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By Beth Burkholder, Towers Perrin

Scenario One: You've just spent a significant amount of time and money designing a new incentive

plan, but when you announced it to the line managers, it received such a negative response that it must

either be radically altered or scrapped altogether — and the new plan year starts in two weeks.

A year ago, you spent significant time and money designing a new incentive plan, and

now you're reviewing disappointing performance results. You knew there were some rocky points during

the year, but you can't understand why the plan didn’t motivate the participants. Will you need to

redesign the plan? But you know the plan is good!

These situations represent a problem common to new incen-
tive plans, which often fail not because of poor design, but
because they are not well implemented. There are several

strategies and tactics for improving implementation.

Harmonizing Change Management

First, develop a clear picture of the desired change and why
it is desired. Is the goal to improve business performance,
reduce fixed compensation expense, or both? For which
functions will the change occur?

After identifying the plans to be changed, determine the level
of change management required for each function. Why spend
the time and money on large design and implementation
teams if it’s not necessary? Using a change assessment scale,
similar to the one in Figure 1, on page 18, can help differenti-
ate which functions are high or low change. Then, it is possible
to establish processes to match the needs of each function.

In incentive redesign projects, several organizational change
management levers can positively affect implementation
(see Figure 2 on page 18):

+ Leadership. By showing strong leadership throughout the

design and rollout, employees will understand this plan is

not optional. Also, leader-
ship is needed when
distributing the first
incentive checks, because
there may be significant
winners and losers.
Involvement. Allowing
involvement will let people
feel that their voices are
heard.

Technology. Solid tech-
nology will support the
plan, including accessing
baseline data for goal set-
ting and generating regular

performance reports

LOOK

9 Many incentive plans don't fail
because of poor plan design,
but because they are poorly
implemented.

9 Several organizational change
management levers can
positively affect the
implementation of incentive
redesign projects.

® Implementation activities take
time and resources, and they
add to the cost of a new
incentive plan.But a plan that
does not help employees
become receptive to change
is far more costly.

throughout the plan year — not to mention calculating
payouts accurately and on time.

Communication. When the plan is designed, during rollout
and throughout the plan year, communication is critical.
People get nervous when they feel they are being kept in the

dark about upcoming changes.
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FIGURE 1: DETERMINING THE LEVEL OF CHANGE MANAGEMENT

Determine the level of change management required
for each function being considered.

Change Assessment Function R&D

Criteria Low Change High Change
How many people are affected? Less than 10 More than 50
How radical is the anticipated Tweaking only Very different
change in plan?

How critical is the performance of Moderate High

this group?

What is the tension level between Low High
HR/finance and line management

with regard to compensation?

Is the incumbent group highly No Yes
visible, vocal and/or hard to

retain?
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« Measurement. Monitoring the plan ensures it functions as
intended, lets participants know how they are doing, and

gauges the impact plans have had against the stated objectives.

Ensemble Effort
Good implementation actually starts before the new plans have
been designed and ends when employees have internalized the
plans and changed their behaviors to maximize their pay.
Chartering teams so each change lever has at least one
champion is one way to maintain focus on implementation.
For a high change project, this may need to be a larger, cross-
functional team. For low-change projects, it may be possible
to have one or two people acting as implementation champi-

ons. For smaller organizations with scarce resources, good

FIGURE 2: FIVE LEVERS OF CHANGE

Leadership + Provide vision of a successful implementation

+ Act as project and implementation champions

Involvement + Foster buy-in and commitment through employee

involvement in the process

Technology + Develop supporting structures for accurate goal setting

+ Ensure the ability to generate accurate reports
and payouts

Communication

Give clear and consistent messages throughout
the process

Rollout clear and comprehensive plan documentation

Measurement + Provide feedback to participants on their performance

+ Ensure plans are meeting stated objectives, and
course-correct as necessary
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implementation results can be achieved by following the
strategy outlined for low-change projects, which typically
requires fewer people. (See Figure 3 on page 20.)

Leadership
Whether high change or low change, the Steering Committee:
« Directs the overall efforts of the process
+ Provides continuity and leadership
« Establishes compensation guiding principles
« Sets the direction for change.

The Steering Committee should be comprised of senior
leaders, such as division heads, the COO, CFO and head of
compensation and benefits, and should have final authority

for approving new incentive plans.

Involvement

To maximize employee development, the Design Team needs
cross-functional representation, including line management,
HR, finance, information technology and/or payroll, along
with representatives from specific functions that may be
affected by the performance of the function receiving the
new plan.

