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Compensation Philosophy  
Starter Guide 
 

A Practical Guide: Defining How Your Organization Pays, Rewards, and Retains 
Talent 
A compensation philosophy is the foundation for how an organization makes pay decisions. It defines 
how the company wants to compete for talent, reward performance, manage internal equity, and align 
compensation with business goals. 

Without a clear compensation philosophy, pay decisions often become reactive, inconsistent, or overly 
dependent on one-off negotiations. Over time, this can create pay compression, internal equity 
concerns, retention risk, budget pressure, and confusion for managers and employees. 

This 10- step starter guide is designed to help leadership teams, founders, HR leaders, and growing 
organizations begin defining a practical compensation philosophy that supports the business, reflects 
the organization’s values, and creates a more consistent approach to pay. 

 
How to Use This Guide 

Use this guide as a working document to begin clarifying your organization’s approach to compensation. 
It is not intended to create a fully developed compensation program in one sitting. Instead, it will help 
you identify the key decisions, tradeoffs, and questions that should be addressed before building pay 
ranges, bonus plans, job levels, or long-term incentive programs. 

As you work through each section, consider where your organization is today, where it is headed, and 
what compensation practices will best support your business strategy. 

 

Step 1: Start With the Business Strategy 

Compensation should support the direction of the business. Before defining how you pay employees, 
clarify what the organization is trying to accomplish. 
 

Key Questions 

• What are the company’s most important business goals over the next 12–36 months? 
• Is the organization focused on growth, profitability, transformation, stabilization, sale readiness, 

market expansion, or operational efficiency? 
• Which roles or capabilities are most critical to achieving those goals? 
• Where is the organization most dependent on exceptional talent? 
• What workforce challenges could limit business success? 
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Common Strategic Priorities 
 

Business Priority Compensation Implication 

Rapid growth May require competitive market positioning, strong recruiting offers, 
scalable job levels, and clear pay ranges. 

Profitability May require tighter salary controls, performance-based incentives, 
and disciplined pay governance. 

Retention of critical talent May require targeted adjustments, long-term incentives, retention 
awards, or differentiated pay practices. 

Preparing for sale or 
investment 

May require cleanup of pay practices, documentation, internal equity 
review, and defensible compensation structures. 

Culture transformation May require stronger alignment between rewards, performance 
expectations, leadership behaviors, and company values. 

Global or multi-state 
expansion 

May require location-based pay strategy, compliance review, and 
scalable compensation administration. 

 

Identify Your Top Business Priorities 

What are the top three business priorities your compensation strategy must support? 

1. _______________________________________________________________________________________________ 

2. _______________________________________________________________________________________________ 

3. _______________________________________________________________________________________________ 

 

 

Step 2: Define Your Talent Market 

A compensation philosophy should clarify which talent markets the organization competes in. This may 
vary by role, level, location, industry, or function. 
 

Key Questions 

• Who do you compete with for talent? 
• Are you hiring from direct industry competitors, adjacent industries, larger companies, smaller 

companies, startups, nonprofits, or specialized talent pools? 
• Do your employees work onsite, hybrid, remote, nationally, or globally? 
• Are certain roles especially difficult to recruit or retain? 
• Do you need to pay differently for scarce or high-impact skills? 
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Talent Market Considerations 
 

Consideration Why It Matters 

Industry Pay levels may differ significantly by industry, even for similar job titles. 

Company size Compensation often varies based on revenue, headcount, funding stage, and 
complexity. 

Geography Location can affect labor market rates, pay transparency requirements, and 
employee expectations. 

Function Certain functions may require different market positioning based on scarcity or 
business impact. 

Level Executive, management, professional, hourly, and specialized roles may need 
different approaches. 

Remote work Remote-first companies need to decide whether pay is national, local, regional, 
or location-adjusted. 

 

Define Your Competition 

For most roles, our organization competes for talent against: 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

 
For highly specialized or critical roles, we may need to compete against: 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

 
Our competition’s pay practices are: 
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Step 3: Choose Your Market Position 

Market position describes where the organization generally intends to pay compared to the external 
market. Common approaches include paying at market, above market, below market with other rewards, 
or varying the approach by role. 
 

