable
16% 2%

Culture Sourcing
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Metric Prevalence
Among the
Communication
Services Industry

Industry Examples

Communication
Services

— AT&T

— Comcast

— Disney

— Paramount Global
— Omnicom
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Diversity &
Inclusion

Talent
Development

Safety

Employee
Satisfaction

Company
Culture

Turnover/
Retention

SEMLER BROSSY

Communication Services

HCM
Metrics

53%

42%

21%

21%

11%

11%

Environmental
Metrics

Carbon
Footprint

Energy
Efficiency

Sustainable
Sourcing

(n=22)

16%

11%

5%

Customer
Satisfaction

Community
Engagement

Cybersecurity

Product
Quality

Other ESG
Metrics

21%

16%

5%

17



ESG+INCENTIVES 2022
REPORT

Metric Prevalence
Among the
Information
Technology Industry

Industry Examples

Information

Technology

— Apple

— Cisco

— Microsoft

— Micron Technology
— QUALCOMM
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Information Technology

(n=77)
HCM Environmental Other ESG
Metrics Metrics Metrics
Emissi
Diversity & 3‘::1?(:'/ . Customer .
Inclusion SRk . 5 Satisfaction Al
Containment
Employee Carbon Product !
Satisfaction e Footprint wEd Quality i
Turnover/ Water cvb it .
Retention B Consumption e yoersecurity § 4%
Talent | Energy . Community
Development o Efficiency i Engagement S0
Safet 16% Waste 1%
& ? Reduction ?
Company Sustainable
10% 1%

Culture Sourcing
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Metric Prevalence
Among the Consumer
Discretionary Industry

Industry Examples

Consumer
Discretionary

— Best Buy

— General Motors
— Lennar

— Starbucks

— TJX Companies
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Consumer Discretionary

(n=60)
HCM Environmental Other ESG
Metrics Metrics Metrics
Diversity & Carbon . Customer
Inclusion e Footprint - Satisfaction °
Safet Waste . Product
atety B2 Reduction % Quality 8%
Talent A Sustainable . Community
Development e Sourcing e Engagement 7es
Company Energy Cvbersecurit .
Culture % Efficiency 2 ybersecurity g 5%
Turnover/ -
Retention ?
Employee

o
Satisfaction §2%
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