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Use Your DC Plan to Reward  
High-Performing Employees
Cutting-Edge Organizations Employ Data Analytics, 
Plan Differentiation and Targeted Communication 

One often-overlooked component of an organization’s total compensation 
package is the defined contribution (DC) retirement plan. Generally considered 
to be peripherally related to direct compensation (base salary and incentives), 
DC plans can be fine-tuned to align with an organization’s overall compensation, 
retention and recruitment strategy. Further, ignoring the DC plan in this strategy 
may actually erode some of the messages an organization is striving to deliver.

While some organizations’ rewards philosophies intentionally do not differentiate 
DC plan features, this is not always the case. In fact, differentiation may be found 
in innovative high-growth organizations that want to attract and retain highly 
skilled and high-performing employees. It may also be found in organizations 
that have the data and resources to implement a differentiated plan.
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Is Your Organization a Candidate for DC Plan Differentiation?*

In Sibson Consulting’s experience, certain characteristics suggest that a 
differentiated DC plan might be a good fit for an organization:

yy Recruitment and retention are highly competitive and challenging for certain 
portions of the workforce,

yy Job types or business units are clearly defined and may benefit from strategic 
differentiation, and

yy The organization is sufficiently large that differentiation among groups of 
employees — and the associated administrative costs — may already be 
occurring in other contexts.

*  Plan differentiation can include different match or non-match formulas, vesting schedules and other  
design modifications. 
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Organizations traditionally design and fund their DC plan based on affordability and 
market competitiveness, often resulting in a DC plan that is targeted to be simply 
“average.” However, DC plan design should be regularly reviewed from an HR 
perspective along with the general compensation program. Organizations that 
undertake an in-depth analysis of their plan data and then use the resulting information 
to reward their high-performing employees will earn significant benefits. They can 
maximize their return on their total compensation investment and retain their high-
performing employees when they:

yy Clearly identify strategic segments within the organization and the employees in 
those segments who exceed expectations,

yy Undertake an in-depth analysis of their plan data,

yy Educate employees about what makes up their total compensation package, and

yy Reward high-performing employees with a richer benefit.

Identify Strategic Roles 
While it is easy to say organizations should reward their “most valuable employees,” 
choosing the “stars” can be difficult and subjective — requiring robust performance-
measurement tools to be effective. Moreover, DC plans generally cannot discriminate 
person by person. Yet DC plans can treat groups of employees differently. Consequently, 
a DC plan can reward roles rather than performance by deciding which groups of 
employees to reward.

Cutting-edge organizations may segment their employees using a variety of criteria 
(e.g., role, location, business unit). This article will highlight a program segmented by 
employee role — strategic, core, requisite, and non-core. The strategic roles are 
critical to driving the organization’s long-term competitive advantages. Employees in 
these roles have specialized skills or knowledge, and the organization may choose to 
reward them accordingly.

To decide which roles are strategic, consider the impact on the organization’s economic 
success. At one large consumer-focused company, for instance, it is the marketers. In 
a university, it may be the research professors and/or the athletic coaches. Information 
technology (IT) is a good example of an organization segment that should receive 
extra rewards when the employees apply their skills to the success of the organization. 
Employees in an IT role are usually scarce and are highly mobile employee types who 
are hard to recruit and retain. 

Organizations may choose to offer differentiated compensation to groups who work  
in high-cost parts of the country. Other employers have legacy DC plans that reward 
various business units differently; this is especially true if the unit was an acquisition. 

Compensation:  
Back to Basics 

Organizations usually  
view compensation  
strictly in terms of direct 
compensation. They aim  
to ensure employees 
receive a fair and 
rewarding salary that 
recognizes each 
individual’s strengths  
and contributions and 
encourages continued 
effort and productivity.

One of the best ways to 
attract and retain talent, as 
successful organizations 
know, is to align pay with 
performance to reward the 
highest performers and 
the most critical roles or 
functions. It may seem 
obvious that the best way 
to do so is via the annual 
merit budget and incentive 
program. However, there 
are other highly effective 
strategies, such as using 
the DC plan, to reward 
high performers. Once  
the strategic approach  
to compensation is 
determined, it needs  
to be communicated so 
employees and potential 
candidates understand  
the potential reward of 
their commitment to  
the organization. 



Large, decentralized organizations are most likely to offer differentiated DC plans. 
Organizations that already differentiate their rewards should check to ensure the 
differentiation is strategic and aligns with their goals and culture.

