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Introduction
❑ Company is in process of reviewing it compensation levels and incentive structure.

❑ Company asked the Firm to review and make recommendations specific to the 
incentive plan for  VP year-end performance bonus to identify total cost and run 
several scenario simulation under different tiered structures for potential outcomes.

❑ To that end, we:
- Interviewed key stakeholders to understand the business and incentive structure,
- Gathered the current bonus options from management for tiered performance 

achievement,
- Reviewed the existing incentive plan structure,
- Based on the information provided, we designated 4 different tiered simulations,
- We then ran 30 different simulations under each scenario to see potential outcomes 

of performance and total plan costs, and
- Made recommendations for which plan meets cultural needs and align with 

budgetary costs.

❑ Today, we will present our findings and gather feedback from Company.  The 
feedback will allow us to develop more specific recommendations for go-
forward pay and incentive plans at the Company.
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Tiered 
Structure 

Simulations

The below tiers represents the different % achieved of goals provide by management.

We developed 4 scenarios based upon the below payouts for an achieved Tier.

Overview



MODEL ASSUMPTIONS

- **Adjustment for ARR Exceeding Target**:
- If ARR exceeds the target (\$11,000,000), EBITDAC is adjusted by subtracting the excess ARR divided by 1.18.

- **Tiered Payout Scenarios**:
- Four different payout scenarios were defined, with varying payout percentages based on the achieved ratio to the 

goal.
- Example (Scenario 1):

- Ratio < 0.80: 0
- Ratio < 0.85: 0.8
- Ratio < 0.90: 0.8
- Ratio < 0.95: 0.8
- Ratio < 1.00: 0.9
- Ratio < 1.05: 1 - Ratio < 1.10: 1.1
- Ratio < 1.15: 1.2
- Ratio < 1.20: 1.2
- Ratio > 1.20: 1.2

- **Monte Carlo Simulations**:
- 30 simulations for each scenario.
- Standardized ratios between 0.75 and 1.25.
- Ratios were used to calculate EBITDAC, ARR, and LOGOS.

- **Linear Regression Model**:
- Features: Scenario, EBITDAC, ARR, and LOGOS.
- Target: Bonus payout.
- Data split into training (80%) and test sets (20%).

- **Goals and Weightings**:
- EBITDAC Goal: \$100,000,000
- ARR Goal: \$11,000,000
- LOGOS Goal: 9,000
- Weighting for EBITDAC: 50%
- Weighting for ARR: 25%
- Weighting for LOGOS: 25%
- Total Bonus: \$1,343,200 

- **Visualization Assumptions**:
- Histograms, boxplots, and scatter plots were generated to visualize the distribution and relationships in the data.
- X-axis labels were formatted to display values in millions.
- Quartiles (Q1, Median, Q3) were plotted in the probability distribution chart with distinct colors for each scenario.

# Define the 4 scenarios

scenarios = [

 [0, 0.8, 0.8, 0.8, 0.9, 1, 1.1, 1.2, 1.2, 1.2],

 [0, 0.8, 0.85, 0.9, 0.95, 1, 1.05, 1.1, 1.15, 1.2],

 [0, 0.8, 0.9, 0.9, 1, 1, 1, 1.1, 1.1, 1.2],

 [0, 0.8, 0.8, 0.9, 0.95, 1, 1.05, 1.1, 1.2, 1.2]

]

# Generate standardized ratios

ratios = np.linspace(0.75, 1.25, 30)

# Run Monte Carlo simulations

np.random.seed(42)

results = []



Scenario Results (in percentage)

Mean std min 25%    50%   75%   max

1 0.898333 0.345035 0.0 0.80 0.950 1.18750 1.2

2 0.897500 0.327698 0.0 0.85 0.975 1.09375 1.2

3 0.896667 0.322419 0.0 0.90 1.000 1.08750 1.2

4 0.897500 0.333112 0.0 0.80 0.975 1.09375 1.2

Scenario Results (in Millions)

Results
Insights

After running 30 simulations 
under  each scenario, these are 
the results for both % achieved 
and total $ cost.

Total  $ Cost

% Payout



Insights

This represents where 67% of the 
population would fall.  

Conclusion:  
❖ Scenario 1 – best to encourage 

performance and discourage 
underperformance. 

❖ Scenario 2 - represents the linear tier 
structure so even population as 
.85% would be paid 85% bonus $, 
etc.  

❖ Scenario 3 – is heavy on 100% as 
represents meeting  more frequently 
at 95% and 105% to get  more overall 
performance ~ 100% . 

❖  Scenario 4 - has a greater emphasis 
on discouragement and less range in 
encouraging employees.



Insights

Here, we have a stacked bar chart 
illustrating the occurrence of various 
scenarios along with different payouts, 
highlighting where the 30 simulations 
fell within the Total Payout Amount.

(i.e. it complements the boxplot 
presented on the previous page)



Insights

Scenario 1 range of payout is largest 
from Q1 to Q3.



Insights

Scenario 2 range is tiered evenly from 
Q1 and Q3 as a linear tiered structure 
with even distribution



Insights

Scenario 3 limits Q1 and Q3 to be more 
of the probability to run in 100% range



Insights

Scenario 4 increases the range of Q1 
and Q3



Insights

This represents the payout amounts 
and EBITDAC % Achieved for each 
Scenario Run.







Key Takeaways
Based on the current culture at the Company, we would recommend Scenario 1 based on the results.  
Scenario 1 does the best to encourage performance and discourage underperformance as the Q1 and 
Q3 has the largest range of payments.  This is best represented by the range of performance in each 
scenario below.



Original Tiered Structure 
and

Random Simulation Outcomes
Based up using Scenario 1, the Firm ran simulated model to run 30 different 
simulations between 70% and 140% achieved for each of the bonus 
assumptions EBITDAC, ARR, and New Logos; includes an adjusted EBIDTAC 
for any increase in ARR. 

Recommended Plan Analysis





Model Statistics







Note: EBITDAC is smaller than ARR; therefore, the model is considering the ARR increase affect on EBITDAC.
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