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Introduction:
The Rising Cost Problem

Labor is the single largest expense for most
organizations, and the scale of that burden is growing.
Payroll, benefits, payroll taxes, and overhead combine
to create a predictable, recurring load on margins.
Atop that sits healthcare, a line item that continues to
rise faster than general inflation and exerts outsized
pressure on total cost of employment. Leaders are
squeezed: employees expect higher take home pay
and better security, while protecting the overall health
of the business.

The natural responses are familiar: increase wages

to retain talent or cut benefits to protect the bottom
line. Both are blunt instruments. Increasing base pay
buys short-term retention but suffers from diminishing
returns: beyond a point, more salary does little to
improve productivity. Cutting benefits may improve the
profit and loss immediately, but it increases financial
risk for employees, which often worsens absenteeism,
presenteeism, and turnover.

Compounding the financial stress is a troubling
productivity trend: output per employee is not
keeping pace with the rising cost of employment in
many industries. This mismatch means companies
are paying more for less uplift. The conventional
reactions of raising salaries or cutting benefits ignore
the central fact that compensation is not merely a
cost to manage; it is a system that interacts with
human performance.

This eBook reframes compensation as a strategic
system. It offers executives a practical framework to
allocate compensation dollars across multiple levers,
so spend is tied to measurable business outcomes,
and every dollar contributes to productivity, retention,
or risk reduction rather than simply increasing payroll.

Compensation Is a System,
Not a Salary

Compensation is composed of multiple interdependent
elements. Viewing any one element in isolation creates
blind spots. To act strategically, leaders must adopt a
systems view —understanding how each component
influences employee energy, focus, risk tolerance, and
long term engagement.

The Seven Buckets of Compensation

Below are the seven critical buckets that together form
a company’s compensation system:

. Cash (base salary)

. Bonus and incentives

. Time (paid time off and sick leave)

. Healthcare

a A WO N =

. Ancillary benefits (disability, life, supplemental
insurance)

6. Retirement

7. Fringe and lifestyle benefits
(flexibility, transportation, stipends)

Each bucket affects different drivers of performance.
Some reduce risk and financial stress, others incentivize
specific behaviors, and several improve long-term
retention. The strategic task for leaders is to allocate
across these buckets to maximize the organization’s
desired outcomes. As a consultant my job is to make
sure benefits are aligned with those outcomes.

The Hidden Inefficiencies in
Traditional Compensation

Most companies rely heavily on base salary as the
primary lever. It’s visible, easily benchmarked, and
straightforward to adjust. But this reliance creates
inefficiency. Higher base pay has diminishing marginal
impact on productivity, and because it is fixed, it locks
in recurring costs that are difficult to reverse when
business conditions change.

Health and benefits are commonly treated as fixed

or uncontrollable costs. Employers accept premium
increases or narrow networks without considering
alternative designs that can both reduce cost and
improve health outcomes. Meanwhile, incentive pay
and outcome-aligned structures are often underused
or poorly designed, neutralizing their potential to shift
daily behaviors.

These design gaps contribute to common workforce
problems: absenteeism, presenteeism (when
employees are physically present but operate below
full capacity due to iliness, stress, or distraction),
accelerated burnout, and higher turnover. All of these
translate into real costs: lost output, rehiring and
training expenses, and degraded customer experience.
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In short, organizations are already paying for poor
performance, they just pay for it indirectly through
broad, inflexible compensation choices rather than
directly addressing the drivers of productivity.

The 7 Compensation Buckets
Through a Productivity Lens

This section examines each bucket through the

lens of workforce productivity, retention risk, and
cost efficiency. The goal is practical: identify where
marginal reallocations of spend will move the needle
most effectively.

4.1 Cash (Base Salary)

Base salary provides stability and market
competitiveness. It reduces immediate financial anxiety
and is often the baseline against which talent decisions
are made. However, because base pay is permanent
and visible, it subjects the organization to structural
cost growth and long-term inflexibility.

