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Making Pay for Performance 0ÒÏÇÒÁÍÓ Ȱ0ÁÙ OÆÆȱ 
 

 

PŜƻǇƭŜ ŀǊŜ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ Ƴƻǎǘ ƛƳǇƻǊǘŀƴǘ ŀǎǎŜǘΦ  /ƻƳǇŜƴǎŀǘƛƴƎ ǇŜƻǇƭŜ ƛǎ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƎǊŜŀǘŜǎǘ 

ŜȄǇŜƴǎŜΦ  ¸ƻǳΩǾŜ ƘŜŀǊŘ ǘƘŀǘ ōŜŦƻǊŜΦ  .ǳǘ Ƙƻǿ Řƻ ȅƻǳ ƳŀƪŜ ǎǳǊŜ ǘƘŜ two are related?  How does the 

compensation you give generate the greatest return on that asset?  
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A ŎƻƳǇŀƴȅΩǎ ǎǳŎŎŜǎǎΣ ŜǎǇŜŎƛŀƭƭȅ ƛƴ challenging economic times, depends on how well it attracts, retains, 

motivates, and develops top talent.  ! ŎƻƳǇŀƴȅΩǎ ǎǳŎŎŜǎǎ ŘŜǇŜƴŘǎ ƻƴ how precisely it rewards its top 

performersτbefore they find a better reward at a competitor.  ! ŎƻƳǇŀƴȅΩǎ ǎǳŎŎŜǎǎ ŘŜǇŜƴŘǎ ƻƴ Ƙƻǿ 

ǿŜƭƭ ƛǘ ƛƴǾŜǎǘǎ ǘƻŘŀȅΩǎ ƳƻǊŜ ƭƛƳƛǘŜŘ ŎƻƳǇŜƴǎŀǘƛƻƴ ŘƻƭƭŀǊǎΦ  Organizations know this.  They know that 

rewarding performance engages employees, motivates exemplary behavior, improves morale, and 

inspires loyalty.   Yet many organizations struggle to implement such άǇŀȅ ŦƻǊ ǇŜǊŦƻǊƳŀƴŎŜέ programs 

that are both effective and efficient.  Many have an antiquated Human Resources information system 

that lacks a strong set of compensation tools.  But tƻŘŀȅΩǎ ŘƛŦŦŜǊŜƴǘƛŀǘƛƴƎ Iw ƛƴŦƻǊƳŀǘƛƻƴ ǎȅǎǘŜƳǎ 

include such features.  The best HR systems today: 

 

¶ Include compensation άǇŀȅ ŦƻǊ ǇŜǊŦƻǊƳŀƴŎŜέ planning, management, and processing 

capabilities 

¶ Boast sophisticated talent management features 

¶ Function equally well as part of a multi-functional Enterprise Resource Planning (ERP) suite, or 

as a full-feature stand-alone HR system 

¶ Integrate seamlessly with every-day productivity tools, such as Microsoft Office (including 

Outlook, Word and Excel) and standard web browsers.  

Ȱ%ÖÅÎ ÉÎ ÄÅÐÒÅÓÓÅÄ ÉÎÄÕÓÔÒÉÅÓȟ ÄÉÒÅÃÔÏÒÓ ÂÅÌÉÅÖÅ ÔÈÅÙ ÍÕÓÔ ÒÅ×ÁÒÄ ÔÈÅ ÂÅÓÔ 

υτϻ ÔÏ φτϻ ÏÆ ÅÍÐÌÏÙÅÅÓ ÂÅÃÁÕÓÅ ÏÔÈÅÒ ÂÕÓÉÎÅÓÓÅÓ Ȭ×ÉÌÌ ÁÌ×ÁÙÓ ÍÁËÅ ÒÏÏÍ 

ÆÏÒ ÓÏÍÅÂÏÄÙ ×ÈÏ΄Ó Á ÔÏÐ ÐÅÒÆÏÒÍÅÒȟȭ ÓÁÉÄ -ÁÒË 2ÅÉÌÌÙȟ Á ÐÁÒÔÎÅÒ ÁÔ χ#ȟ 

Compensation #ÏÎÓÕÌÔÉÎÇ #ÏÎÓÏÒÔÉÕÍ ÉÎ #ÈÉÃÁÇÏȢȱ 
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Components of Pay   

