IGURREN|

Compensation

Stop Burning Cash on Broken Bonus Design

Redesigning 2027 bonus plans for measurable return on investment

September arrives. Leadership teams sit in boardrooms, looking at next year’s budgets. The
conversation inevitably turns to variable pay and annual bonuses — and this is where many
organisations quietly lose value. A poorly designed bonus plan can consume significant cash
while doing little to change behaviour, sharpen execution, or retain the people who matter
most.

Too often, the approach is reactive. Organisations copy and paste the current bonus scheme,
make minor tweaks, and hope that paying broadly the same bonus next year will somehow
deliver stronger results.

It will not. If your bonus plan rewards presence or base-level target achievement, you are
not driving performance. You are paying a fixed cost disguised as an bonus. For the 2027
financial year, CEOs, CFOs and CHROs should treat bonus design not as an annual HR chore,
but as an investment decision: what return should this spend generate, and what behaviours
must it change?

A simple test is this: if the bonus disappeared tomorrow, which behaviours would genuinely
change? If the honest answer is “not much”, the bonus plan is probably functioning as
deferred salary rather than a performance lever. That is the point at which bonus design
becomes a board-level issue, because the organisation is spending money without buying
clearer priorities, better decisions, or stronger execution.

1. Diagnose the Disease: Why Traditional Bonuses Fail
Most bonus schemes suffer from three fatal flaws.

¢ The Entitlement Trap: Employees view the bonus as part of base salary. When it is
paid, nobody feels grateful or motivated. When it is withheld, everyone feels angry.

e The Metric Mismatch: HR measures activity, and finance measures cash. None of
these align with what actually moves the company’s valuation needle.

o The Line of Sight Deficit: An employee working in a regional office cannot see how
their daily effort impacts a global EBITDA target. If they cannot see the connection,
the bonus does not work.

2. The CFO’s Perspective: Tying Pay to Value Creation

CFOs are right to scrutinise bonus pools. Variable pay must be genuinely variable and linked
to performance. It should expand only when true economic profit expands.
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For 2027, move away from subjective performance ratings or vanity metrics such as top-line
revenue growth that ignore margin erosion. Instead, anchor payouts to measures that
reflect the economics of the business. For some organisations, that may mean operating
profit, free cash flow or cash conversion. For others, it may mean return on invested capital,
margin improvement, working capital discipline or a carefully selected combination of these.
The right answer is not a fashionable metric; it is the metric that best links employee effort
to sustainable value creation.

When employees understand that the bonus pool grows only after the business secures its
cost of capital, behaviours shift. Finance and HR must lock arms here. The reward structure
must protect liquidity while funding high performance.

Good bonus design also sets boundaries before emotion enters the conversation. Threshold,
target and stretch outcomes should be agreed in advance, and the payout curve should be
tested against realistic business scenarios. This protects affordability for finance, fairness for
employees and credibility for leadership. When the rules are unclear, every bonus cycle
becomes a negotiation. When the rules are robust, the organisation can explain both high
and low payouts with confidence.

3. The HR & CEO Vision: Driving Strategic Agility

CEOs want execution. HR wants engagement. A brilliant 2027 bonus design bridges this gap
by balancing financial discipline with clear strategic milestones.

Break the bonus structure into two or three distinct, weighted pillars:

e Company Performance (50-60%): Tied strictly to core financial health, such as
operating profit, free cash flow or another agreed measure of sustainable
performance. If the business does not meet its minimum performance threshold, the
bonus pool should reduce accordingly.

e Strategic Value Drivers (20-30%): Specific, measurable milestones for the year. This
might be a successful digital transformation, a major sustainability target, or entry
into a new market sector.

e Individual/Team Contribution (10-20%): Differentiated based on personal impact,
ensuring top performers feel recognised while underperformers receive zero.

4. Implementation Timeline: Winning in Q4

You cannot design a high-impact bonus in a two-week window in December. September and
October are your strategic windows to audit, design and model; November is the time to
prepare managers and test the communication. By December, the organisation should be
refining answers, not still debating the bonus design architecture. The earlier this work
starts, the more likely the final bonus scheme will be commercially robust, clearly
understood and ready to influence behaviour from day one of 2027.
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e Step 1 (September): Audit your 2026 bonus payouts. Do 2026 bonus high payouts
correlate with actual business growth? Do low 2026 bonus payouts hurt retention of
critical talent?

¢ Step 2 (October): Model scenarios with your finance team. Run stress tests. What
happens if revenue drops by 10%? Does the bonus plan protect the business? What if
you exceed targets by 15%? Is the payout affordable?

e Step 3 (November): Communicate the framework clearly to line managers. If
managers cannot explain the bonus plan in two sentences, it is too complicated.

A practical bonus review does not need to be a long, theoretical exercise. The highest-value
work is usually diagnostic: identifying whether the current plan is paying for the right
outcomes, whether the metrics are affordable under different scenarios, and whether
leaders can explain the scheme clearly enough for managers to use it. For organisations
entering the 2027 planning cycle, a short, evidence-based review can reveal whether the
existing design is supporting strategy or quietly draining cash.

5. Governance: Keep the Bonus Plan Honest

Even the best bonus design will drift if governance is weak. Before the 2027 plan is launched,
agree who owns the design, who approves the measures, who validates the results and who
has discretion to adjust outcomes. Discretion should not be a back-door mechanism for
fixing poor design after the event. It should be limited, documented and used only where
the formula produces an outcome that is clearly inconsistent with business performance,
risk or conduct.

This matters because bonus plans sit at the intersection of strategy, finance, reward and
organisation culture. If ownership is unclear, the plan can be pulled in different directions:
finance focuses on cost, HR focuses on engagement, business leaders focus on local targets,
and employees receive a muddled message. Strong governance turns the bonus plan from
an annual spreadsheet exercise into a disciplined management tool.

Conclusion: Make 2027 Different

Your competitors are already scheduling their autumn budget reviews. They will likely roll
over their old, ineffective bonus plans.

You have the opportunity to do something sharper. By aligning financial rigour with human
motivation, your 2027 bonus design can become the catalyst that separates your business
from the pack. If your current scheme feels expensive, misunderstood, or disconnected from
performance, now is the right time to review it before next year’s targets and budgets
harden. Do not settle for an expensive status quo.

9th September 2026 WwWWw.gurren.ie Page 30of 3



http://www.gurren.ie/

