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Tips for Effectively Communicating about Compensation Issues
B loomberg BNA recently con-

ducted an e-mail interview with
executive compensation expert
Sharon Podstupka of Pearl Meyer &
Partners about best practices in
crafting a company’s communica-
tions strategy regarding
compensation-related issues, such
as pay-for-performance.

Bloomberg BNA: Pearl Meyer &
Partners emphasizes the impor-
tance of communicating about pay-
for-performance beyond the proxy
season and beyond required disclo-
sures, such as the CD&A. Why is
that so important?

Sharon Podstupka: Since the in-
troduction of say on pay, executive
pay has been a hot topic in the me-
dia, among investors and even in
the streets, where protesters have
demonstrated against alleged ex-
cesses. At the same time, share-
holder proxy advisory firms have
been pressuring companies to con-
form to their own ‘‘best-practice’’
standards for plan designs and deci-
sionmaking approaches that aren’t
always best for the business, its em-
ployees, or its shareholders.

That makes it critical that compa-
nies take control of how they pres-
ent the workings and rationale for
executive pay programs to their
various constituencies. If that infor-
mation is limited to a text-heavy
CD&A filled with boilerplate and
jargon to explain how company
leadership was paid, people are un-
likely to be supportive, especially
when performance is lacking. Dis-
closures must instead clarify exactly
what ‘‘pay-for-performance’’ means
in the context of that business and
why that approach is responsible,
proportionate and directly supports
the specific strategies that drive re-
sults and create shareholder value.
For many organizations, this also
will require rethinking how they
currently communicate about pay
internally to their employees.

BBNA: What factors should a
company consider in crafting its
communications, and communica-
tions strategy, regarding pay-for-
performance?

Podstupka: The first and most im-
portant thing is to develop a holistic
communication strategy and imple-

mentation plan for its executive
compensation program. This means
taking a step back and asking a few
fundamental questions, including:
What are our short-and long-term
objectives for communication?
What are our guiding principles that
support our objectives? Who are our
key stakeholders and what should
be our key messages to each? What
is the optimal timing for these com-
munications messages and who is
accountable for developing and/or
delivering them? And finally, in
what format(s) should they be deliv-
ered (email, meetings, webinar,
etc.).

Once all of these questions are
answered, a company can roll up its
sleeves and start writing. Having a
strategy carefully outlined—
especially getting consensus around
key messages—will make crafting
the actual communication much
easier. In the crafting of communi-
cation, the most important factor is
keeping your particular audience in
mind. Differentiate your core mes-
sage to what they most want to
know about. Think ahead about
what you want them to take away
from what they’ve heard or read—
e.g., do you want them to take
actions?

For anyone responsible for draft-
ing, reviewing and approving com-
munication, these are critical con-
siderations that should be taken
into account along the way. Every-
one involved in the process should
be on the same page with respect to
all of these issues to ensure that
there are no deviations—especially
around messaging. Continuity is
key.

BBNA: What audiences, and po-
tential audiences, should a company
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account for in its compensation
communications?

Podstupka: Companies today must
articulate the structure, rational and
ultimate value of their performance-
based programs to a broader and
more diverse set of stakeholders than
ever before—from employees and in-
stitutional investors to proxy advisors
and the media.

Let’s start inside the company.
Companies often overlook the impor-
tance of this audience, assuming that
‘‘pay-for-performance’’ is intuitively
understood by employees, including
executives. But given the complexity
of incentive plans both by design and
from a behavioral perspective, it’s
easy for people to misunderstand or
misinterpret what’s expected of them
and how it will affect their paycheck.
This is especially true if a new pay
philosophy has replaced relatively
simple plans with a more nuanced
variable pay program tied to new per-
formance metrics. If the executives
who are accountable for driving re-
sults aren’t clear about what they can
do on a daily basis to positively influ-
ence results, even the best-designed
plan won’t do what it’s ultimately
supposed to do—i.e., drive share-
holder value.

Investors today expect more than

just a once-a-year communication

from the company about pay,

and they also want to hear from

those who have direct

accountability for making pay

decisions.

Next is the investor community.
Investors today expect more than just
a once-a-year communication from
the company about pay, and they also
want to hear from those who have di-
rect accountability for making pay
decisions. That means directors must
do a better job of explaining the ratio-
nale for pay decisions in their proxy
statements and beyond. This means
organizations should have a specific
plan for how to facilitate a regular
dialog with investors and to ensure
that anyone who is responsible for
outreach is fully prepared to address
any issues or concerns.

The proxy is probably the most im-
portant tool to keep proxy advisors

informed appropriately and as neces-
sary. This is also a document that the
media loves to use, so having a well-
written and clear CD&A needs to be
a top priority when thinking about
these audiences. But the CD&A
doesn’t have to be the only means for
outreach. Having discussions with
key contacts can also be advanta-
geous. Of course, they need to be
carefully planned to ensure that ‘‘in-
sider information’’ or other sensitive
information isn’t inappropriately
exposed.

And finally, there is the SEC. Of
course, you want to have the rule
keepers in mind when developing
your disclosures.

BBNA: More particularly, what me-
diums and methods should a com-
pany use to communicate regarding
compensation issues? And which in-
ternal departments should be in-
volved in this work?

