
People Operations 
Guide to 
Compensation
Build a strong compensation strategy, 
pay employees equitably, and truly 
motivate your workforce
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People operations (People ops, 
or POPS) is a people-centric 
business approach that  
emphasizes workforce 
empowerment to drive  
growth. 

With a focus on automating traditional 
HR processes, POPS shifts attention 
from tactical administrative work 
to people and productivity. A strategic 
part of People Ops is compensation 
strategy — one of the biggest 
and most obvious functions 
of an employment contract. 

Yet it’s one of the trickiest and 
most important to get right, 
especially in smaller companies.

Operations

People
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Why? Well first, smaller businesses don’t often have the same cash troves 
that big businesses have. Second, someone’s pay ends up being an explicit 
value contract between the employee and employer, one that employees 
are reminded of each time they see their paycheck. Because smaller 
companies often offer smaller wages relative to big companies, they risk 
being seen as underpaying their staff. 

To compete with big firms, and avoid underpaying employees, small 
companies must “think beyond the paycheck.” This means getting clever-
er about what’s included in a total compensation package. 

In this eBook, we look at how to get compensation right so you can grow 
your business the way you want to. Specifically, we’ll look at: 

 ✓ The components of a strong compensation strategy

 ✓ How to establish equity and fairness

 ✓ How to develop incentive structures that truly motivate employees

 ✓ How to analyze pay data to drive insights



The 3 components 
of a strong 
compensation 
strategy
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A strong compensation structure starts with 
defining answers to 3 key questions: 

What is our underlying compensation philosophy? 

This explains your company’s position on pay. It also provides a framework 
for competitive total compensation packages and equal pay for employees.

What are we looking to achieve? 

This helps determine which kind of skills you need to have on staff, and 
how to prioritize various hires. And it also helps inform incentive strategies 
to drive intended outcomes among current employees.

What is our budget? 

Your budget gives you a sense of how many people and what level 
of experience you can afford to hire. It also helps inform raises, 
promotions, and compensation adjustments among current employees. 

Let’s take a look at each question a bit more closely. 
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What’s our philosophy? 

A compensation philosophy is a formal statement that explains your moral 
position on pay, and provides a framework for pay consistency. It helps 
guide your principles about how you dole money out, and what “pay” 
stands for at your company. 

Your pay philosophy will be unique to your company. But we strongly 
recommend adopting a Fair Pay philosophy. 

Fair Pay believes one’s pay should match their merits, tenure, and skill 
sets. It remains unbiased by age, gender, race, religion, or other protected 
categories and prior relationships and stays competitive with other similar 
roles in similar geographic areas.

In other words, it’s paying people the appropriate rate for the work that 
they’re doing and the experience they bring. Studies show employees feel 
happiest in their roles when they are paid equitably. 
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If you underpay workers, on the other hand, you’re liable to create bad 
consequences. People who feel underpaid are more likely to shirk work, 
sabotage situations, or quit. In fact, employees could lash out in direct 
proportion to how unfairly they feel their pay is in relation to their efforts. 
Things like stealing business supplies, bad-mouthing the business 
to colleagues, or leaving nasty reviews on public forums about your 
company would all feel fair game. 

Paying people fairly puts people at ease, minimizes peer-to-peer gossip, and 
ensures the business remains just when hiring and compensating teams. 
When combined with leveraging appropriate motivation factors, you’re 
looking at a simple decision matrix of what to expect from your workforce. 

Employers must remember, employees will only be inspired to do their 
best work in an environment of both fair pay and motivational factors.

https://www.washingtonpost.com/blogs/wonkblog/files/2013/10/fair_wage_effort_hypothesis.pdf


CHECK IN!

Is your company paying fairly?  
Ask yourself these questions:

 □ Where do your workers live? 

 □ What is the cost of living  
in those locations? 

 □ Are you working to eliminate 
unconscious bias?

 □ Are you working within your  
stated salary ranges?

 □ Do people with the same job 
in your company roughly make  
the same amount of money?



