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Compensation as a
Business-Critical Function

Your compensation philosophy affects the success of your entire business. 

Your compensation plan isn’t just what you pay your employees or how much you cover in 

health insurance. It’s the entire philosophy of what your business values while striving to hit 

short and long-term goals.1 The typical compensation plan is complete when it has a  

philosophy, strategy, guidelines for pay, policies and processes. The plan should also be able  

to answer these questions:

■ What do we value and how do we want to reward those values?
■ What pay choices will help us keep, motivate, develop, and attract top talent?
■ Do we want to focus on pay for the jobs that are mission critical? How?
■ Does this philosophy change for part-time employees or contractors?

In this whitepaper we will review the ways in which your compensation strategy affects the 

business, the different options for compensating your employees and steps on how you  

create a winning compensation plan.  
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“ Four out of five
 people would prefer 
 better benefits over 
 a higher salary.”

Part 2: Compensation Is Not Just What You Pay Your Employees

Today’s employees are looking at more than just what’s in their paycheck when judging a company’s compensation plan. Side benefits  

and special perks have become more prominent in recruiting and retaining talent. A happy employee is motivated, loyal, and productive.  

Pay makes employees happy, but perks keep them that way. Don’t fall behind your competitors by ignoring this fact.

In fact, a Glassdoor survey found that four out of five people would prefer better benefits over a higher salary.3 When you find out what 

non-monetary compensation motivates your employees and then leverage it, everyone wins. Whether you offer vacation time, work/life 

balance schedules, liberal work-from-home policies, company perks, special outings, or whatever else, you can effectively recruit and retain 

employees based in part on first-rate non-monetary compensation.

Here are some of the most popular or unique benefits being offered today:4
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Not updating. We’re hammering this home. 

Don’t set-and-forget your compensation strategy. 

Fully covered health care: Most employees are used to a chunk of 

their paycheck going into health, vision, and dental plans. Cover 

more than the average (or the full cost) and you’ve got yourself an 

advantage here.

Stock options/equity: For a public 

company, granting equity in the 

company that vests over quarters or 

years keeps employees engaged   

in the success of the company - 

because that success trickles to them 

in turn. For private companies,  

allowing employees to purchase 

ownership through a similar grant 

program has the same effect.

Parental leave: The birth of a son or daughter is a major life event 

for your employees. There are laws for how much paternity and 

maternity leave is enforced. Why not go above-and-beyond what the 

government mandates? Allow new parents working for your 

company to have a few more weeks (or months) to enjoy the early 

days of their child’s life!

Matching 401K: Saving for retirement is a key piece of an  

employee’s benefits puzzle. Having a 50% match up to, say,  

6% of 401K deposits is average. A full match up to that threshold 

would be a major benefit.

No official hours: Sitting in traffic so you can get to work by 9 and 

out by 5 is so old school. Offer your employees a chance to set their 

own schedule. If they prefer to start at 6am so they can be out in 

time for soccer practice, let them. If they like to sleep in, let them.  

As long as total hours worked and 

performance remain the same.   

If you’re a manager, you’ll probably like 

this one, too.

Transit reimbursement: Trains, cars, 

and public transit costs are growing in 

every major American city. Help your 

employees feel better about their 

soul-crushing commute by subsidizing 

or completely covering their costs.5 Parking spaces provided by the 

company in busy city locales are also a rarity these days.

Work-from-home: If working hours become more flexible, so does 

the need to be physically in the office. For those where meetings 

can be done over Skype or Slack, and others who can handle all 

their normal workload at home, this perk, used sparingly, helps 

employees with work/life balance and cuts down on morale- 

draining commutes.

Unlimited PTO: Once Netflix announced their policy regarding 

unlimited PTO, many other companies followed suit. It saves a TON 

of time with tracking, and allows employees the flexible to take time 

Part 1: How Your Compensation Strategy Affects Your Entire Business

Don’t make these compensation strategy errors!

Not empowering managers to make corrections.   

These comp guidelines are flexible, and rules can be broken 

as needed. Empower your hiring managers and management 

team to make corrections when necessary.

