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5 Incentive
Governance Lessons
From Finance

And Banking Leaders




Incentive compensation plans often spark discussions about achieving
the perfect desigh—but even the best-designed plans can fall short
without a structured approach to governance. Especially, as
organizations mature, and their priorities shift from survival to
efficiency and revenue growth. This means identifying and addressing
inefficiencies and avoidable costs which can often be caused by
inconsistencies in the design, implementation, and maintenance of the
incentive compensation plans.

To uncover the real impact of governance—or the lack thereof—we sat
down with compensation experts from leading financial and banking
institutions. Their experiences in such a highly regulated industry,
where there is little room for errors, offer valuable lessons in how
governance transforms compensation strategies. Before diving into the
lessons, first, let's clarify what we mean by governance.

What is Incentive
Compensation Governance

Incentive compensation governance refers to the structured set of
policies, processes, and guidelines that ensure incentive compensation
plans are fair, effective, and aligned with organizational objectives. Its
goals include:

g Designing consistent, effective plans that meet business
objectives.

,J Standardizing incentive processes across departments to reduce
U inefficiencies and risk.

E Ensuring compliance with legal, regulatory, and budgetary
requirements.

With this foundation, let’s explore lessons
from the experts.




Lesson 1: Collaboration Brings
Hidden Synergies

The Story: In one organization, compensation administration teams
were siloed, each using different technologies and processes. This
created inefficiencies and limited the ability to fully govern the
processes.

The Solution: The company brought compensation leaders from
across the organization into a room for a three-day workshop. At first,
participants doubted they had anything in common. However, as they
mapped out their processes, they realized their methods were
strikingly similar. The differences boiled down to nomenclature: one
team called it an "exception," another an "adjustment."

The Outcome: This exercise opened their eyes to the potential
synergies of working together. By standardizing processes and
terminology, the company established a more consistent governance
structure and were able to decrease the size of the teams by 33%.




Lesson 2: Simplify with Care

The Story: A company with an overwhelming number of incentive
compensation plans aimed to simplify its portfolio. One division chose
a quick fix: they eliminated incentive plans altogether and slightly
raised base salaries to compensate.

Predictably, the move backfired. Without performance incentives,
employees lost motivation to go above and beyond, doing only the
bare minimum required to keep their jobs. To make matters worse,
once base salaries were raised, reintroducing incentives became
financially unfeasible. The company found itself stuck with
underperforming teams and a rigid compensation structure that
couldn't drive productivity without significantly increasing costs.

The Right Approach: If a governance process had been in place, such
a drastic and shortsighted move could have been avoided. Proper
governance would have ensured that experts in incentive comp
design—professionals with a deep understanding of how and when to
consolidate plans—analyzed the existing structures first. These experts
could have identified opportunities to merge similar plans while
preserving enough differentiation to keep employees motivated,
achieving simplification without sacrificing performance.

The Outcome: In another division where governance frameworks were
in place, a more strategic approach successfully reduced the number
of plans. Administrative complexity was minimized, while performance
and engagement remained intact. This division’s success
demonstrated that governance prevents ill-considered decisions,
enabling thoughtful, sustainable improvements instead.




Lesson 3: Standardized Design
Prevents Chaos

The Story: In the absence of a centralized governance framework, one
company allowed each business unit to independently design its
incentive compensation plans. This decentralized approach resulted in
significant inconsistencies. Some plans remained unchanged for years,
becoming outdated and ineffective, while others were revised multiple
times a year, causing confusion and inefficiencies.

The lack of governance also led to poor practices. For instance, some
business units failed to back-test their incentive plans before
implementation. This led to unpleasant surprises when plans went live,
exposing flaws that disrupted operations and required costly fixes.

The Solution: Recognizing the problem, the organization
implemented a standardized design framework. This framework
provided a consistent approach for all business units, mandating
regular reviews, proper testing, and alignment with corporate
objectives.

The Outcome: The standardized framework not only created
consistency across the organization but also highlighted problem
areas. For example, it revealed the disruptive impact of frequent plan
changes, allowing leadership to take corrective action. Additionally,
the process became auditable, ensuring compliance and enabling
better oversight.




Lesson 4: Centralized Tools
Reduce Complexity

The Problem: A company relied on custom-built tools in each business
unit to calculate incentives. These tools varied widely, resulting in
inefficiencies and inconsistencies across areas. This fragmented
approach made audits challenging and resource-intensive, as each
area operated with its own unique processes.

The Solution: The company recognized the need to move to a
centralized platform, such as a third-party solution, for calculating
incentives. By consolidating onto a single platform, they established a
common, repeatable, and easily auditable process.

