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Having a well-structured compensation plan is vital for attracting,

retaining, and motivating high-caliber Finance and Accounting (F&A)
professionals. A sound plan acts as a financial safeguard, driving
disciplined behavior, accuracy, and strategic partnership across the
organization.

Poorly designed F&A compensation can lead to increased administrative
errors, delayed reporting, audit failures, high turnover in critical control
functions, and ultimately, poor business decision-making due to unreliable
data.

The key difference from sales compensation is that F&A roles are generally

cost centers focused on risk mitigation, control, and efficiency. Their
compensation is structured around expertise and objectives (MBOs), not
uncapped commissions.

In this guide, you will learn about the strategic steps to designing a
financially sound F&A compensation plan that aligns with your operational
and compliance goals.



SECTION1

Preparing to Build Your
F&A Compensation Plan

ASSEMBLING YOURTEAM

While Finance often leads this process, securing input from key
departments ensures the plan supports the entire organization'’s
success.

# EXECUTIVE LEADERSHIP

Provides the ultimate strategic goals, risk tolerance, and affordability
constraints for the overall compensation budget.

< HRAND LEGAL

Essential for ensuring compensation plans comply with employment
law, maintaining internal pay equity, and managing the
documentation process.

@ OPERATIONS ANDIT

ofto

Provides data on the efficiency of processes (e.g., close cycles, time-to-
report) that F&A is expected to improve, ensuring metrics are trackable

and tied to system capabilities.

== SALES LEADERSHIP

Provides input on the quality of financial support (e.g., pricing analysis,
commission calculation accuracy) to ensure F&A functions effectively as
a business partner.



ALIGNING YOUR F&A
COMPENSATION
PLANTO YOUR
BUSINESS GOALS

F&A compensation plans must directly impact
the integrity and efficiency of the financial
function. It's critical to design a plan that
incentivizes stability, accuracy, and strategic
insight.

When designing the plan, tie F&A incentives to
core business outcomes:

n Risk Mitigation and Compliance: Successful
internal and external audits, 100% regulatory
compliance, and strengthening of internal
controls.

n Cash Flow and Working Capital Management:
Improving DSOs (Days Sales Outstanding)
and DPOs (Days Payable Outstanding), and
optimizing cash flow cycles.

n Accuracy and Timeliness: Reducing the time
needed for the monthly/quarterly close
process and minimizing required material
restatements or adjustments.

n Strategic Support: Achieving high marks in
providing proactive, actionable business
insights (e.g., variance analysis, margin
improvements) to department leaders.



QUESTIONS YOU
NEED TO ANSWER

Before proceeding, examine the structural factors that
define your F&A compensation requirements:

n Complexity of Environment: What is the level of regulatory scrutiny
(e.g., Sarbanes-Oxley, industry-specific regulations)?

Higher complexity requires more senior, higher-paid, fixed-cost expertise.

n Strategic Role: How much of the F&A function is dedicated to strategic
FP&A (forecasting, analysis) versus tactical accounting (transaction
processing)?

Strategic roles demand a higher potential for performance bonuses.

n System Expertise: Does the role require deep expertise in specialized
ERPs or financial systems?

Specialized technical skills increase market value and OTE.

n Staffing Model: Do you staff for minimum coverage (low risk tolerance)
or maximum efficiency (higher risk tolerance, lower headcount)?

This influences affordability and required fixed vs. variable pay.

H Fixed vs. Variable Cost: How much pay should be fixed (Base Salary) to
attract stable, risk-averse talent, versus variable (Bonus) to drive
incremental performance?

F&A typically has a high fixed cost ratio (75% to 90% base)
to ensure stability.

n Reporting Schedule: What is the critical frequency for bonuses?

Given the quarterly or annual nature of audits and budgets,
F&A bonuses are often paid quarterly or annually, minimizing
administrative burden.



SECTION 2

F&A Roles and
Compensation Models

Role Type

Typical

Base/Variable Split

Rationale (Financial/Risk)

Focus on process efficiency

Accounting and high-volume, repeatable
Specialists 90% to 95% Base tasks. Very low variable pay,
(AR/AP) tied to error rate and
processing volume.
Requires forecasting
expertise, high base
Financial . . minimizes turnover. Variable
Analysts (FP&A) 80% to 90% Base pay (bonus) tied to budget
accuracy and strategic
project support.
High fiduciary responsibility
and control function. Base
Controller/ :
Accounting 75% to 85% Base mugt ottroc?t oudlt—regdy
Manader expertise. Variable pay tied to
9

VP Finance/CFO

70% to 80% Base

successful audits and
reporting timeliness.

Ultimate financial
responsibility. Variable pay is
often a mix of cash bonus
and equity, tied to overall
corporate performance
(EBITDA, Cash Flow).




Tips For Compensating
Common F&A Roles

ACCOUNTING SPECIALISTS (AR/AP): Compensation must emphasize
accuracy and compliance. Variable pay should be minimal (5-10% max)
and linked to error rates, timely invoice processing, or successful
reconciliation targets.