Compensation comes in many forms.  Most compensation programs encompass three main elements: 

Base Pay, Annual Bonus and Long Term Incentives.  Base Pay is used to recognize an emploȅŜŜΩǎ ǾŀƭǳŜ ƛƴ 

the market place based upon skills, experience and performance.  Bonus payments are aligned to incent 

the achievement of individual, group or company performance goals during the fiscal year. Long Term 

Incentives are designed to reward employees for organizational performance over a longer time period, 

typically through the use of stock options grants. Even private companies that do not have stock options 

to grant can offer long term incentives based on company performance.  The ability to pay for 

performance is even more important today because many companies have less cash to spend.  

Companies must determine how to realign each pay component to their total compensation strategy.  
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Human Resource Management in Microsoft Dynamicsϰ AX 2009 (Dynamics AX HRM) provides an 

integrated compensation solution that allows you to implement a total rewards strategy that balances 

base pay, bonus and long term incentives.  This solution is flexible and adaptable to accommodate 

changes in direction based upon changes in the business environment.  Dynamics AX HRM 

compensation management combines with HRM talent management features (including goal setting, 

performance management, recruiting, employee development and competency management) to deliver 

ŀ Ǌƻōǳǎǘ ǎŜǘ ƻŦ ǎǘǊŀǘŜƎƛŎ άƘǳƳŀƴ ŀǎǎŜǘέ ƳŀƴŀƎŜƳŜƴǘ ǘƻƻƭǎ.   As a component of the Dynamics AX 

business suite, HRM can access performance metrics and Balanced Scorecard measures.   Company or 

Organizational performance and Individual performance is captured within Dynamics AX HRM, and both 

can be used to calculate pay and align rewards to actual business results. 

 

 

Align Compensation with Performance to Retain Top Talent 

As the economy slows, companies must avoid over-reacting and making decisions they may regret when 

the economy begins to grow.  Rather than respond with across-the-board cuts, companies should 

realign their compensation policies to the anticipated levels of company performance in 2009 and 2010.  

  

"Many companies are being more prudent with compensation and bonuses, 

ÂÕÔ ÉÆ ÅÍÐÌÏÙÅÒÓ ÄÏÎȭÔ ÐÌÁÙ ÔÈÅÉÒ ÃÁÒÄÓ ÒÉÇÈÔȟ ÔÈÅÙ ÍÁÙ ÆÉÎÄ ÔÈÅÍÓÅÌÖÅÓ 

×ÉÔÈÏÕÔ Á ÆÕÌÌ ÈÏÕÓÅ ×ÈÅÎ ÔÈÅ ÅÃÏÎÏÍÙ ÔÕÒÎÓ ÁÒÏÕÎÄȟȱ ×ÁÒÎÓ 4ÏÍ -Ã-ÕÌÌÅÎȟ 

U.S. rewards practice leader for consultancy Hay Group. 
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Companies should consider how to leverage each component of pay to drive the highest level of 

performance. 

 

¶ Base Pay: Today, you may be tempted to freeze all salaries to control spending4.  However, top 

performers are recession proof and can always find a job with your competitor. Especially during 

tough times, you must make sure that employees with great performance are paid 

competitively or better. Target a larger portion of your salary increase pool to retain top 

performers. Use Dynamics AX HRM to analyze which high-performing employees are at risk of 

leaving because of low base pay, and then develop stronger pay-for-performance plan going 

forward.  

 

¶ Annual Bonus: When sales and profit targets are missed, threshold levels for bonus payments 

may not be achieved5.  Consider re-adjusting targets and thresholds so that bonus payments 

remain meaningful while the economy remains slow.  This will help keep your high performers 

motivated, especially executives and sales employees, where a significant portion of their total 

compensation is at risk. By accessing performance data through Dynamics AX HRM, you can 

forecast payouts at current performance levels and then make adjustments to goals, targets, 

thresholds and potential payments for the coming year. 