Not being transparent with rationale. A study by Mercer, an HR consulting firm, found that when employees 

are well informed about the pay-setting process, they feel more satisfied, even if they don’t agree with the 

amount of a pay increase or with the time structure. When employees know there is a written process to which 

they have access, they will be more engaged during, and more satisfied with, their salary reviews.11

Giving across-the-board raises. Surely you want to retain your top talent. They’ve been pivotal to the growth of 

your business. When building your plan, make sure you’re recognizing the top performers. This will come at the 

sacrifice of your bottom performers, and that’s OK. The most natural way to do this is a tiered system with 

merit increases based on performance. Such a system will keep your sales team motivated and further 

encourage healthy competition, too.
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Recruiting qualified employees raises the caliber of your 

workforce. Smarter, faster, more capable employees make  

better decisions and create more revenue. Attracting amazing 

talent takes a pay and benefits package that beats what your 

competitors are offering.

Increasing morale/satisfaction keeps output high. Happier 

employees equals more goods sold, less time wasted on  

recruiting and training, smarter decisions made, a friendlier 

environment, and many more benefits.

Rewarding top performers pushes everyone to be his or her best. 

Your top crop of employees should receive merit bonuses worthy 

of their contributions. Reward those who are on a bonus structure 

for hitting their numbers. This “carrot” mentality will only foster 

more “B” players to reach the “A” level. Variable compensation plans 

provide a flexible alternative, allowing organizations to tie rewards 

directly to the metrics that best drive their success.2 Pay-for- 

performance should be at the center of your plan.

Combat time loss by ensuring peak motivation. If an employee is 

being paid a fixed amount, regardless of performance, where’s the 

motivation to give it his or her individual best? Most people do just 

as much work as to not get fired. Scraping by. You don't want that 

type of attitude on your team. Combat time loss by offering a 

motivating comp and benefit structure.

Reducing turnover and encouraging loyalty keeps institutional 

knowledge from being lost. Any management team member will 

tell you that, although it’s a natural part of any business, reducing 

turnover is vital. Institutional knowledge saves businesses from 

costly and time consuming recruiting and training. 

Career succession planning mitigates talent gaps. Developing 

candidates to replace retiring or departing managers makes 

transitions much smoother. Keeping those internal stars happy  

by leading them up the comp ladder prepares you for inevitable 

departures. You’ll even come out ahead if the replacements are 

better, smarter, and faster than those who’ve left.
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Create your compensation philosophy. By answering the questions 

we laid out in Part 1 above, you’ll be on the path to mapping out your 

philosophy. Consider, too, what TYPE of compensation each 

position will receive. There’s base salary, bonus, commissions, 

company perks, and even equity or ownership. Before you can 

continue on with detailing what each role will receive, you need to 

map out what the key motivators will be. 

Develop a market-based approach. Your pay packages and job 

descriptions should mirror or beat the market. Do competitive 

research and online comparisons to understand exactly how much 

a “Marketing Manager” in your area is making. If you can beat the 

average salary or offer perks other companies are not, you’ll have 

the upper hand in recruiting top talent. Did you know: 34% of 

employees leave their current job due to dissatisfaction with 

compensation.8 On the other hand, you don’t want to overpay for the 

position so much that you’re wasting cash. 

Conduct a job analysis and evaluation. Look at every single job in 

the organization. Who does what? What do the org charts look like? 

Build out accurate job descriptions for every single role within the 

organization. You may need to conduct extensive interviews of 

employees and managers to accomplish this. To decide who gets 

paid what, you need to know what each role is responsible for. 

Sources:

 1 http://www.decusoft.com/compensation-plan-that-motivates-employees 
 2 https://cloud.oracle.com/en_US/opc/saas/wr/guides/win-the-talent-war-guide.pdf
 3 https://www.glassdoor.com/blog/ecs-q3-2015
 4 http://www.businessnewsdaily.com/5134-cool-job-benefits.html 
 5 https://www.ecolane.com/blog/how-transit-benefit-programs-support-both-employees-and-employers
 6 http://www.tuw.edu/business/unlimited-vacation-policy-pros-cons
 7 https://thethrivingsmallbusiness.com/compensation-strategy-7-things-to-consider-when-developing-a-compensation-strategy
 8 http://elearning.scranton.edu/resource/business-leadership/win-win-compensation-strategy
 9 https://hr-guide.com/data/G400.htm
 10 https://hrtimesblog.com/2017/05/18/incentive-compensation-plans-at-all-levels-merit-board-and-management-attention
 11 http://springboard.resourcefulhr.com/planning-your-budget-create-your-compensation-strategy-now

Part 3: How To Structure A Winning Compensation Strategy

After you’ve discussed the overarching philosophy for your compensation strategy, how do you go about matching those bold plans with 

actions? Start by considering your business goals for the next five years. Does your organization want to acquire new customers, increase 

profit, and/or maximize growth? Design your compensation plan to support that goal. What you value as a management team should be 

what your employees’ value too.