For low-change projects, the Design Team could consist of a
member of HR or finance and a line manager. It is a common —
and often fatal — mistake for HR or finance to design new
incentive plans without input from line managers because, no
matter how technically perfect the design, buy-in and support
from the ultimate arbiters of plan effectiveness will not have
been gained.

For high-change projects, a Challenge Team can really help.
This team typically includes top performers affected by the
new plans, who can help practice the rollout pitch and provide
guidance on how to most effectively communicate the new
plans. For low-change projects, a trusted top performer can
review the plans and give feedback in a one-on-one session

with a Design Team member.

Technology

High-change projects likely will need a Technology Team,
though the size and diversity of this team depends largely on
the flexibility and health of current incentive administration
systems. Even low-change projects can add technological
stress. It's important for a member of the Design Team to
check with the accounting or IT staff to ensure the current sys-

tem can track and report on any new performance measures.

Communication and Measurement
The Implementation Team serves a number of purposes,

and several of its members also may be on the Design Team.



FIGURE 3: HIGH-CHANGE VERSUS LOW-CHANGE PROJECTS

High-change projects use all five teams;
low-change projects may use only two.

Steering
Committee
(Leadership)
Technology Design Implementation
Team Team Team

(Communication

(Technology)
& Measurement)

(Involvement)

Challenge

All design projects
High-Change projects
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Team
(Involvement)

Primary implementation activities include setting goals,
communicating the new plans and measuring results.
Whether the project is high change or low change, the most
vital team member is the internal change agent, who has
responsibility for behind-the-scenes communication about
the plans and should work the internal system to smooth the
way for the new plans. When questions or problems arise, the
change agent can talk to the various parties “off-line” to help
craft a workable solution for all. The internal change agent
can be a member of HR, finance, a line manager or other
respected party. This person should be passionate about the
need for change, yet open-minded about various methods for
bringing about that change.
Other members of the Implementation Team are responsible
for:
+ Producing rollout presentation, executive presentations and
plan documents
- Holding manager training sessions and goal-setting

workshops
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+ Developing question-and-answer documents

+ Creating earnings calculators

+ Working with the Technology Team to design and publish
regular performance reports

+ Measuring the results at regular performance intervals.
Good implementation typically takes as long or longer than

designing the plan and, if resources are scarce, more time

should be allowed. It can be helpful to dedicate a staff mem-

ber with strong organizational skills and a penchant for detail

to manage the implementation effort, as there can be numer-

ous logistical and administrative challenges along the way. It

is best if this person is included in the Design Team from the

outset of the project to ensure understanding of why deci-

sions were made.

The Education, Motivation
and Communication Tune
The Implementation Team has three primary objectives:

Communicate, educate and motivate. (See Figure 4 on page 21.)

Communication

Participants need to hear what the new plans will involve,
what the changes are and why this will benefit them. Next,
they need time to absorb and ask questions. Then, the plan
should be explained again - this time in more detail, as there
will be much that was not grasped the first time.

Hold training sessions to introduce managers to their own
plans (if they have been changed) and to prepare them to
answer questions about subordinates’ plans. Managers will be
much more supportive of subordinates’ new plans if they rec-
ognize plan alignment and realize that their own pay depends
in some way on their subordinates” accomplishments.

The rollout meeting is the first formal communication
about the plans. Regardless of group size, take extra care in
preparing the documents and presentations that describe
plans and the manner in which the information is presented.
Participants need to be told how and when their incentive
plans will change, and why the changes are being made, along
with knowing how the new plans will benefit them. The roll-
out presentation should start with the case for change,
explaining:

+ Why the new plans are necessary

+ How they will benefit top performers

« How the new plans differ from the old plans
+ What has not changed

+ How the plans work — at a high-level.

It is critical to have one or more respected members of each
function present the new plans. Senior executives whose pri-

mary responsibility is to show their support for the new



FIGURE 4: EDUCATION, MOTIVATION AND COMMUNICATION

Major Implementation Step Goals of Step

Audience

Tools

Manager Training + Introduce managers to their own plan

Session + Explain subordinates’ plan

+ Ensure managers are comfortable explaining
the plan and answering questions

One to two levels of management
above the level receiving the new
incentive plan

Detailed manager plan information
Subordinate plan overview
presentation

Draft subordinate Q&A document

Rollout Presentation + Provide participants with high-level
information about the new plan