Common Market Positioning Options 
 

Approach What It Means When It May Make Sense 

Lead the market Pay above market for some 
or all roles. 

When talent is scarce, performance expectations 
are high, or the company relies heavily on top-tier 
talent. 

Meet the market Pay around market median. When the company wants to remain competitive 
while maintaining cost discipline. 

Lag the market Pay below market, often 
offset by mission, flexibility, 
benefits, equity, 
development, or culture. 

When budget constraints are significant or the 
organization competes on factors beyond cash 
compensation. 

Differentiated 
approach 

Pay position varies by role, 
level, function, or business 
impact. 

When some roles are more critical, scarce, 
revenue-driving, or difficult to replace than others. 

 
Practical Guidance 

Many organizations do not need one market position for every role. A more practical philosophy may be 
to meet the market for most roles while leading the market for roles that are highly specialized, revenue-
critical, hard to recruit, or central to the company’s strategy. 

 

Define Your Market Position 

Our general market position should be: 

☐ Lead the market 
☐ Meet the market 
☐ Lag the market 
☐ Use a differentiated approach by role, level, function, or business priority 

For critical or hard-to-fill roles, our approach should be: 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 
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Step 4: Clarify What You Reward 

A compensation philosophy should explain what the organization values and rewards. This helps 
managers make better decisions and helps employees understand how pay connects to performance 
and contribution. 

Common Reward Drivers 
 

Reward Driver Description 

Role scope The size, complexity, responsibility, and impact of the role. 

Skills and expertise The knowledge, technical capability, certifications, or specialized 
experience required. 

Performance The employee’s results, behaviors, and achievement of expectations. 

Business impact The degree to which the role contributes to revenue, growth, risk reduction, 
customer outcomes, or operational success. 

Leadership The ability to lead teams, influence outcomes, develop others, and drive 
change. 

Market demand The scarcity and competitiveness of talent in the external market. 

Internal equity Fairness and consistency compared to similarly situated employees. 

Growth potential The employee’s ability to take on greater responsibility over time. 

 
Key Questions 

• What should have the greatest influence on pay decisions? 
• How much should individual performance affect pay increases or bonuses? 
• Should high performers move through pay ranges faster? 
• Should critical roles receive differentiated compensation treatment? 
• How will the organization balance market competitiveness with internal fairness? 

 

How Do You Want to Reward Employees? 

Our organization wants to reward employees for: 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 
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Step 5: Determine the Role of Base Pay, Incentives, and Long-Term Rewards 

Compensation is more than base salary. A strong philosophy defines the role of each reward element 
and how they work together. 

Core Compensation Elements 
 

Element Purpose Key Design Questions 

Base pay Provides fixed compensation for 
the role, skills, experience, and 
ongoing contribution. 

How competitive should salaries be? How 
will ranges be built and managed? 

Short-term 
incentives 

Rewards achievement of 
individual, team, department, or 
company goals over a defined 
period. 

Who is eligible? What metrics matter? How 
much pay should be at risk? 

Sales incentives 
/ commissions 

Rewards revenue generation, sales 
activity, or business development 
outcomes. 

What behaviors should the plan encourage? 
Are payouts aligned with profitable growth? 

Long-term 
incentives 

Supports retention, ownership 
mindset, long-term value creation, 
or exit/event alignment. 

Who should participate? Should awards be 
equity, phantom equity, SARs, UARs, profit-
sharing, or cash-based? 

Benefits Supports employee wellbeing, 
security, and competitiveness of 
the total rewards package. 

Which benefits are most valued by 
employees and sustainable for the 
business? 

Perks and 
recognition 

Reinforces culture, engagement, 
and employee experience. 

Which perks are meaningful, equitable, and 
aligned with company values? 

 
Key Questions 

• Should compensation be mostly fixed, mostly variable, or balanced? 
• Which roles should have incentive opportunities? 
• Should incentives be tied to individual performance, company results, or both? 
• Should long-term rewards be used to retain senior leaders or critical talent? 
• Are benefits and non-cash rewards part of the company’s competitive strategy? 