Podstupka: Again, the answer
comes back to a company’s compen-
sation communication strategy and to
whom you are communicating. To
ensure that you are getting the right
messages to the right audiences, use
a variety of formats. Develop a com-
munication strategy that includes
materials that can be mailed or
posted online (e.g., highlights bro-
chures, frequently asked questions),
face-to-face settings (e.g., Town Hall
conference calls, one-on-one meet-
ings), personalized materials (e.g., in-
dividual statements), and training
materials (e.g., presentations and
talking points).

Communicating compensation is
not simple. It requires disciplined
stakeholder management, commit-
ment to transparency, continuity of
messages and careful planning at a
level different from any other HR
communication initiative. It requires
involvement at the highest levels of
an organization, including internal
and external counsel, investor rela-
tions, corporate communicators and
the board. There must be particular
sensitivity to observe restrictions on
communicating ‘‘insider
information.’’

BBNA: What is one thing that com-
panies habitually get wrong when it
comes to compensation communica-
tions? How can companies protect
against falling into this mistake?

Podstupka: The biggest mistake I
see, over and over again, is poor plan-
ning for communication. Companies
know they have to do it, but it com-
monly falls to the bottom of the prior-
ity list. Then what inevitably happens

is that material gets developed in a
hurry, which usually results in subop-
timal communication. The bottom
line is poor explanations leave things
open to interpretation, which exposes
the company to several risks.

Internally, the risks are that em-
ployees may misinterpret how the
plan works and could further misin-
terpret the design as a ‘‘takeaway,’’
which could lead to decreased en-
gagement and unwanted turnover.
Externally, the risks are even greater.
Not only can information be inaccu-
rate, but negative perceptions and re-
actions from your investors, the
proxy advisors and the media are
highly likely. And nobody wants that.
The greatest protection against fall-
ing into this mistake is making sure
someone is accountable for a com-
pensation communication strategy
and ensuring it gets implemented.

Communicating compensation is

not simple. It requires disciplined

stakeholder management,

commitment to transparency,

continuity of messages and

careful planning at a level

different from any other HR

communication initiative.

BBNA: What do you think is the
most important thing to watch re-
garding the SEC’s proposed pay ratio
rule? What is your best advice for
companies preparing to comply with
this rule?

Podstupka: Now that we have a
draft version of the rules, it’s a great
time for companies to organize their
thoughts about how to communicate
on this issue and start drafting their
materials. In other words, the best de-
fense here is a good offense—the first
year of pay ratio reporting is likely to
be a media field day.

Companies should be developing
and fine tuning their messaging play-
book on this issue as soon as possible
so they are ready to clearly explain
what they do and why—not just for
require disclosures, but for all their
communications. And remember, it
should all fit in to the broader context
of how the executive pay program
links to business and leadership strat-

2 (No. 0)

2-5-14 COPYRIGHT ! 2014 BY THE BUREAU OF NATIONAL AFFAIRS, INC. CCW ISSN 0886-0475



egies that drive results to create
shareholder value.

BBNA: Is there such a thing as too
much communication regarding com-
pensation? If so, what should a com-
pany views as excessive? Or what dis-
closure should be deemed ‘‘out of
bounds’’?

Podstupka: Absolutely. On the
proxy disclosure front, a common
tendency to overexplain results in
lots of redundancy and muddies key
messages. However, it’s not easy to
strike the perfect balance between
compliance and marketing. Of
course, you still need to cover your
checklist of issues to meet the disclo-
sure requirements, which can be
daunting. But if you do it in a way
that connects your performance re-
sults with your pay outcomes, you
can streamline your story and still

make sure you are covering all of
your compliance bases.

Another good rule of thumb to
help keep your CD&A concise is to
remember that rules only require dis-
closure about pay for the named ex-
ecutive officers (NEOs). Often times,
companies include excessive infor-
mation about pay practices or ben-
efits for other employees whose pay
programs are not significant and do
not clarify the overall strategy being
communicated.

Lastly, I often see companies giv-
ing lots of details about historical pay
practices that are not relevant to cur-
rent programs. For example, includ-
ing information about how stock op-
tion award grants work when they
have long since been replaced by
other equity vehicles such as
performance-based restricted stock.
This is confusing and can easily be

taken out of context. This is some-
times a drafting issue, when company
uses a previous CD&A that describes
outdated practices as its template for
the new proxy season.

BBNA: Would you recommend that
companies utilize social media as
part of its compensation communica-
tions? And if so, are there any precau-
tions that they should take?

Podstupka: This is a tough ques-
tion. Social media, if not managed
properly, can be a dangerous thing—
especially when it comes to pay. It
can be a useful tool to help investors
link directly to information posted on
a company’s investor relations Web
page or to share a worthwhile items
in the news in a quick and effective
way. However, I’m inclined to recom-
mend it be used sparingly, unless
there is a true social media expert on
staff who can deploy information in a
safe, responsible and appropriate
way.

(No. 0) 3

CORPORATE COUNSEL WEEKLY ISSN 0886-0475 BNA 2-5-14


	Tips for Effectively Communicating about Compensation Issues