+ Ease their concerns about change

+ Ensure a consistent message is delivered

and heard

Employees who will be affected
by the new incentive plan

Team leaders who have
responsibility for the employees
(if applicable)

One to two levels of management
above employees

Rollout presentation
Demo of earnings calculator,
if desired

Goal-setting Workshop

Set individual performance goals

+ Ensure a common methodology and fair
process is employed

+ Gain manager support through involvement

Finance representative
Design Team representative
Managers

Automated target-setting tool
Historical performance data by
employee

Written process instructions,
including guidelines for handling
difficult cases

Manager One-on-one
Meetings

Provide plan documents and individual
goals to each employee

Provide a less threatening atmosphere for
employees to ask questions about the plan
+ Show manager support for the plan

Managers meet directly,
one-on-one with each employee

Plan documents

Q&A document

Individual goal sheets

Earnings calculator to demonstrate

E-mail to Participants Deliver additional details about the plan

Provide employees with earnings calculator

Employees affected by the plan
CC their Team Leaders and
managers

Revised Q&A document based on
results of one-on-one meetings
Earnings calculator
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plans also should be involved in the presentation. Above all,
be enthusiastic: Good incentive plans are good for top per-
formers, and the goal is to have those top performers know
it’s good for them.

Details on calculation methodology — unless critical to the
field’s understanding of the new plan — should be left for
later. Participants should begin to accept the big issues before
grappling with details. If the setting permits questions and
answers, it can be particularly helpful to have members of the
Challenge Team - either formally or informally — help to
answer questions.

Sometime between the rollout meeting and the official start
date, goals will need to be set for each participant. For best
results, incentive plans with a set payout calculation method-
ology should follow a few general standards:

+ 90 percent of participants should earn some money under
the plan

+ 50 percent to 60 percent of participants should hit their goal

+ 10 percent of participants should reach the excellence level
that has been set.

A member of finance who also is part of the Implementation

Team can drive the goal-setting process, but the process

should include the Design Team and line managers who have
to communicate and live with the goals set for their employ-
ees. Although it may make the process longer, it will create
better goals and a more committed management team if line
management is involved. Using an automated goal-setting
tool and a goal-setting workshop can help ensure that man-

agers understand and follow a common process.

Education
Education starts with the plan documents provided either at
the close of the rollout meeting or during manager one-on-
ones that should be scheduled shortly after the rollout meet-
ing. One-on-ones offer an opportunity for more candid ques-
tions and answers, but make sure managers are familiar with
the plans and the goal-setting process before setting the
dates for these meetings. A solid question-and-answer docu-
ment can help to ensure that consistent answers are given to
common questions.

The look and tone of the plan documents should fit the
corporate culture. However, communicating a new plan that
takes a big directional turn from a prior plan calls for a plan

document with a whole new look and feel. Also, consider
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consistency issues across the organization. A good plan

document should have:

- A statement about the corporate compensation philosophy

« General provisions - the standard legal language found in
all of a company’s incentive plans

- Plan schedules - this is where plan families can be grouped
into one plan document by common features, if needed

« Plan provisions — specific details applicable to this plan
family can include measurement element definitions, details
on calculation methodologies, credit splitting procedures,
special payouts that are not part of the main plan, etc.

« Receipt acknowledgment

« Individual quotas or goals

+ Question-and-answer appendix and any other applicable
appendices.

The plan schedule should be logically organized and provide
enough information without being overwhelming. Most start
with an overview of the compensation plan, then describe
each element in more detail, following a consistent structure

for each element.

Motivation
Spreadsheet-based earnings calculators often are overlooked,
but they are critical to educating and motivating employees
about the new plans. When used properly, they can help to
generate even higher return on the incentive investment.
Also, because they answer basic calculation questions, they
relieve compensation administrators from a time-consuming
duty. Earnings calculators are tools for employees to model
their performance and predict their pay under the new plan,
and are important companions to the plan document by
motivating participants through “what-if” scenarios.
Earnings calculators can be simple or complex. For bonus-
oriented plans, calculators help employees internalize their
goals and predict their pay under a variety of performance
scenarios. For commission-based incentive plans, employees
can use an earnings calculator on a daily basis to calculate
their potential payouts for anticipated transactions. (See
Figure 5.) Earnings calculators often include:
« An information page to gather individual data, such as base