FINANCIAL ANALYSTS (FP&A): These are strategic partners. Their variable
compensation (10-20% of OTE) should be linked to MBOs (Management
by Objectives) such as budget accuracy (hitting targets within 2%
margin), forecasting reliability, and successful completion of high-impact
cost-saving or profitability-analysis projects.

CONTROLLERS/ACCOUNTING MANAGERS: Compensation must reflect their
role as the guardians of compliance. Their bonus structure (15-25% of
OTE) is often linked to the successful completion of the external audit
(unqualified opinion), maintenance of strong internal controls, and timely
completion of the financial close process.

VP FINANCE/CFO: As executive leaders, a larger portion of their variable
compensation (20-30%+) is linked to long-term corporate metrics
(EBITDA growth, cash flow targets) and may include stock options or

equity to align their incentives with shareholder value.




DIFFERENT TYPES OF F&A
COMPENSATION PLANS

F&A compensation is designed to incentivize diligence, not aggression.
Therefore, the models are based on predictability and measurable objectives.

Straight Salary

Description: Employees receive a secure base salary plus a non-guaranteed
annual or quarterly bonus tied to individual, team, or corporate MBOs.

The bonus calculation process can become
complex, requiring significant administrative
overhead if MBOs are vague.

Offers stability while allowing the
company to reward goal achievement.

Highly effective for driving specific If MBOs are not perceived as fair or achievable,
annual compliance and efficiency goals.  the bonus loses its motivational impact.

Salary Plus Bonus (Recommended)

Description: Employees receive a secure base salary plus a nhon-guaranteed
annual or quarterly bonus tied to individual, team, or corporate MBOs.

The bonus calculation process can become
complex, requiring significant administrative
overhead if MBOs are vague.

Offers stability while allowing the
company to reward goal achievement.

Highly effective for driving specific annual  If MBOs are not perceived as fair or achievable,
compliance and efficiency goals. the bonus loses its motivational impact.

Crucial Note on Payouts: F&A variable pay must be linked to verified,
auditable metrics. The financial goals are inherently lagging (e.g., audit
results, annual budget variance), so annual or semi-annual payouts are
standard and administratively efficient.



Advanced Financial Considerations
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Rewarding Efficiency vs. Strategic Impact

e Rewarding Efficiency: Incentivize roles focused on process
(Bookkeepers, Accountants) with metrics like "time to close" or
“reduction in error rate.” These are operational bonuses.

e Rewarding Strategic Impact: Incentivize roles focused on analysis and
leadership (FP&A, Controllers) with metrics related to cost reduction
achieved, ROl on capital projects analyzed, or successful
implementation of new controls. These are strategic bonuses, often
linked to executive performance.

Rewarding Compliance and Risk Management

Compliance is non-negotiable and should form the foundation of F&A
performance. Instead of rewarding mere compliance (which is expected), focus
on rewarding excellence in risk reduction. This can be tied to bonuses for:

« Successful, unmodified (unqualified) audit opinions.
e Timely implementation of new financial reporting standards.
e A measurable reduction in identified control deficiencies.



Putting Your
Plan into Action

Common Mistakes When Creating an F&A Comp Plan

e REWARDING SPEED OVER ACCURACY: Incentivizing the F&A team
solely on metrics like "fastest close time" without penalties for errors
can degrade data quality and lead to restatements. Accuracy must
be the primary metric.

o USING LAGGING INDICATORS ONLY: Basing 100% of the bonus on end-
of-year figures (like total cash flow) fails to motivate the daily, non-
financial activities (like training or process documentation) that
ensure success. A portion of the bonus should be tied to leading
MBOs.

¢ FAILING TO INCLUDE ETHICS CLAUSES: Given the nature of F&A, all
compensation plans, especially for senior roles, must contain clear

clauses defining clawbacks or immediate termination for violations of
ethical standards or internal controls.

e TOO MUCH VARIABLE PAY: High variable pay for F&A professionals is
atypical and can attract individuals more focused on maximizing
personal short-term gains than on long-term financial stability and
fiduciary duties. Stick to the high-base/low-bonus model.



Key Components
of the Compensation
Plan Document

The F&A compensation document must be highly formail,
transparent, and legally sound.

¢ Header Information: Employee name, title, department, effective
dates, Base Salary, and Target Annual Bonus (TAB).

¢ Fixed Compensation: Detailed pay schedule and information
regarding benefits.

¢ Variable Compensation Preamble: Clearly defines the total
available bonus pool and the weighting between individual,
department, and corporate performance.

e Management by Objectives (MBOs) Table: A clear table outlining
3-5 specific, quantifiable objectives (e.g., "Achieve <1% variance
on Q4 budget,” "Implement new AP automation system by 10/1").

¢ Performance and Audit Objectives: Specific metrics tied to
control functions (e.g., "Receive an unqualified external audit

opinion").

¢ Sign-Off: Signatures of the employee, manager, and HR
representative, acknowledging understanding of the metrics and
ethical expectations.
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