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THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

AS BUSINESS MODELS,
EMPLOYEE MOTIVATIONS
AND DEMOGRAPHICS
EVOLVE, INCENTIVE
COMPENSATION
PROGRAMS MOVE

FROM SIMPLISTIC
COMMISSION-

BASED STRUCTURES

TO INTRICATE
FRAMEWORKS THAT
ACCOMMODATE THE
ASPIRATIONS OF A NEW
GENERATION AND THE
EXPERIENCE OF THE
SEASONED VETERANS.
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FROM APPLYING

BEHAVIORAL ECONOMICS

TO CREATING INNOVATIVE
REWARDS PROGRAMS,

HR ORGANIZATIONS ARE
CONSTANTLY EVOLVING THEIR
COMPENSATION STRATEGIES
TO MATCH THE AGILE BUSINESS
MODELS AND THE HIGHLY
DIVERSE WORKFORCE IN
TODAY’S COMPANY.

However, creating and implementing an effective
compensation plan is difficult as it needs to adhere to
all of the following three factors:

. ATTRACT AND EMPOWER TOP TALENT
‘ MOTIVATE THE TEAM TO ACHIEVE TARGETS
ALIGNED WITH STRATEGIC OBJECTIVES

‘ STAY WITHIN THE ASSIGNED BUDGET
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MANAGING TO ACHIEVE

ALL OF THE ABOVE-LISTED
CRITERIA AND APPROPRIATELY
HANDLING THE ONGOING
TENSION BETWEEN THEM IS A
DEMANDING TASK.

Compensation teams need to fulfill the tall
order of developing incentive programs that
are highly competitive, creative, agile and
sustainable. However, there are a few guidelines
that have helped companies design and execute
compensation programs successfully.
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DEVELOP A
COMPENSATION
PHILOSOPHY



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

THE FIRST STEP TO ANY
COMPENSATION PROGRAM
DESIGN ACTIVITY IS TO ASK A
FUNDAMENTAL QUESTION:

DO WE HAVE A COMPENSATION
PHILOSOPHY?

The compensation philosophy outlines the company’s
thoughts on incentives and allows the design team to be
clear in their expectations and limitations when going
through the exercise of developing incentive programs.

Questions to be addressed include:

. DO WE KNOW FOR WHAT WE ARE WILLING TO
PAY AND HOW MUCH?

‘ WHERE DO WE EXPECT TO STAND IN RELATION
TO MARKET PAY STANDARDS?

‘ WHAT TYPE OF COMPENSATION STRUCTURES
WOULD BEST SUIT OUR COMPANY IN LIGHT OF
THE CURRENT MARKET DEMANDS AND HOW
WILLING ARE WE TO ENTERTAIN INNOVATIVE
INCENTIVE POLICIES AND MODELS?

A significant question to ask while mulling over
the philosophy is the type of culture the team
would like to foster within the organization
through compensation practices.
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CONDUCT AN
INTERNAL
ASSESSMENT



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

ONCE THE FOUNDATION HAS
BEEN ESTABLISHED, A PRIMARY
ASSESSMENT HELPS THE
COMPENSATION TEAM DEVELOP
A CLEAR UNDERSTANDING OF
THE PRIORITIES OF EACH KEY
STAKEHOLDER.

This is critical in ensuring that all relevant parties
are aware of and understand how compensation
decisions are made.

The assessment would include some of the
following steps to gain insight into current state
of affairs as they relate to compensation:

SURVEY MANAGEMENT REGARDING
COMPENSATION PRACTICES

REVIEW ROLES & RESPONSIBILITIES
REVIEW EXISTING COMPENSATION AND
PERFORMANCE MANAGEMENT PRACTICES &
PROGRAMS

DEVELOP A COMMUNICATIONS STRATEGY

DOCUMENT FEEDBACK TO SERVE AS POINT OF
REFERENCE FOR COMPENSATION DECISIONS
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RUN A
COMPETITIVE
ANALYSIS



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

THE MAIN PURPOSE OF A
COMPETITIVE ANALYSIS IS

TO UNDERSTAND HOW YOU
COMPARE TO COMPETITION AS
IT RELATES TO COMPENSATION.

An external assessment serves as a benchmark
and is critical in determining the right
compensation structure and identifying any
discrepancies in employee compensation levels
against other industry players.
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ALIGN
STRATEGIC
GOALS TO
BUSINESS
PRIORITIES



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

AT THIS POINT, IT IS IMPORTANT
TO DIG INTO QUESTIONS SUCH
AS HOW SHOULD THE BUSINESS
PRIORITIES BE REPRESENTED IN
THE COMPENSATION PLAN?

Regardless of top-down or bottom-up planning,
each organization ideally has a sense of their
forecasted goals for the upcoming year. These
goals and priorities are the foundation of a well
thought-out compensation program - a structure
that is focused on inspiring and enabling the
desired behaviors to achieve preset objectives.