 
Define Your Total Rewards Approach 

Our total rewards approach should emphasize: 

☐ Strong base pay     ☐ Performance-based incentives 
☐ Long-term retention/value creation  ☐ Benefits and employee wellbeing 
☐ Flexibility, culture, and non-cash rewards ☐ A balanced total rewards package 

☐ Other: _________________________________________________________________________________________ 
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Step 6: Address Internal Equity and Pay Consistency 

A compensation philosophy should help the organization make decisions that are not only market-
informed but also internally fair and explainable. 

Key Questions 

• How will the organization evaluate whether employees in similar roles are paid fairly? 
• How will differences in experience, performance, location, tenure, and scope be considered? 
• How will the company address pay compression between new hires and existing employees? 
• How often will compensation be reviewed? 
• Who has authority to approve exceptions? 

 
 

Common Internal Equity Risks 
 

Risk Description 

Pay compression New hires are paid close to or above existing employees with similar or 
greater experience. 

Inconsistent offers Candidates negotiate different offers without clear guidelines. 

Unclear job levels Employees with different scope or responsibility are grouped together 
incorrectly. 

Manager discretion 
without guardrails 

Pay decisions vary widely by manager preference or advocacy. 

Unreviewed legacy pay Historical pay decisions continue without being reassessed for fairness or 
market alignment. 

Geographic 
inconsistencies 

Location-based pay decisions are made inconsistently or without clear 
policy. 

 

Outline Any Concerns 

The internal equity issues we are most concerned about are: 
 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 



Auvinsa Consulting  | 8 

 

 

Step 7: Decide How Transparent You Want to Be 

Pay transparency is increasing, both legally and culturally. Even when not legally required, organizations 
benefit from deciding how much information they are prepared to share with employees and candidates. 
 

Levels of Compensation Transparency 
 

Transparency Level Description 

Minimal transparency Pay decisions are largely confidential and explained only as 
needed. 

Manager-level transparency Managers understand pay ranges and guidelines but employees 
may not see full structures. 

Employee-level transparency Employees understand their range, how pay decisions are 
made, and how they can progress. 

Candidate-level transparency Pay ranges and compensation approach are clearly shared 
during recruiting. 

Full transparency Broad pay structures and compensation practices are openly 
available internally. 

 
Key Questions 

• What pay information will be shared with candidates? 
• What pay information will be shared with employees? 
• Are managers prepared to discuss compensation consistently and accurately? 
• Do current pay practices support the level of transparency desired? 
• Are there legal pay transparency requirements in any states or locations where the company 

hires? 

 

Define your level of transparency 

Our desired level of compensation  
transparency is: 

☐   Minimal transparency 
☐   Manager-level transparency 
☐   Employee-level transparency 
☐   Candidate-level transparency 
☐   Full transparency 
☐   Not sure yet 

_________________________________________________________________________________________________ 

_________________________________________________________________________________________________ 

My Action Items: 
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Step 8: Establish Governance and Decision-Making 

A compensation philosophy is only useful if it guides real decisions. Organizations should define who 
owns compensation decisions, how exceptions are handled, and how often pay practices are reviewed. 
 

Key Governance Questions 

• Who owns the compensation philosophy? 
• Who approves pay ranges, salary increases, bonuses, and exceptions? 
• How are new hire offers reviewed? 
• How are promotions and adjustments approved? 
• How often will market data be refreshed? 
• How often will pay equity or internal equity be reviewed? 
• How will compensation decisions be documented? 

 
 

Common Decision Areas 
 

Decision Area Owner / Approver Notes 

Compensation philosophy   

Market data sources   

Salary ranges / pay bands   

New hire offers   

Promotions   

Merit increases   

Equity or long-term incentive 
awards 

  

Bonus plan design   

Off-cycle pay adjustments   

Compensation exceptions   
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Step 9: Draft Your Compensation Philosophy Statement 

A compensation philosophy statement does not need to be long. The best statements are clear, 
practical, and aligned with the business. 

Starter Framework 

Use the framework below to begin drafting your philosophy: 

Our compensation philosophy is designed to support [business priorities] by attracting, 
retaining, and rewarding employees who contribute to [company goals]. We aim to position 
compensation [at/above/below/differentiated against] the market, with consideration for 
role scope, skills, performance, internal equity, business impact, and market demand. Our 
total rewards approach includes [base pay, incentives, benefits, long-term rewards, 
flexibility, recognition, etc.]. We are committed to making compensation decisions that are 
consistent, financially responsible, legally compliant, and aligned with our values. 