 

¶ Long Term Incentives: Long term incentives may be the most affected component of pay during 

these times.  Stock option grants may be valued less than the cost to purchase them while stock 

prices are depressed in the marketplace6.  Long term goals may need adjustment with the 

potential to re-issue stock grants at lower prices. Even with non-stock incentives, the long term 

goals must be recalibrated to have the desired effect on those employees (i.e., long term 

retention). Using Dynamics AX HRM to help reset and monitor long term goals will be the key to 

improving the effectiveness of your long term incentive strategy. 

 

¶ Discretionary Bonus: In addition to annual performance bonuses, consider a pool of 

discretionary bonus funds. During these bumpy times, twelve months between bonuses may be 

a long time between awards for high performers. Give managers some discretionary money to 

award during the year, to recognize great performances and to be used as retention bonuses 

when needed. Dynamics AX HRM can help your company to manage these funds and will allow 

for more flexibility and adaptability as the coming year unfolds. 

Ȱ4ÈÅ ÔÒÅÎÄ ÔÏ ÓÔÒÅÎÇÔÈÅÎ ÐÅÒÆÏÒÍÁÎÃÅ ÍÁÎÁÇÅÍÅÎÔ ÐÒÏÇÒÁÍÓ ÔÏ ÂÅÔÔÅÒ 

differentiate strong from average or weak performers will only gain more 

ÔÒÁÃÔÉÏÎ ÉÎ ÔÈÅ ÍÏÎÔÈÓ ÁÈÅÁÄȟȱ ÓÁÙÓ 3ÔÅÖÅ 'ÒÏÓÓȟ ÇÌÏÂÁÌ ÌÅÁÄÅÒ ÏÆ -ÅÒÃÅÒȭÓ 

broad-based performance and rewards consulting business. 
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Effectively Manage Compensation Funds 

Managing your compensation funds effectively is even more important during an economic downturn. 

Companies need compensation management tools that increase Management Controls, improve HR 

Analytics and facilitate Executive Monitoring. Management Controls enable HR and line management 

with the effective planning, execution and management of your compensation spending.  HR Analytics 

allows your human resources and compensation specialists to perform detailed analysis and reporting. 

Executives can monitor performance measures and spending through the use of dashboards to better 

correlate and manage compensation funds.  Using Dynamics HRM for planning, correlating, and 

managing large amounts of data associated with compensation will help your management teams get 

the most from their compensation dollars.   
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¶ Management Controls: With reduced compensation funds, how you spend your pay dollars will 

be even more important. Through improved compensation planning, your company can better 

align pay with performance.  Dynamics AX HRM utilizes company-wide and/or business-unit 

level performance measures and budgets in the calculation of recommended annual awards. In 

addition, you can improve the efficiency of how you manage your compensation funds with the 

right levels of approvals, by using Dynamics AX workflow tools.  

 

¶ HR Analytics: Increased attention on spending will require a robust set of data and an excellent 

analytic tool set.  The breadth of company and individual performance and compensation data 

stored in Dynamics AX HRM is vast, and serves as the foundation for HR Analytics that drives 

compensation decisions.   

 

¶ Executive Dashboard: Executives require information at their fingertips to help them read the 

pulse of how their organization is performing against its stated goals and objectives.  The same 

data used to generate HR Analytics can be used to consolidate, at a higher level, information 

and tools for executives.  This facilitates smarter business decision-making which helps drive 

company performance. Executives can monitor performance measures and spending through 

the use of dashboards to better correlate and manage compensation funds. 

 

ȰRemuneration (pay) tends to be one of the worst-managed parts of an 

ÏÒÇÁÎÉÚÁÔÉÏÎȭÓ ÃÏÓÔ ÓÔÒÕÃÔÕÒÅȢ "ÕÔ ×ÉÔÈ υτ-70 per cent of total costs wrapped 

up in it, reward cannot be ignored, particularly in a downturn.ȱ - The Hay 

Group.    
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Competitive Compensation  

With the weakening economy, many employees will see smaller salary increases and bonus payments. 

