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With Q1 behind us and 2025 annual incentive metrics and goals likely in place, many
companies are focused on ensuring their leader s under stand how those goals connect to
per formance expectations, especially in light of today’s uncertainties. But as we look
ahead, it’sworth reflecting on a key insight from a recent Pearl M eyer survey which found
that 94.4% of directorsbelievetheir executives have a strong grasp of their annual
incentive opportunities. At face value, that suggests effective communication. But

under standing alone doesn’t guar antee results.

Consider that approximately 37% of CEOsin the Russell 3000 received below-tar get
payouts for 2024 performance, according to early proxy data—a figure that may reflect a
range of challenges, including execution, market conditions, or goal-setting. Of cour se,
CEO resultsdo not tell the whole story, and many per for mance outcomes ar e outside of
management’s control. However, shortfalls at thetop can still serve asan early signal of
potential breakdownsin execution or communication. That iswhy it’sworth exploring
how the plan is being communicated, and whether that communication is providing the
clarity and direction leader s need to stay focused on what they can influence.

The Pear|l Meyer survey also highlighted a more fundamental challenge: 43.3% of
director s viewed communication as effective, compared to just 12.7% of management. This
disconnect can undermine a plan’s potential impact. Business performance is shaped by
both internal decisions (e.g., resource allocation, pricing, and operational priorities) and
external forces (e.g., market volatility, shifting demand, and macr oeconomic pressure).
That’s exactly why communication matters. If executivesdon’t clearly under stand how
their annual incentiveswork or how their daily decisionsinfluence outcomes, it becomes
much harder to translate goalsinto action. Even well-designed plans can fall short without
the clarity needed to guide decision-making, maintain focus, and lead teams through
uncertainty.

What the committee can do without overstepping

Compensation committees are not responsible for communicating incentive plans, but they
do play an important rolein ensuring the plans are operating asintended. Financial
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results offer one view, but they don’t fully capture how the plan influences leader ship
behavior, shapes decision-making, or reinforces strategic priorities.

Gaining per spective on how well an incentive plan is resonating among participants can
provide additional context for evaluating whether it isdelivering on its purpose and
driving the behaviors needed to produce results that create value. Committees can do this
without stepping into management’srole, by engaging in occasional dialogue with

leader ship. These conversationsdon’t need to be overly formal or frequent, but they can
offer helpful context for under standing how incentive plans are landing with the people
they’re designed to motivate.

Oneareaworth exploring iswhether there are any risksin how the plan is being received
by senior leaders. Committees might ask whether there are signs of confusion, frustration,
or misalignment related to key elements of the plan, such as perfor mance metrics, goals, or
payout expectations. These discussions aren’t about second-guessing the design, but about
identifying concernsthat could help management fine-tune how the plan is being
communicated and reinfor ced.

Another practical step isgaining visibility into how expectations are being managed over
the course of the year. Clear communication at the launch of an incentive plan is
important, but it’s not enough on its own. Without regular reinforcement, participants can
lose sight of priorities, become disengaged, or misinterpret what outcomes are likely.
Under standing how the or ganization is keeping the plan visible and relevant can help
committees stay connected to how the plan isfunctioning in practice and how it’s being
experienced by participantsover time. Again, it’s not to question management’s approach,
but to have an outlook on how communication may be shaping engagement, focus, and
ultimately, the effectiveness of the plan.

This annual performance cycle may be more important
than most

Under standing alone won’t drive performance. With goals set and execution underway for
this performance year, thereal test iswhether the annual incentive plan isinfluencing
leader ship decisions, reinforcing priorities, engaging participants, and staying relevant as
theyear unfolds. In ayear marked by uncertainty and change, it iseven moreimportant
for committeesto stay informed about how the plan is communicated and
experienced—not to direct those efforts, but to maintain per spective on how it’s being
received and understood by participants. That awar eness can offer valuable context for
whether the plan is operating asintended and supporting the outcomes it was designed to
achieve.
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