 

Draft Your Statement 

Our compensation philosophy is designed to: ______________________________________________________ 
 
_________________________________________________________________________________________________ 

 
We compete for talent by: ________________________________________________________________________ 
 
_________________________________________________________________________________________________ 

 
We reward employees based on: __________________________________________________________________ 
 
_________________________________________________________________________________________________ 

 
Our approach to market competitiveness is:  _______________________________________________________ 
 
_________________________________________________________________________________________________ 
 

Our approach to internal equity is: _________________________________________________________________ 
 
_________________________________________________________________________________________________ 

 
Our total rewards strategy includes: _______________________________________________________________ 
 
_________________________________________________________________________________________________ 
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Step 10: Compensation Philosophy Readiness Checklist 

Use this checklist to assess whether your organization is ready to formalize or update its compensation 
philosophy. 

Readiness Item Complete 
In 

Progress 
Needs 

Attention N/A 

Business priorities are clearly defined. ☐ ☐ ☐ ☐ 

Key talent markets have been identified. ☐ ☐ ☐ ☐ 

Critical roles and hard-to-fill roles have been identified. ☐ ☐ ☐ ☐ 

Desired market position has been discussed. ☐ ☐ ☐ ☐ 

The organization has defined what it wants to reward. ☐ ☐ ☐ ☐ 

Base pay, incentive, and long-term reward strategies 
have been discussed. 

☐ ☐ ☐ ☐ 

Internal equity considerations have been reviewed. ☐ ☐ ☐ ☐ 

Pay transparency expectations and obligations have 
been considered. 

☐ ☐ ☐ ☐ 

Compensation decision-making authority has been 
clarified. 

☐ ☐ ☐ ☐ 

Exception approval process has been defined. ☐ ☐ ☐ ☐ 

Market data sources have been identified. ☐ ☐ ☐ ☐ 

Pay ranges, job levels, or job architecture needs have 
been assessed. 

☐ ☐ ☐ ☐ 

Managers are prepared to communicate pay decisions 
consistently. 

☐ ☐ ☐ ☐ 

Compensation practices are reviewed on a regular 
cadence. 

☐ ☐ ☐ ☐ 

 

 

 

 

 

 

 

 

 

Notes: 
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Common Signs Your Organization Needs a Compensation Philosophy 

Your organization may benefit from a formal compensation philosophy if: 

• Pay decisions are made reactively or inconsistently. 
• Managers are unsure how to make compensation recommendations. 
• New hires are creating pay compression with existing employees. 
• Employees are asking more questions about pay fairness. 
• Recruiting offers vary widely by candidate negotiation. 
• There is no clear approach to remote or location-based pay. 
• The organization has grown but pay practices have not matured. 
• Bonus or incentive plans do not clearly align with business results. 
• Leadership is preparing for growth, investment, sale, or acquisition. 
• The company wants to become more transparent but is not sure where to begin. 

Remember 

A compensation philosophy does not have to be complex to be effective. At its core, it should help the 
organization answer a few important questions: 

• How do we want to compete for talent? 
• What do we want to reward? 
• How do we balance market competitiveness, internal equity, performance, and affordability? 
• How do we make pay decisions consistently? 
• How do we communicate compensation in a way that builds trust? 

When thoughtfully designed, a compensation philosophy becomes more than an HR document. It 
becomes a decision-making tool that helps leaders align pay with strategy, manage risk, support growth, 
and strengthen the employee experience. 

 

 

Need Support Building a Compensation Philosophy? 

Auvinsa Consulting helps organizations design practical, business-aligned 
compensation philosophies and compensation programs. Support may 
include compensation philosophy development, market pricing, pay range 
design, job architecture, bonus plan design, long-term incentive planning, 
internal equity review, pay transparency preparation, and manager 
communication support. To learn more, visit auvinsaconsulting.com or 
schedule a consultation. 

 
 Disclaimer: This guide is provided for general informational purposes only and does not constitute legal, tax, financial, 

accounting, or compensation advice specific to any organization. Compensation practices should be reviewed in light of 
applicable laws, business needs, financial considerations, and the organization’s specific workforce and operating model. 