Fair Pay believes one’s 
pay should match their 
merits, tenure, and skill 
sets. It remains unbiased 
by age, gender, race, 
religion, or other protected 
categories and prior 
relationships and stays 
competitive with other 
similar roles in similar 
geographic areas.
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What are we looking to achieve?

The next question in formalizing a compensation strategy is what are you 
looking to achieve? Again, this question helps you understand what kind 
of skills you need to have on staff, how to prioritize various hires, and 
which incentives to use to drive the outcomes you’re looking for.

It may help to think about talent needs as it relates to business goals, 
step-by-step:

STEP 1

Write out each business goal. 

STEP 2

Rank the goals based on priority. What are the objectives you must achieve 
vs. what are the objectives you’d like to achieve? The order of each goal 
will help inform the urgency behind each hire, and how much you might 
be willing to pay them. 

STEP 3

Define what’s / who’s needed to achieve those goals. Who are the people 
and what is the experience you need to achieve the goal? What skills 
or technical knowhow do you need?



People Operations Guide to Compensation | 12

STEP 4

Document your “people gaps.” Wherever you’re missing talent, document 
the gap. It’s extremely important that you write out where your business 
is missing key hires. This demonstrates your ability to anticipate human 
capital needs, and also buffers the People Ops team from finger pointing 
when key business goals are missed. 

STEP 5

Come up with a compensation strategy for each gap. Look 
at compensation benchmarking tools to inform your people costs. You may 
want to pay more for roles that are more urgent. 

STEP 6

Share your results with your leadership team. Once you’ve defined 
your labor gaps and estimated the costs to fill them, the final step 
is to make strategic recommendations on how to fill the roles. This could 
be a change to roles and responsibilities internally, or a plan to attract, 
recruit, and hire new people.
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What’s our budget?

You can’t talk about payroll without talking about the budget. Your budget 
defines how much money you have for your people including their base 
wages, but also accounting for incentives, salary increases, and more. 

Your budget helps define: 

 ✓ The total number of people you can afford to put on payroll

 ✓ The extent of and types of incentive strategies you can use

 ✓ Salary ranges for various positions you’re looking to fill

 ✓ The mix of total compensation (salary, benefits, and flexible  
benefits) you can provide to each worker

 ✓ The mix of worker types that are best to keep  
(contract, full time, part time, etc)
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How do you know what to pay each worker?

First, you’ll need to get an understanding of going rates for the roles you’re 
looking to fill or keep. Try reaching out to your personal network: friends, 
colleagues, mentors, etc. What have they been seeing as going rates for 
certain roles? What can their experience share? This is the quickest way 
to get ballpark numbers. But we caution it may also be subject to bias. 

A more reliable solution, that we already alluded to, is assessing 
compensation benchmarking tools like Indeed, Glassdoor, Salary.com, 
LinkedIn Salary, or Zenefits. Salary benchmarking tools offer real — and 
real-time — salary data for specific jobs in specific geographic regions. 
They can provide median salaries and salary ranges based on quartile, and 
they can also estimate salary changes projecting whether demand for that 
role will increase or decrease. 

Example of how salary benchmarking tools work:

Job Title Level of Experience Geography

Inputs Packaging designer Senior-Level San Diego

Output Median Salary $76,800

Example of how salary benchmarking tools work with hypothetical inputs and output. Source: Zenefits, 2021
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What if you don’t have enough money?

If you can’t afford top dollar (or even median rates) for key positions, don’t 
panic. This doesn’t necessarily mean you won’t be able to hire top talent 
or keep star employees. It just means your job needs to get more creative. 

Smaller businesses, while not having big pockets, have the strategic 
advantage of being more nimble than big corporations. They can be more 
flexible in the ways they incentivize work including both monetary and 
non-monetary perks. Monetary perks (like earning equity in the company, 
performance-based bonuses, or profit sharing) and non-monetary perks 
(such as flexible work hours, additional PTO, career opportunities) — can 
be real value-adds for employees. 

Lean into that flexibility and develop a total compensation package that 
has a lot of value to your ideal workers. You can even allocate a dollar 
amount to each non-monetary perk to define its value. 