The second pre-requisite is to clearly define the
correct roles required to accomplish outlined
business goals. This will allow the team to map
out the territory and set the right quotas.
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ACCURATELY
DETERMINE THE
TARGET PAY
FOR EACH ROLE



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

CONSIDER THE INDUSTRY
COMPETITORS TO BE A GOOD
BENCHMARK STRATEGY.
ASSESS THE TARGET PAY AND
PAY MIX FOR SIMILAR ROLES IN
COMPETITIVE ORGANIZATIONS.

This analysis should give the team a fair head-start
into understanding the target total compensation
for each role.

Two critical factors that determine the target pay
are industry benchmarks and the company budget.
Align your budget with the expected performance
of each role. The expected production by each role
should account for performance thresholds and
upside potential. This provides the definition of high
performance for the organization and enables the
company to attract and empower the best talent
possible in its industry.




NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN

DEFINE
CORRECT
MEASURES AND
TIMING



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

PERFORMANCE MEASURES
SHOULD REPRESENT THE
MOST SIGNIFICANT AREAS
FOR EACH ROLE.

A challenge for many organizations is honing in
on the few measures that form the core of the
plan. For example, too many measures introduce
unnecessary complexity in the plan and can
interfere with the employee’s ability to properly
achieve crucial targets.

Moreover, the organization should clearly
determine at what intervals each measure will be
tracked and paid. The measurement cycles should
be in sync with the sales process and allow for
the sales rep to be consistently motivated to
perform. For example, having predominantly
long-term measures in a business model with
short-term sales cycles can cause the employee
to lose interest and leave the company.

Ensure that the mechanics that ultimately
connect performance with pay - rates,
accelerators, gates, etc. - are aimed at
maintaining simplicity without compromising on
the effectiveness of the plan. Complex incentives
that are difficult to understand kill employee
morale and result in low target achievement.
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THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

DATA
GATHERING
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CAREFULLY THINK THROUGH
CURRENT AND FUTURE DATA
REQUIREMENTS. FOR EXAMPLE,
IN ADDITION TO PULLING DATA
FROM INTERNAL SYSTEMS SUCH
AS CRM, ERP, HRIS, ETC., YOU MAY
ALSO NEED TO CONSIDER WHAT
EXTERNAL DATA WILL OR MAY
BE REQUIRED IN THE FUTURE
TO CREATE A COMPREHENSIVE
ANALYSIS AND REPORTING
FRAMEWORK.

Will you require industry benchmark data? Is
there an external data source that informs you
of industry and market trends that need to be
included in your analytics?

Considering these questions form the foundation
of a thorough information flow structure that

Is critical when inquiries arise or new scenarios
need to be modeled based on revised or
additional information.
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COMMUNICATE
PLAN DETAILS
CLEARLY
TO EACH
STAKEHOLDER



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

ARGUABLY, THE MOST
IMPORTANT ELEMENT IN THE
COMPENSATION PLANNING

AND DESIGN PROCESS IS
COMMUNICATION AND ROLL-OUT.

A surefire way to ensure the right start is to
transparently share each detail of the plan with
every stakeholder and have an efficient system
of communication between employees and the
compensation team in case of questions.

The clearer the plan is to the reps, the higher the
likelihood of goal accomplishment by reps.
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MEASURE THE
EFFECTIVENESS
OF THE
COMPENSATION
PLANS



THE 9 COMPONENTS TO DESIGNING SUCCESSFUL INCENTIVE COMPENSATION PLANS

ORGANIZATIONS FALL INTO
THE TRAP OF ANNUAL
REVIEWS CYCLES. THIS CAUSES
A HEAVILY SKEWED ANALYSIS
AND MITIGATES ANY ABILITY
TO CORRECTLY PINPOINT
AREAS OF IMPROVEMENT IN
EXISTING PROGRAMS.

Program evaluation should be an ongoing and
regular process throughout the year. Analyze the
building blocks of the success of the program

by assessing its relationships between pay and
performance, goal attainment and the difference
between top and bottom performers.

Above all, compensation programs today are
the core building blocks of the HR department’s
efforts to foster the desired organizational
culture. Carefully designed incentives go a long
way in nurturing healthy competition among
employees without affecting the team unity
required to retain top talent and sustain business
growth. But by following the guidelines listed
here, you have a proven template to design
relevant, effective compensation plans - for the
first time and every time.
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ABOUT INNOVYNE TECHNOLOGIES

INNOVYNE TECHNOLOGIES IS
A SOFTWARE CONSULTANCY
THAT SPECIALIZES IN

SALES PERFORMANCE
MANAGEMENT (SPM)
SOLUTIONS. WE PARTNER
WITH SALES ORGANIZATIONS
TO ADDRESS AUTOMATION,
EFFICIENCY AND
TRANSPARENCY
CHALLENGES IN THEIR SALES
OPERATIONS AND INCENTIVE
COMPENSATION PROCESSES.

Our veteran team has been delivering strategic
solutions and professional services to North
American clientele since 2008. Our certified
experts deeply understand their industry and
technology, how to provide the most value, how
to successfully deploy solutions, and all the logic
that makes their solutions drive results.