Steps for structuring a winning compensation strategy:7

The Bottom Line

Hiring and retaining high-performing employees is essential to a company’s success! It’s business-critical that your organization create a 

comprehensive compensation strategy that includes a plan considering salary, benefits, bonus and perks. Compensation plans should  

never be on auto-pilot.

About COMPOSE by Decusoft

COMPOSE by Decusoft is a specialized compensation management software solution that simplifies the administration of complex  

variable pay programs including Merit, Bonus, Short-term and Long-term incentives. COMPOSE is not a modular software suite like other 

traditional human capital management solutions. However, COMPOSE easily integrates with existing ERP, HRIS, financial and human capital 

management solutions allowing you to leverage your investment in existing processes and systems.

COMPOSE includes modeling capabilities, a workflow approval process, full audit capability, proxy functionality, flexible user preferences, 

enhanced filtering and sorting, real-time summaries, the ability to manage multiple metrics, and comprehensive total compensation reports..
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Build pay ranges and grades. Determine what “grade” each  

particular job falls within; e.g. a Grade A job would be VP level,  

Grade B would be Director, and so forth. What would be the smallest 

or greatest salary figure within that range? Build out pay grades and 

ranges all the way down to Entry/Associate level. This will provide 

discipline to your recruiting efforts and make raise percentages 

easier as employees “graduate” from one grade to the next.9

Legal compliance. Are you up to date on local and national payroll 

codes? Your HR department can advise on any legal considerations 

as you build your compensation plan. Staying away from costly fines 

will keep more money in the comp pool and out of the hands of 

governing bodies.

Get executive buy-in. You can’t do much without blessing and input 

of board members and upper management. Align the entire plan 

based on the company’s major goal and be sure to present the  

plan to leadership. Name a “compensation committee” to lead the 

charge in the future if your company is not large enough to have a 

stand-alone comp department.10

Establish adjustment and review protocols. When are salary 

adjustments implemented and review processes completed? 

Bonuses, promotions, and cost-of-living increases should also work 

into your plan. We discuss review processes in-depth in Part 4.

Communicate to managers and employees. After approval from   

the board, present the program to your managers. Ask for feedback 

and take suggestions seriously. Develop a follow-up plan for 

managers to then communicate the structure to employees.  

Work with HR information systems staff to establish effective 

implementation procedures, to develop appropriate data input forms, 

and to create effective monitoring reports for senior managers. 

Install, monitor, and refine. Markets change so it’s important to 

perform routine salary audits to ensure salary ranges reflect current 

compensation trends in a particular industry. Gather feedback from 

managers and employees about what can be fixed. Provide access 

to employees via HR portals so they can self-service when needed. 

Once again, your compensation plan is not a one-time discussion.  

It will always need changes and updates.

off when they need it. In a survey of SHRM members, 77 percent 

of talent leaders believed that employees who use their vacation 

time are more productive than those who do not. With this logic, 

giving workers as much vacation time as they want will lead to 

better productivity and more engaged employees.6 

Child care reimbursement: Child care costs are out of control,  

we can all agree on that. Help subsidize the major daycare  

costs shouldered by your employees. Easing child care costs  

and concerns (including in-office day care) is a growing perk  

in the workforce. 

Learning seminars: This is a classic win/win. Pay for an employee 

to grow his or her skill set at a learning seminar, conference, or 

class. They apply those new found skills to improving your bottom 

line, and they get a few more tools in their metaphorical belt.

Wellness focus: Healthy employees are happy employees!  

They also spend less time out sick. They’re energized and focused. 

Create an environment of wellness through challenges, games, 

and team outings. Offer perks for gym reimbursement and  

healthy eating choices.

Student loan/Education reimbursement: Help subsidize your 

employees’ formal education through this incredible perk.  

Offer a set amount for credits completed, and add in a   

“good grade” clause so your team knows they need to   

excel in order to receive the cash.

http://www.decusoft.com/applications/compose/
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