MONETARY COMPENSATION NON-MONETARY COMPENSATION

Incentives

Bonuses

Perks

Stock units

Profit sharing

Tip income

Commission

Overtime wages

Company culture

Snacks or discounts on food

Access to gyms / memberships

Career growth opportunities

Vacation / PTO

Flexible work weeks

Mentorship

Anything else you can come up with

A list of examples of monetary compensation and non-monetary compensation. Source: Zenefits, 2021
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Remember, too, pay negotiations are conversations. Both parties have the 
right to walk away. So come to the table with honesty and respect. If you 
can meet market rates, great. If not, explain to the candidate the situation. 
If you can only afford to pay a candidate $70,000 and you know they’re 
worth $100,000, you can say, “Listen, I know you could go get more 
money somewhere else. But here’s what I’m going to do instead: I’m going 
to be flexible with your time off, and I’m going to let you pick up your kids 
at 3pm everyday.”

Or whatever else your adroit mind comes up with! The point is there are 
trade offs. You can’t always afford to pay market rates, certainly not top 
dollar. So you’ll have to make it enticing in some other way. There has 
to be something in it for your staff so they agree to the compensation 
agreement, and agree that it’s fair.

In this way, small companies can punch above their weight class in talent wars. 
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What about incentives?

Yep, your budget should also inform incentive strategies, too. 

Incentives are the perks (typically monetary, but not always) that 
are used to motivate existing employees. They should tie as closely 
to performance as possible. 

They are the vehicle with which your business rewards the behaviors 
you’re trying to drive. Incentives are a way to keep your people focused 
on the right tasks by providing strategic positive feedback loops that 
provide rewards for work done that makes a clear positive impact 
on business objectives. 

Companies that leverage strong incentives see an increase in revenue, 
profit, productivity, and employee retention. Poor incentives fail 
to motivate staff and put your company at risk of turnover. 



Companies that leverage 
strong incentives see 
an increase in revenue, 
profit, productivity, and 
employee retention. Poor 
incentives fail to motivate 
staff and put your company 
at risk of turnover. 
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Impact of incentive compensation on desired outcomes in a business

Source: FMI Net, 2013
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Unfortunately, outside of research specifically studying the impact 
of incentives on business results, most businesses aren’t sure whether 
incentives are effective. According to one study of more than 5,000 U.S. 
businesses, the vast majority of businesses (92%) use incentive planning, 
but only 21% of executives feel confident they are working. This is in large 
part because companies don’t track or measure the impact of their 
incentives, or the company lacks a formal process altogether, instead 
awarding incentives discretionally. 

http://lp.fminet.com/rs/583-MEF-388/images/IncentiveCompSurveyReport_2013_FINAL.pdf
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Don’t leave impact up for interpretation. Start with a strong documented 
plan that includes the teams that are incentivized, the requirements 
of earning an incentive, the reward the employee should expect, and the 
timing for such rewards. Here’s an example:

Team How to earn more What you’ll earn
Accelerated earnings 
potential

Marketing Obtain 50 net new leads 
in a month

$100 bonus For each 20 new leads 
you bring in, on top 
of the 50, you’ll earn 
an additional $100. 

Sales Meeting quota 3 months 
in a row

Earn an additional $100 
bonus on top of your 
compensation plan

For each contiguous 
month of obtaining quota 
after your first three, you’ll 
earn an additional $100.

Sales Closing $50,000 in one 
month

Earn an additional $1,000 
bonus on top of your 
compensation plan

For each additional 
$20,000 closed in the 
same month, you’ll earn 
an additional $1,000. 

Company-wide Being named for a “core 
value award” through peer 
nominations. 

Earn $1,000 VISA  
gift card

Example of clearly defined incentives structures. Source: Zenefits, 2021

Your incentive plan should:

• Support efforts that move the business closer to its goals 

• Be clear and achievable by all, and NOT favor any particular subgroup

• Make sense fiscally and infrastructurally 
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It may seem at this point that incentives are easy 
enough to get right. Find a reward, find a goal, 
match them up. 