The Outcome: The shift to a centralized platform brought significant
benefits:

- Reduced Processing Time: A standardized process eliminated
redundancies and streamlined operations.

- Resource Optimization: The consistent platform allowed for easier
cross-training within compensation administration teams, improving
flexibility and scalability.

- Simplified Audits: A unified system made audits more efficient, as the
same processes applied across all business units.

In short, moving to a centralized tool delivers economies of scale,
enhances efficiency, and simplifies compliance efforts. Governance
frameworks ensure this transition is strategic and aligned with
organizational goals, unlocking significant operational advantages..




Lesson 5: Securing Payroll to
Mitigate Risks

The Story: A company faced potential financial and legal risks due to
vulnerabilities in its payroll process. The system allowed any manager
to submit incentive payments with just a signature, bypassing the
established incentive approval process. Even with a locked-down
incentive plan, managers could exploit this loophole to authorize
unauthorized or excessive payments.

The Solution: Recognizing the critical risk, the organization
collaborated closely with payroll and technology teams to secure the
process. Key steps included:

1- Integrating Automated Feeds: Wherever possible, incentive data
was integrated directly into the payroll system through automated
feeds, eliminating manual input and ensuring that only approved
payments aligned with the incentive plan were processed.

2- Restricting Submission Access: For manual processes, the company
created a list of authorized submitters and developed technology to
block unauthorized personnel from submitting payments.

3- Implementing Control Reports: Additional checks were added, such
as control reports validating that all incentive payments originated
from the compensation administration team, further minimizing risk.

The Outcome: These measures drastically reduced manual errors and
the potential for unauthorized payments, ensuring compliance and
reinforcing the governance framework.

Securing payroll systems is a critical
component of incentive compensation
governance. By setting company-wide rules
and guidelines around how the payroll
process should be executed and tested
organizations can protect themselves from
errors, fraud, and regulatory violations.




Final Thoughts:

One key takeaway from the banking and
financial sectors is the value of collaboration
in incentive compensation governance.
Balancing responsibilities between Sales
Operations and HR is essential, as both bring
unique expertise to the table:

« Sales Operations: With firsthand insights
into market trends, seller behavior, and
customer dynamics, Sales Operations
understands the metrics that drive
performance. They are well-equipped to
design and manage incentive plans that align
with sales objectives.

« HR: As experts in regulatory requirements,
compliance, and corporate policies, HR
ensures that incentive plans are legally sound
and align with organizational values.

The division of responsibilities between these
teams is influenced by at least two primary
factors:

1. Industry Dynamics:
In regulated industries like banking, HR
typically plays a leading role to ensure
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compliance with strict legal standards.
Meanwhile, in less-regulated, fast-moving
sectors like technology, Sales Operations often
takes the lead, leveraging their agility to adapt
to evolving market demands.

2. Organizational Structure:

As companies scale, they may develop multiple
Sales Operations teams, each with its own
processes. In such cases, a centralized
compensation governance team, often led by
HR, can provide oversight. This ensures
alignment across teams, adherence to
company guidelines, and consistency in
practices throughout the organization.

Ultimately, the structure of your incentive
compensation governance team should reflect
your organization’'s needs and maturity.
Defining roles and responsibilities clearly is
critical to minimizing confusion and
redundancy while enabling effective
collaboration between HR and Sales
Operations. By leveraging the unique strengths
of both teams, businesses can build incentive
plans that drive performance, ensure
compliance, and support strategic goals.
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Building a Governance
Framework is a Journey

Let’'s be realistic! Establishing a perfect governance framework from the start is rarely
feasible. Business needs, economic conditions, and regulatory requirements are always
shifting, making it impossible to foresee every challenge.

However, you don't need perfection to start. As you evaluate your current plans or roll out
new ones, begin by addressing inefficiencies and gaps. Incremental improvements lay
the foundation for a robust governance framework that evolves with your business.

Partnering with experts can make this process significantly smoother. InnoVyne's
Incentive Compensation Governance service supports organizations by assessing plan
structures, resolving compliance gaps, and aligning designs with strategic goals.
Whether you're refining existing plans or starting from scratch, our flexible approach
helps you navigate every stage of the journey. We ensure your incentive comp plans are
efficient, scalable, and risk-managed, positioning your organization for sustained success.

Ready to take control of your incentive compensation? Schedule an evaluation with
InnoVyne to uncover inefficiencies, resolve compliance gaps, and future-proof your
strategy.

"The journey of a thousand miles begins
with a single step." — Lao Tzu