salary and established goals

FIGURE 5: EARNINGS CALCULATOR

Instructions

Annual Earnings Planner

Estimate Your W-2 Earnings

Incentive Base Salary as of Jan. 1

Elements Target Incentive Cash

$100,000 $200,000

Annual Earnings Personal Incentive Goal

$200,000 $300,000

Planner

Group Financial

Making It Happen - The Year at a Glance

Performance 2 al Quota d % Quo : Have you reached
Bonus Perfo e PO 0 your Personal
Strategic Group Financial Performance Incen.tive Goal? If
Objectives Revenue $100,000,000 $125,000,000 125% 656,500 :(?Itn: ind out how
Gross Profit Percentage 25% 25% 100% ' prove your
Employee performance
Development Strategic Sales Objectives 100 below. If so, look
Annual Totals Special Product 1 Volume 5,000,000 5,000,000 40 435000 :2‘;:’;‘/’;?;220
. Special Product 2 Volume 10,000,000 10,000,000 40 ! :
Exit Key Account Penetration 10 10 20 money:
Employee Development 35% 29%
Number of Employees at Target 12 10 29% $7,500
Total Number of Employees 35 35

Total Incentive $99,000

Taking It Up a Notch - Improving Your Performance

Bonus Element

Actions You Can Take ...

Group Financial Performance

4% more gross profit would give you an additional $11,000

Strategic Sales Objectives

Getting 12 more points would give you an additional $8,750 under the
Strategic Sales Objective Bonus

Employee Development

If 1 more employee reaches quota, you would receive an additional
$3,750 under the Employee Development Bonus
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« A one-page annual earnings planner that offers a view of the
whole plan and where the employee can model his or her

performance and get suggestions for improvement

Components pages to provide detailed calculation informa-
tion for each plan component. The employee can enter his
or her performance and track their progress. If the plan is
transaction-oriented, consider including a comparison tool
so employees can see how changing certain transaction

characteristics changes the payout

An annual totals page that is a summary of the components
pages, showing the year-to-date total incentive pay. This page
also can include annualization calculations and allows employees
to predict the effect of constant, improving or declining

performance on the estimated year-end final payment

Graphs and charts that increase motivation. These should be
used frequently to supplement performance tables.

Note that earnings calculators are not replacements for
incentive or payroll software and, therefore, should not be

used to calculate paychecks.

Measurement and

are both
important for motivation,
and should be emphasized

throughout the year.

Measurement and feedback are both important for motiva-
tion, and should be emphasized throughout the year.
Quarterly reports, posted results, earnings calculators and,
ultimately, incentive compensation payouts provide motiva-
tion. However, be prepared for motivation levels to peak only
after the first full pay cycle, when participants see the results
and understand how to modify their behavior to maximize

payouts in the next cycle.

Staying in Tune
New incentive plans should go through a stringent assessment
after the first full plan year to ensure they function as

expected. (See Figure 6 .) The Implementation Team should

FIGURE 6: TOP 10 IMPLEMENTATION TIPS

1. Segment and prioritize your functions based on expected value of
change; know why you are making a change.

2. Know what kind of change effort is required for each functional redesign
and structure accordingly; pick your battles.

3. Spend time on involvement and consensus building.

4. Use the five levers of change: Leadership, involvement, technology,
communication and measurement.

5. Allow line management a hand in design and communication.

6. Allow enough time for implementation (one to two times the time it
took to design).

7. Find an internal change agent (or be one yourself).

8. Use a challenge team to test your plans and craft communications.
9. Roll out hierarchical plans from the top down.
10. Communicate, educate, motivate.
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measure the plan’s impact on business performance and
report these results back to the Steering Committee and the
Design Team. The assessment should include quantitative
analysis of results and qualitative feedback from plan partici-
pants and managers. The Implementation Team, Design Team
and Steering Committees should determine whether any
changes are needed. Because incentive design is a process that
evolves as business strategies change and measurement and
tracking systems improve, regular review is important.
Implementation activities take time and resources, and they
add to the cost of a new incentive plan. But a plan designed
without opening the door for employees to become receptive
to the change is far more costly. When employees are given
the instruments to understand a new plan, and feedback
motivates them to achieve the highest possible performance,

new incentive programs get standing ovations. [@
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OIAINOTES

Visit our Web site at www.worldatwork.org and go to Information Central.
There you will find ResourcePRO, a powerful database that holds nearly
10,000 full-text documents on total rewards topics.

For more information related to this article:
9 Go to ResourcePRO Search and select Simple Search
9 Do Not Select a Rewards Category

o Type in this key word string on the search line: “Incentive” OR “design
and implementation” OR “motivation and pay” OR “change
management or managing change”
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