All organizations should be mindful of potential challenges that may arise if they 
choose to implement a differentiated plan. In our example of role segmentation, an 
organization could potentially reward an average employee in a strategic role more 
than a high-performer in a requisite or non-core role, leading to perceptions of 
inequity and unfairness. Alternatively, an organization that segments employees based 
on location may experience an increased administrative burden when employees 
relocate or work from another location temporarily. Organizations should determine 
whether the benefits of a differentiated plan outweigh any increased administrative 
burden or other challenges that may result from this type of approach.

Analyze Your DC Plan Data
The next step in exploring how to use a DC plan to reward employees in specific 
segments, those in strategic roles for example, is a close analysis of the organization’s 
plan data. Does the organization know precisely how its plan rewards employees in 
strategic roles? If not, it is likely that they receive the same benefit level as everyone 
else. Further, they may not be taking full advantage of the current plan, which means 
they may be receiving a lower benefit than other employees.

Analyzing the plan beyond the usual statistics (e.g., reviewing employee savings  
rates by age, career level, business units and performance) will demonstrate how 
different groups, including employees in the organization’s strategic roles, benefit  
from the DC plan. This is something every HR leader should know in conjunction  
with annual compensation review and/or before taking any action relating to the  
overall compensation strategy for the organization.

At the most basic level, it is important to verify that employees in strategic roles are 
participating in the plan. If, for instance, the organization offers a dollar-for-dollar 
match on 6 percent of  
pay, are those employees 
taking full advantage?

In one organization,  
a detailed analysis of 
employee data revealed 
that its employees in 
strategic roles received 
only 4 percent of the  
total DC plan match while 
those same employees 
received 9 percent of the 
total payroll. Although  
the organization had 
aligned the payroll portion 
of its compensation  
plan with its goals, it  
had not done the same  
for its DC plan, which  
went against its  
pay philosophy.

Important Caveat

Laws and regulations can 
restrict the granting of 
benefits that would favor 
more highly compensated 
employees. Many of the 
strategies presented  
here would require the 
plan to pass complex 
nondiscrimination tests 
under the Internal 
Revenue Code (IRC) in 
order to be implemented 
successfully. As plan 
sponsor, the employer 
must take care when 
designing any retirement 
plan to be aware of the 
potential risks associated 
with the program. Sibson 
is prepared to work with 
you, your legal counsel 
and your tax advisor 
regarding how to  
address these issues.
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Differentiate the Compensation Rewards
Some organizations have successfully redesigned their DC plans to offer top benefits 
to employees in strategic roles. This may sound like a radical idea since most people 
think DC plans are egalitarian vehicles that offer all non-executive employees the 
same rewards.1 However, just as organizations do not think twice about rewarding 
their employees in strategic roles with differentiated pay (e.g., incentive compensation 
programs) they can also set different formulas for their DC retirement plan contributions.

Tactics for differentiating an organization’s DC plan to reward its employees in strategic 
roles include the following:

yy Stretch the match. For example, an organization’s match is 75 percent for the first 
6 percent of pay. If the employees in strategic roles can be convinced to defer at 
higher rates, the plan can be modified (at the same overall cost) to match 50 percent 
of the first 10 percent. That way, those who defer between 6 and 10 percent will 
receive more of a match than previously. The fact that employees in strategic roles 
tend to be paid more than other employees should allow them to defer more.2

    Although highly paid employees are generally better able and more likely than 
lower-paid employees to contribute to their DC plans, not all employees in strategic 
roles are highly paid. For example, there are likely younger employees who have 
been identified as future stars who might need the help of alternative methods to 
receive comparable value as the plan.

yy Increase the match for selected roles. In an organization with strategic, core, 
requisite and non-core employee roles, for instance, it may be possible to provide a 
different match for each group.3 A comparable arrangement can be implemented for 
the profit-sharing component as well. 

1  For executive level employees, this is typically arranged via a nonqualified plan, such as a Supplemental Executive 
Retirement Plan (SERP). A SERP only provides benefits to a select group of participants, often mirroring the qualified 
plan formula but allowing for pay above IRC plan limits. Since it is nonqualified, it can avoid concerns associated with 
pay level based discrimination.

2  For more information on stretched matches, see the section Creative Match Formulas in Sibson’s February 2018 Ideas, 
“How Can Your Organization Prepare Employees for Timely Retirement?”