Balancing the trade-offs between managing with reduced compensation budgets and maintaining a 

competitive position is very important to sustaining employee engagement and morale.  Compensation 

equity management begins with understanding how your employees are being paid compared to similar 

jobs in the market. You must understand your risks of attrition from high performers, as discussed 

above, but you must also attend to the morale of employees who see their compensation slip below 

their peers in the marketplace.  A competitive compensation strategy based upon Market Surveys and 

careful Salary Increase Budgeting will help retain and motivate your employee base. 
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¶ Market Surveys: In order to understand how your employees are being paid relative to the 

market, your company can and should participate in compensation surveys. Using such surveys 

can prevent you from underpaying and overpaying employees in similar jobs. In addition to 

ensuring a competitive position, this analysis can help you identify high performers at risk of 

moving to a competitor because their compensation is not on pace with market levels.  

Dynamics AX HRM can store Market Survey Data for benchmark jobs to facilitate internal equity 

and external market analysis. 

 

¶ Salary Budgeting: Allocating limited salary increase funding is a major challenge. Determining 

which departments, which jobs and which employees are most in need of salary increase dollars 

is a difficult task.  Framed by the market survey, the salary range and reference points, you can 

provide for comparative analysis of your employees who perform similar work.  Typically, 

employees with the highest performance history and those with more experience would be 

higher in pay range, and lower performers or those with less experience would be lower in pay 

range. Using Dynamics AX HRM, HR professionals and managers can develop a salary budget 

that is targeted towards pay for performance while simultaneously addressing individual pay 

histories. 

 

Ȱ7ÈÉÌÅ ÔÈÅ ÍÁÊÏÒÉÔÙ ÏÆ ÅÍÐÌÏÙÅÒÓ ÁÒÅ ÃÏÎÔÉÎÕÉÎÇ ÔÏ stay the course with respect 

to their compensation payouts, increasing cost pressures and concerns about the 

broader economy have prompted a significant number of organizations to re-

ÅÖÁÌÕÁÔÅ ÁÎÄ ÒÅÖÉÓÅ ÔÈÅÉÒ ÓÁÌÁÒÙ ÂÕÄÇÅÔÓȟȱ ÓÁÙÓ +ÅÎ !ÂÏÓÃÈȟ ÌÅÁÄÅÒ ÏÆ (Å×ÉÔÔȭÓ 

North American compensation consulting practice. 
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Build Competencies for Improved Performance 

High performing employees are always looking for ways to contribute beyond their current job 

description. Harness the energy and motivation of your best employees by expanding their definition of 

work and by increasing their focus on skill and competency development. Start by better understanding 

ȅƻǳǊ ŎƻƳǇŀƴȅΩǎ ǎƪƛƭƭǎ ŀƴŘ ŎƻƳǇŜǘŜƴŎy requirements and comparing these needs with ȅƻǳǊ ŜƳǇƭƻȅŜŜǎΩ 

current capabilities, interests and career aspirations.  Using developmental plans, show top performers 

and perhaps all employees how they can further their career and become better prepared for the 

economic turn-around.   Provide rewards to incent employees to grow their capability and/or agree to 

stay longer with your company, if you invest in their education and development. 

¶ Workforce Planning: To become more competitive and to be ready for future growth, take 

some time to do workforce planning.  Determine what kinds of skills and competencies your 

company will need to be competitive. Adopt a competency model to help managers plan for 

their business needs and to help employees enhance their own capabilities.  For key jobs, 

determine what levels are needed and how many of each will are needed to win and grow.  

Dynamics AX HRM maintains a skills catalog relevant to your skill requirements, identifies 

employee and organizational skill gaps using graphical tools, and helps match the right 

employee to the right job at the right time.  

 

¶ Competency Development: High performers need challenge on a daily basis.  To retain and 

motivate your best employees, assign them stretch performance goals and give them more 

challenging assignments, including competency development plans. Target key jobs and key 

employees to participate in more formal development planning. Using Dynamics AX HRM skills 

gap analysis and graphic tools to create personalized development plans to push your 

employeesΩ performance beyond their current capabilities, to help your company survive and 

lead as the times improve. 