From a productivity perspective, base salary secures
“stay” value but has diminishing returns on “perform”
value. Beyond a competitive baseline, incremental
raises rarely translate into proportional increases in
output. For executives, the implication is clear: secure
market competitive base pay, but avoid treating salary
as the primary instrument for performance improvement.

Takeaway: Base salary is necessary but not sufficient.
Use it to meet market standards and avoid turnover
due to compensation dissatisfaction, then rely on other
buckets to drive performance.

4.2 Bonus and Incentives

Incentives are the clearest behavioral lever in the
compensation system. Properly constructed, they
align individual actions with company objectives and
translate strategy into measurable behaviors.

Common failings include ambiguous targets, rewards
that are too small to motivate, or metrics that
encourage short-termism. Effective incentive design
hinges on clarity, measurability, and fairness. Incentives
should map to outcomes the business values like
revenue per employee, customer retention, project
throughput, or quality metrics. They can also be used to
encourage retention, attendance, or consistency when
structured around tenure or performance thresholds.

Example structures include a mix of spot bonuses

for short-term achievements, quarterly performance
bonuses tied to team and individual KPIs, and retention
bonuses that vest over time. The managerial discipline
of setting measurable goals and regularly reviewing
progress is essential for incentives to work.

4.3 Time (PTO / Sick Leave)

Time off is fundamentally a performance tool. Paid
time off, while often perceived as a perk, directly
influences recovery, cognitive bandwidth, and long-
term productivity. Insufficient or punitive leave policies
encourage presenteeism, which reduces effective
capacity and raises the likelihood of errors.

A strategic time policy balances access to recovery
with operational coverage. It also signals an

organizational commitment to sustainable performance.

Offering predictable, well-communicated PTO policies
and enforcing manager accountability for leave usage
reduces burnout and preserves long term output.

Key Insight: Time off is an investment in sustainable
performance, and the cost of generous, well-managed
leave policies is frequently lower than the cost of
turnover and reduced productivity.

4.4 Healthcare (Most Important Section)

Healthcare is often framed as an uncontrollable
inflationary cost. This framing is a strategic error.
Healthcare design choices materially affect
absenteeism, presenteeism, and employee morale,
making it both a productivity and retention lever.

Problems with typical approaches include overreliance
on fully insured models that obscure pricing and
incentives, lack of investment in preventive care,

and poor navigation support for employees battling
complex billing and care choices. These design flaws
increase unnecessary utilization, delay effective care,
and elevate both costs and productivity drag.

Emerging alternatives and design levers include
level-funded plans that combine predictability

with upside savings, self-funded models for larger
employers who can manage risk, and Direct Primary
Care (DPC) models that improve access and reduce
administrative friction. Preventive care strategies
like annual health screenings, chronic condition
management, and targeted wellness interventions
deliver returns through reduced absenteeism and
improved cognitive performance.
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Transparent pricing and navigation support reduce
wasted spend and help employees make cost effective
choices. Pharmacy benefit management, telemedicine
integration, and mental health access are additional
levers with outsized productivity effects. Importantly,
healthcare design should be evaluated not just on
premium expense but on total cost of care and
workforce impact.

Strategic insight: Healthcare is a controllable,
actionable allocation decision. Investment in smarter
benefit design can reduce the indirect costs of poor
health (absenteeism, presenteeism, and turnover) faster
than equivalent increases in base pay.

4.5 Ancillary Benefits

Ancillary benefits like dental, vision, short and long
term disability, and life insurance are relatively low
cost components that impart meaningful financial
security. They act as shock absorbers for personal risk
and reduce the cognitive load employees face when
managing household financial uncertainty.

From a productivity standpoint, these benefits

are high-value, low-cost additions. They stabilize
household finances in the event of iliness or
accident and reduce the distraction that comes from
unmanaged personal risk.