3 This may require additional nondiscrimination testing.

Case Study: Offer Winners Financial Advice

At one mid-size private company, the employees in the most strategic roles are in the 
sales force. Employees with the best results are part of the “Winner’s Circle” and are 
rewarded with a trip to a beach resort and other financial incentives. When the CEO 
had HR look into the winners’ 401(k) contribution rate, they found it was low. HR 
prepared a compensation tally sheet for each employee in the Winner’s Circle, which 
showed the three-year history of cash received from base, commissions, other 
incentives and the 401(k) matches. As part of the programming for the Winner’s 
Circle event, the CEO invited a financial planner (who is familiar with the company’s 
programs) to discuss financial management, including the benefits of the 401(k). 
Individual financial advisory sessions using the tally sheet were also available. The 
session was well received and helped increase the deferral rates within the group. 
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http://www.sibson.com/publications-videos/ideas/how-can-your-organization-prepare-employees-for-timely-retirement/
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yy Include annual incentives and/or bonuses in the definition of compensation 
that gets the match. By including non-base pay, an organization can increase the 
match for employees in strategic roles, who are more likely than other employees  
to have incentive compensation. It is important that the organization use the annual 
incentive to highly differentiate performance. Although an organization could include 
overtime as covered pay, that is probably not a good idea. Just because an employee 
works long hours does not automatically make him or her strategic. 

yy Provide an additional match (based on organizational performance) at the end 
of the year to employees in strategic roles who deferred during the year. This 
could encourage non-participating employees to participate in the plan because they 
may get the additional match. 

Educate Employees About How the Plan Works for Them
A targeted communications campaign develops messaging and information for a 
specific audience4 so they learn something new, feel something different and take 
action. For example, an organization may increase the DC match for employees who 
hold key roles in strategic segments of the organization. Not only does the organization 
want these employees to understand this distinction, but it also wants to encourage 
these employees to increase their DC plan contribution rates and understand how that 
can help them save more for their future. 

However, before starting the campaign targeted for this group, the organization needs 
to ascertain:

yy If these employees understand the DC plan and how it works,

yy If they consider it part of their overall compensation, and

yy Their motivations for current contribution rate decisions. 

The best way to collect this information is talk to a representative cross-section of 
employees in strategic roles through a series of focus groups — online or in person. 
Ask key questions about their understanding of how the DC plan works and what 
drives decisions for contribution rates. Do they consider the DC plan part of their 
compensation? Learn about their savings and spending habits. What other financial 
needs — such as paying down student debt — may be competing with investing 
more in the DC plan? Finally, find out what would move them to contribute more.

4  For more on targeted communication and education, see Sibson’s February 2018 Ideas, “How Can Your Organization 
Prepare Employees for Timely Retirement?”

Case Study: Give the Best of the Best Individual Advisory Services

The CEO of one large, publicly traded company created a “Star Program.” The 
top-performing 5 percent are rewarded generously with cash and equity incentives. 
The program reaches deep into the organization (not just executives). There is no 
guarantee that employees who receive an award will get one every year. The 
company gives individual financial advisory services for a year to employees who 
earn a star award for three consecutive years. The company hires outside advisors 
who are knowledgeable about its operations. As a result of the program, 401(k) 
employee contribution rates have risen among star award recipients.

http://www.sibson.com/publications-videos/ideas/how-can-your-organization-prepare-employees-for-timely-retirement/
http://www.sibson.com/publications-videos/ideas/how-can-your-organization-prepare-employees-for-timely-retirement/
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Is Your Organization Undermining Its Compensation Strategy?

When allocating its annual merit budget, suppose an organization gives its employees 
in strategic roles twice what its core employees receive. They do this by carving out a 
portion of the budget to reward employees in strategic roles. For example, if the total 
merit budget is 3 percent of payroll, one common strategy is to set aside one-half of a 
percent for employees in strategic roles and communicate an average of 2.5 percent 
across the rest of the organization. This way, if the organization identifies 20 percent 
of its employees as working in strategic roles, it can give them a 5 percent merit raise, 
which is twice as large as what the others receive. 

However, what happens when the same organization provides the same DC contribution 
to all employees? The standard contribution reduces the 2:1 total compensation ratio of 
what employees in strategic roles receive compared to core employees.