 

¶ Rewards and Recognition: Rewarding those employees that demonstrate growth in capability 

does wonders for motivating the workforce.  People generally work for more than money9.  

There are a number of ways to reward employee performance, including access to senior 

management, increased scope of responsibilities, assignment to challenging committees, or 

attending seminars and training sessions. High performers require growth opportunities. Offer 

rewards to incent employees and offer to pay for education to grow their capability if they agree 

to stay longer with your company.  Dynamics AX HRM provides an integrated set of talent 

management tools to assist human resources and managers to respond to ǘƻŘŀȅΩǎ challenges by 

helping their employees develop their capability for improved performance going forward. 
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Summary 
 

Today more than ever, companies must do better at leveraging their compensation dollars to attract, 

motivate and retain their workforce. Companies must do better at aligning compensation and pay with 

performance.  Companies must do better at recognizing and rewarding high-impact, high-performance 

employees. And companies must do better at developing the capabilities of its workforce to become 

more competitive and be ready to capture market share as the economic times improve. 

Throughout the body of this whitepaper, we have provided you with some guidance for how to realize 

increased payback from your άpay for performanceέ programs.   We have suggested timely 

compensation strategies, best practices and the value of using a differentiating HR information system, 

like Microsoft Dynamics AX HRM, to better plan, execute and control your compensation funding. These 

techniques can help companies by: 

¶ Aligning compensation and benefits structures with market standards 

¶ Realizing return on investments in fixed and variable compensation 

¶ Recognizing high and low performers and delivering appropriate awards 

¶ Increasing transparency in compensation processes by implementing structured, yet flexible, 

fixed and variable compensation policies 

¶ Saving administration time by using guideline calculations to automate merit, short term 

incentive and long term incentive awards 

¶ Improving compensation decision-making through fast access to valuable information 

¶ Providing integration within the talent suite of compensation management, performance 

management, competency development and talent acquisition 

 

If you are interested in learning more about how your organization can use Microsoft Dynamics AX HRM 

to get more from its compensation dollars, please contact Elevate HR at www.elevate-hr.com, or just 

dial +1 (973) 917-3230. 

For more details about how compensation is configured and applied within the Dynamics AX HRM 

module, see Appendix I. 

 

 

  

http://www.mindkeyglobal.com/
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campaigns to attract new hires that support ȅƻǳǊ ŎƻƳǇŀƴȅΩǎ ōǳǎƛƴŜǎǎ ǎǘǊŀǘŜƎȅΦ  IǳƳŀƴ 

Resource Management in Microsoft Dynamics AX 2009 provides for increased 

organizational insight, enhanced skills and competency development, and integrated 

compensation and performance management. With access to integrated, real-time 

information about employees, jobs and skills across your organization, Human Resource 

Management in Microsoft Dynamics AX 2009 helps you effectively manage and align your 

workforce to help achieve your business goals. 
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Appendix I 
 
Human Resource Management in Microsoft Dynamics AX 2009 provides tools to manage Fixed Compensation, 
Variable Compensation, and Competency Development.  Below is a brief discussion of these features and some 
examples of how each can be configured and implemented. 

Fixed Compensation:  This Dynamics AX 
HRM functionality helps you manage base 
pay or base salary, including starting base 
pay, promotion increases, equity 
adjustments and merit increases. The 
following are core components of the 
compensation module that support this: 
 

V Levels: Supports hourly and salary 
employees, including salary grades, 
pay bands and steps functions. 

 
V Fixed Compensation Plans: Enables 

companies to differentiate employee 
populations that have different salary 
or pay plans with different plan rules.  
It also specifies the levels that can 
participate in the plan. 

 
V Salary Ranges: Provides the ability to 

define the recommended ranges of 
compensation associated with various 
levels.  Flexible edit rules allow the 
user to grant compensation above the 
range maximum or force the user to 
stay within the range. 
 