Key insight: Investing in ancillary benefits is often a
cost-effective way to reduce turnover risk and improve
focus at work.

4.6 Retirement (Include Fee Compression
Insight)

Retirement benefits historically carried high
administrative and investment fees, but market
dynamics and scale efficiencies have compressed
those costs. Employers now have opportunities to
reduce plan expenses through fee negotiation, plan
consolidation, or provider selection without diminishing
the value delivered to employees.

Reducing retirement plan fees is a tactical savings
opportunity. Savings recovered from plan efficiencies
can be redeployed to other buckets (most notably
healthcare) where they may have a greater marginal
impact on current productivity and retention.

Strategic opportunity: Treat retirement plan
optimization as a source of funding for immediate
workforce needs rather than an isolated administrative
exercise.

4.7 Fringe / Lifestyle Benefits

Fringe benefits like commuting stipends, flexible
schedules, remote work support, and convenience
services reduce friction in employees’ daily lives. These
elements improve consistency, punctuality, and the
mental bandwidth available for focused work.

Well-chosen fringe benefits are especially valuable in
environments where small frictions compound into larger
productivity losses. For example, reducing commute
stress through transportation stipends or supporting
remote work infrastructure can yield measurable gains in
attention and available working time.

Key insight: Fringe benefits are leverage points for
marginal gains in productivity and consistency that are
inexpensive relative to their operational impact.

Compensation as a Capital
Allocation Problem

Executives should approach compensation like

any other capital allocation decision: with clear
objectives, marginal analysis, and an eye toward
trade-offs. No organization can maximize every bucket
simultaneously; choices must be prioritized against
strategic goals.

This framing forces three critical disciplines: define the
desired business outcomes, model the marginal impact
of reallocating spend between buckets, and monitor
the outcomes. For example, shifting spend from base
salary to healthcare design may reduce long-term
absenteeism and improve retention.

Trade-offs are inevitable. The practical question
is not whether trade-offs exist, but which trade-offs
deliver the greatest marginal return against your
company’s objectives.

Aligning Compensation with
Business Outcomes

Compensation design must be tailored to the
outcomes the business values most. A one-size-fits all
approach dilutes the effectiveness of the system.

For growth-focused organizations, prioritize incentive
structures that reward revenue generation, speed to
market, and customer acquisition. For companies
where retention is the strategic priority, invest in
healthcare quality, retirement security, and predictable
time-off policies. In environments with high burnout
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risk, increase recovery resources through PTO and
accessible primary care.

Executives should translate strategic priorities into
measurable compensation metrics. That means
establishing KPlIs tied to compensation decisions such
as revenue per employee, turnover rates by cohort,
average days absent, or engagement scores, and then
linking changes in compensation design to movement
in those KPIs over time.

Key insight: Compensation is most effective when it
is explicitly calibrated to the outcomes the business is
trying to produce.

The Future of Benefits Design

Benefits design is moving toward personalization and
outcome orientation. Advances in data allow employers
to tailor benefits to workforce segments rather than
deliver a single, monolithic package. Outcome-based
insurance models and integrated health financial
planning will make it easier to measure the ROI of
benefits spend.

Two practical trends to watch are data-driven
healthcare interventions that identify high-impact
cohorts for preventive care, and increasing use of
primary care forward models that reduce friction to
access. Employers who adopt measurement driven
benefit strategies will find they can both control cost
and improve workforce performance.

Conclusion: Build a System,
Not a Package

Compensation is not a single decision about payroll
size; it is a system that, when thoughtfully designed,
drives human performance. Organizations that treat
compensation as capital allocation that prioritize
buckets that deliver marginal returns against strategic
goals will extract more value from their spend than
those that reflexively raise salaries or cut benefits.

The objective is not to pay more; it is to get more
from what you already spend. Design intentionally,
measure outcomes, and prioritize the allocations that
meaningfully improve productivity, retention, and risk
management.