Diluting the 2:1 Total Compensation Ratio for Employee Groups

This organization, albeit unintentionally, is failing to stick to its compensation strategy. 
By not including the DC plan in its total compensation strategy, it is not doing its best 
to reward its employees in strategic roles.

Once the organization understands the shared characteristics and issues of the target 
audience, it can create a communications strategy that matches programs and 
interventions with the behavior it wants to drive for the targeted employee group — in 
this case, increasing DC plan contribution rates. The strategy not only focuses on the 
information the group needs to know, but also on how the tone, words and media will 
be tailored to connect with them and build their engagement. 

Direct Compensation Is Not Enough
Analyzing and designing a DC plan with a critical eye on rewarding the employees in 
strategic roles will improve an organization’s ability to attract, retain and motivate top 
talent. Organizations need to decide which roles to reward. This is an important decision. 
Every organization will be different. The next step is to analyze the DC plan data to 
determine how different groups — especially the employees in strategic roles — benefit 
from the DC plan. 

The organization can then differentiate the plan to offer top benefits to the employees in 
strategic roles. Techniques include stretching the match and increasing the match for 
selected roles. Finally, organizations need to use targeted communications to convince 
employees in strategic roles to take steps, such as increasing their DC plan contributions. 
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How We Can Help You
Sibson’s strategic deeper dive into DC plan data helps plan sponsors analyze 
changes in staffing based on growth, unexpected early retirements and aging 
workforce populations to inform plan design improvements and develop/improve 
employee communications. DC analytics also can assist in workforce planning — from 
rewarding critical roles and high-potential employees to considering investment 
decisions and deferral patterns and even integrating employee engagement — and 
can reveal useful insights that shape your HR recruitment and retention strategy. 
Sibson uses methodical diagnostics to create customized reports about your plan’s 
patterns that are measurable and actionable.

Questions? Contact Us
For more information about using your DC plan to reward high-performing employees, 
contact your Sibson consultant or one of the following professionals:

Doron Scharf, Senior Vice President  Jonathan Price, Vice President 
212.251.5265     212.251.5448 
dscharf@sibson.com    jprice@sibson.com

To receive Ideas and other Sibson publications, join our email list. 

Sibson Consulting is a member of The Segal Group.

y

Important Note
The subject matter of this series involves complex issues that might require consideration 
under a number of different federal laws including the IRC, the Employee Retirement Income 
Security Act (ERISA) and the Age Discrimination in Employment Act (ADEA), as well under 
the developing area of non-health data privacy protection. Sibson, in coordination with plan 
counsel, is prepared to help guide you through this maze for the benefit of the plan and its 
participants, and for the incidental benefits that otherwise may be available to the organization.

Ideas is for informational purposes only and should not be construed as legal advice. On all 
issues involving the interpretation or application of laws and regulations, organizations should 
rely on their counsel for legal advice.

http://www.sibson.com/contact?pid=1768
http://www.sibson.com/contact?pid=8988
http://www.sibson.com/weekly-mailings/#all
http://www.segalgroup.net


Strategic DC Analytics:  
Powerful Data for Attaining HR Goals

Analyzing participant-level data strategically can both uncover HR issues in your organization 
and identify DC plan successes and challenges. The following areas highlight different 
perspectives of your workforce to examine:

yy Retirement Readiness  Are your employees transitioning successfully into retirement as 
they approach the latter part of their careers to allow for successful workforce planning?

yy Employee Deferral Patterns  Are certain groups of employees decreasing their deferrals 
to the DC plan, and, if so, why?

yy Employee Engagement  Have you considered the correlation between employee 
engagement with the DC plan and overall employee engagement with your organization?

yy Investment Decisions  Do the asset allocations of certain participants indicate that they 
may not be investing wisely?

yy Rewarding Critical Roles  While your DC plan benefits all of your employees who participate, 
are your key employees utilizing the plan appropriately? Are you allocating your retirement 
contributions in line with your desired performance allocation?

Sibson creates customized reports based on your DC plan data to unearth compelling 
information regarding both HR issues and DC plan patterns. We then partner with you to 
develop an action plan that can subsequently be measured for success.

We home in on specific employee groups to see differences in plan behavior, which can help 
identify cohorts that may or may not be appropriately benefiting from the DC plan, as well as 
other notable group tendencies.

Learn more about Sibson’s Strategic DC Analytics services. 
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