V Ranges Utilization: Facilitates moving 
an employee toward a desired pay 
rate during cyclical processing by 
assigning an increase modifier to 
utilization percents.  For example, 
someone with a lower utilization 
percent but the same performance 
rating as another employee with a 
higher utilization percent results in a 
higher pay increase recommendation. 

 

 
  

Figure 1. Fixed Compensation Plan 

 

 
   

 Figure 2. Salary Range for Grade Plan 
 

 
 

Figure 3. Range Utilization Matrix for Grade Plan 



 

11 © 2009 Elevate HR, Inc. - Reproduction in whole or part without written permission is prohibited 

 

 
V Reference points: Serves the 

calculation of Position in Range.  
For example, when the 
reference point is the mid-point, 
the Position in Range calculation 
is the Compra Ratio.   

 
 
V Budget: Supports organizational 

budgets and associated increase 
percent supports are used in 
calculating recommended 
increases during cyclical 
processing. 

 
 
V Pay for Performance 

Allocations:  Facilitates tying 
performance to compensation 
by associating different 
recommended increase 
percents based on performance 
ratings.  For example, an 
employee with a higher 
performance rating than 
another employee with the 
same range utilization will 
calculate a higher increase 
percent during cyclical 
processing. 
 
 

V Storage of Survey Data: Stores 
market survey data from 
companies and benchmark jobs 
to assist internal and external 
equity analysis. 

 

 
  
Figure 4. Reference Points for Grade Plan 

 

 
 

 Figure 5. Merit Budget for an Organization Unit 

 

 
  

Figure 6. Performance Allocation for Fixed Compensation 

 

 
  

Figure 7. Survey Company and Benchmark Job 
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Variable Compensation:  Variable compensation includes both short term and long term Incentives.  Short 
term incentives include items such as annual bonuses and one-time awards, such as signing bonuses.  Long 
term incentives include items such as stock options and restricted stock awards.  Many of the fixed 
compensation components also support variable compensation.  In addition the following core components 
support variable compensation: 
 
V Variable Compensation Plans: 

Similar to fixed compensation 
plans, variable compensation 
plans enable companies to 
control various methods of 
delivering awards to different 
employee populations using 
different rules. 

 
V Variable Compensation Matrix: 

Facilitates tying performance to 
variable compensation by 
associating different 
recommended award based on 
performance ratings.  For 
example, an employee with a 
higher performance rating than 
another employee with the 
same grade will calculate a 
larger bonus during cyclical 
processing. 
 

V Leverage: Based on the 
performance of a specific 
organization unit in which an 
employee works, variable 
compensation awards can be 
increased or reduced.   

 

 

 
  

Figure 8.  Variable Compensation Plan 

 

 
  

Figure 9. Performance Allocation for Variable Compensation Plan 

 

 
 

 Figure 10. Leverage Rules for Variable Compensation Plan 
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Competency Development: Integrate your Pay for Performance thinking with Pay for Competency 
Development.  This approach shows employees that their company is willing to invest in them, which can 
motivate them to perform and generate increased loyalty.  It can also enable the company to easily adapt to an 
ever changing business environment, which ultimately helps achieve financial objectives. 

 
V Competency Model: Plan for 

future markets and future 
skills.  Work with HR and 
leadership to create a 
competency-based model by 
building skills and 
competencies catalogues 
that align with the future 
needs of the organization.   

 
V Skills Requirements: Create 

skill profiles for specific jobs, 
and specify preferred or 
required proficiency levels 
using custom rating scales.  
Determine what levels are 
needed and how many of 
each will be needed to be 
ready to win and grow. 

 
V Skills Development: Create 

development plans for top 
talent: Assess your current 
workforce relative to the 
new competency model of 
your organization to 
determine workforce gaps.  
Then use the skills catalogue 
with individual goals and 
development plans to push 
your top performers beyond 
their current capabilities. Be 
able survive these difficult 
economic times and be ready 
to lead as the economic 
times improve. 

 

 

 
  

Figure 11. Skills Required for A Job 

 
 

 
 

 Figure 12. Skill Profile for an Employee Compared 
to the Skills for a Job 

 

 