But we caution, incentive planning is actually much harder to get right 
in practice. Let’s look at a few common pitfalls and ways to avoid them 
to illuminate common mistakes. 

PITFALL 1

Not encouraging true motivation

Often, incentives are constructed at a team or company-wide level 
which risks missing the needs of the individuals. 

Get it right

Be as personalized as you can when building incentive plans. Give 
people a voice in what rewards they want. 
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PITFALL 2

Incentivizing the wrong behaviors. 

It’s easy to accidentally get incentives wrong, like in this real 
world example: A company was looking for ways to weather the 
initial COVID-19 economic shutdown. Marketing decided to run 
a promotion to drum up business. Everyone inside the company 
was excited. Especially when the promotion caught on. A record-
breaking number of prospective customers signed up to get the 
deal. But unfortunately the promotion (which offered 30% off the 
product) never considered the compensation structure for the 
sales team, or adjusted for it. For each closed/won deal associated 
with the promotion, a sales rep missed out on 30% of their 
expected commission. The sales team quickly learned to avoid 
leads associated with the promotion in favor of full pay-out leads. 
The result? Frustrated potential customers (who were ignored 
by sales, in favor of full-paying leads) and less total revenue closed 
for the business (the company would likely have closed more total 
business if both full-paying customers and promotional leads were 
closed). The problem was marketing leaders failed to consider the 
downstream impact of their promotion. And the wrong actions were 
motivated.

Get it right

When thinking about incentives at any level, take on the mindset 
of an algorithm. What are all the possible inputs and outcomes? For 
instance, what are the various ways employees could interpret the 
incentive plans? 
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PITFALL 3

Failing to engage your top performers. 

Star employees need carrots too, and if your incentive plans fail 
to meet the needs of these individuals, you’re at a greater risk 
of losing them. Losing top performers — means losing a lot. Just 
how much? Let’s look at a sales employee example below to see 
the financial implications of losing top performers. If you remember 
Employee A was meeting quota, bringing in $15,000 per month, 
while Employee B was bringing in only $5,000 per month. If both 
employees met quota you could expect $360,000 of new business 
in a year. When you lost Employee B you still managed $270K. But 
losing Employee A, a top performer, and you’re down to only $135K 
in new business for the year, even assuming you bring in another 
top performer. Losing your top performer was twice as bad for your 
bottom line.

Get it right

Provide fair pay and appropriate incentives. Treat your employees 
like adults, and ask them if the incentive structure meets their needs, 
or how they would adjust it to work better. Get the right criteria, and 
watch your business soar. 



COST OF LOSING A TOP PERFORMER (ASSUMING A STRONG NEW HIRE)

Employee A Employee B New Hire

Month 1
Monthly Salary $4,167 $4,167

Sales $15,000 $5,000

Month 2
Monthly Salary $4,167 $4,167

Sales $15,000 $5,000

Month 3
Monthly Salary $4,167 $4,166

Sales $15,000 $5,000

Month 4
Monthly Salary $4,167

Sales $5,000

Month 5
Monthly Salary $4,167 $4,167

Sales $5,000 $0

Month 6
Monthly Salary $4,167 $4,167

Sales $5,000 $0

Month 7
Monthly Salary $4,167 $4,167

Sales $5,000 $5,000

Month 8
Monthly Salary $4,167 $4,167

Sales $5,000 $10,000

Month 9
Monthly Salary $4,167 $4,167

Sales $5,000 $15,000

Month 10
Monthly Salary $4,167 $4,167

Sales $5,000 $15,000

Month 11
Monthly Salary $4,167 $4,167

Sales $5,000 $15,000

Month 12
Monthly Salary $4,167 $4,167

Sales $5,000 $15,000

The cost of losing a top employee assuming a back fill in “month 4” and standard onboarding speeds of new hires. 
Using hypothetical numbers for salary and labor costs, this example shows that the company lost 75.95% of expected 
profit. Source: Zenefits, 2021
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PITFALL 4

Failing to communicate incentives. 

Employees that either don’t know how to earn an incentive, or don’t 
know that an incentive exists, won’t work to achieve one. 