7 Buckets of Compensation —
Recap and Executive Takeaway

1. Cash (base salary). Provide market competitive
stability, but avoid over-indexing.

2. Bonus & incentives. Use to align behavior to
measurable outcomes and drive performance.

3. Time (PTO). Treat time off as a productivity and
recovery tool, not just a perk.

4. Healthcare. Design for access, prevention, and
transparency; manage it as a controllable cost.

5. Ancillary benefits. Low-cost protections that reduce
financial stress and distraction.

6. Retirement. Optimize fees to free up spend for higher
impact areas.

7. Fringe benefits. Remove daily frictions to improve
consistency and focus.

Executive takeaways:

e View compensation as capital allocation, not as a
cost to be minimized.

e Prioritize investments based on marginal return to
productivity and retention.

e Measure outcomes and iterate: link compensation
changes to KPIs and adjust based on results.

¢ Use healthcare and incentives strategically; they
often outperform equivalent increases in base pay for
productivity gains.
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I Ready To Take Action?

Work With A Team That Prioritizes Process Over Hype.

If you found this guide helpful, imagine how powerful a fully integrated investment plan
could be when aligned to your personal goals, risk tolerance, and long-term objectives.
At RIA Advisors, we specialize in:

¢ Behavioral investment strategy

e Personalized portfolio construction

e Risk-adjusted financial planning

e |nstitutional-level discipline applied to individual wealth

Schedule a strategy consultation today by calling 855-742-7526 (RIA PLAN)

Or, on the website: www.riaadvisors.com

Or, contact us directly: contact@riaadvisors.com

Let’s build a strategy that protects and grows your wealth
— through every market cycle.

11750 Katy Freeway, Suite 840 Houston, TX 77079 | 281-501-1791 | Fax: 281-501-1806 | Contact@RIAAdvisors.com | www.RIAAdvisors.com

RIA Advisors LLC is a registered investment adviser and its representatives are in compliance with the current filing requirements imposed upon registered investment
advisers by those states in which Advisor maintains clients. RIA Advisors LLC may only transact business in those states in which it is registered, or qualifies for an exemption
or exclusion from registration requirements.

RIA Advisors LLC may only transact business in those states in which it is notice filed or in which it qualifies for an exemption or exclusion from notice filing requirements.
Website content is limited to the dissemination of general information regarding investment advisory services to United States residents residing in states where providing
such information is not prohibited by applicable law. Accordingly, the publication of website content should not be construed by any consumer and/or prospective client as a
solicitation to effect or attempt to effect transactions in securities or the rendering of personalized investment advice for compensation over the Internet. Users should consult
with appropriate advisors before making investment decisions.

Other Disclosures

The information in this document is based on data gathered from sources that we believe are reliable. However, we do not guarantee the accuracy or completeness of this
information. This information should not be used as the primary basis for investment decisions, nor is it advice meeting the specific investment needs of any investor.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that future performance of any specific investment or
investment strategy (including the investments and/or investment strategies recommended or undertaken by RIA Advisors LLC) made reference to directly or indirectly by RIA
Advisors LLC in its web site, or indirectly via a link to an unaffiliated third party web site, will be profitable or equal the corresponding indicated performance level(s). Different
types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client or prospective
client’s investment portfolio. Historical performance results for investment indices and/or categories generally do not reflect the deduction of transaction and/or custodial
charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical performance results.

Certain portions of RIA Advisors’ web site (i.e. newsletters, articles, commentaries, etc.) may contain a discussion of, and/or provide access to, RIA Advisors LLC (and those
of other investment and non-investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market
conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client should assume that any
such discussion serves as the receipt of, or a substitute for, personalized advice from RIA Advisors LLC.
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INVEST RETIRE |INSURE BENEFITS 11750 Katy Frwy, Ste 840, Energy Tower IV, Houston, TX 77079
Phone (281) 241-4998 | Fax (281201-1806 | Contact@RIAadvisors.com
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