Get it right

Ensure your incentive structure is clearly communicated 
to employees. Employees who feel like they have role clarity are 
found to be 53% more efficient, and role clarity at large increases 
overall work performance by 25%. So make sure each worker knows 
what incentives are available and how to earn them. Document your 
strategy, and post it in a digital location where employees can refer 
to program details at any time.

https://www.effectory.com/knowledge/hr-analytics-role-clarity-impacts-performance/


CHECK IN!

Questions to ask while creating  
a compensation strategy / policy

 □ What is our compensation philosophy?

 □ What do we need to do in our business?  
(And how are we going to hire for that)

 □ What is our budget? 

 □ What are market rates for the roles  
we anticipate hiring? 

 □ What are our salary ranges? 

 □ Are our compensation strategies fair and 
in compliance with state and federal laws  
as well as our moral code of ethics? 

 □ What are our incentive plans? 

 □ Do our incentive plans  
drive the right outcomes?



Taking 
compensation 
to mastery level 
Using pay data to inform the business
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Data-intelligence is becoming more and more 
important to People Operations. And how it plays 
out in compensation strategy is a good example. 

With digital employee data (demographics, performance management, 
employee engagement surveys, and more), you can start to slice and dice 
datasets to reveal various patterns and insights. Here are some examples:

ENPS

If you’re interested in whether pay rates have an impact on employee 
happiness, you could look at the correlation between pay and employee 
happiness using eNPSs to measure happiness and salary rates for pay. 
A correlation analysis would reveal the strength of the relationship 
between pay rates and eNPSs. 

A/B TESTS

You could also use pay data to A/B test pay structures. An A/B test 
helps you compare two variables. You might wonder, for example, which 
incentive strategy achieves greater profitability: annual bonuses or project-
based bonuses? To test this, randomize a team into two groups. One group 
(Test Group A) would receive an annual bonus based on performance 
criteria, while another group (Test Group B) could receive project-based 
bonuses paid out at the completion of each project. Measure how well 
each group meets their goals to determine the effectiveness of the 
compensation strategy. 
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These are just some examples of how People Ops practitioners can start 
crunching digital employee data. As People Ops continues to evolve, 
we anticipate best practices in data analysis will emerge. 

THE OLD HR WAY

Lacks a documented 
compensation strategy. 
Uses discretionary incentive 
spending to motivate 
employees. Fails to measure 
impact of pay on performance.

THE POPS WAY

Maintains a Fair Pay 
philosophy to pay employees 
equitably. Uses business 
objectives and a deep 
understanding of individual 
motivators to build incentive 
frameworks. Uses data 
analysis to further inform 
processes.



Here at Zenefits, we believe in and support the 
entrepreneurs and employees in small and mid-size 
businesses that power the American economy. 
Their tenacity, perseverance, and dreams represent 
the backbone of our workforce.

These businesses face challenges disproportionate to their size and 
resources, however. Technology providers largely focus on the needs 
of large businesses — creating services out of touch and out of reach for 
small and mid-size businesses.

The Zenefits mission is to level the playing field for the other 99.7% — 
the underserved small businesses that fuel our economy. We provide 
innovative and intuitive HR, benefits, and payroll software and services 
purpose-built for these small and mid-size companies.

Check out our Compensation Management tool, which you can use 
to align compensation practices with business goals to make improved 
decisions on employee pay.

START A FREE DEMO

https://www.zenefits.com/
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Continued reading 
& human connection

People Operations is a cultural and technological shift in human capital 
management that allows companies to put a greater focus on their people.

If you’re looking for more progressive people management perspectives 
and how to unleash the full potential of your workforce, order the book 

People Operations, or write to hello@zenefits.com.



zenefits.com

Disclaimer: The materials available in this publication, 
as well as use of, and access to, this publication or any 
of the emails, marketing materials, or derivative 
assets, are for informational purposes only and not 
for the purpose of providing legal advice. You should 
contact your attorney to obtain advice with respect 
to any particular issue or problem.

© 2021, YourPeople, Inc., d/b/a Zenefits. 
All rights reserved.
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