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Summary:
Concerns w/ Developing Strategic Rewards Program:
Structure compensation to enhance employee motivation and growth
Tailored for needs of company and employee
Concerned that employees compensation is equitable 
Factors that influence setting of pay levels:
Internal/external factors
Internal = compensation policy, perceived worth of job, performance of employee, employer’s willingness to pay
External = labour market conditions, cost of living, collective bargaining, legal considerations
Major Job Evaluation systems:
Job Ranking System: groups jobs based on their relative worth
Job Classification System: jobs grouped according to predetermined grades based on # of factors
Point System: job’s relative worth based on quantitative system of points
Factor Comparison System: job evaluated on a factor-by-factor basis, usually used for legislated pay equity purposes
Compensation Structure:
Wage and salary survey – provides info about avg. wage rates outside of company
Wage curve: indicates rates currently paid for jobs inside company
Develop pay rates for paying indiv. based on job
Incentive Plans:
Individual bonus
Team or group-based
Merit raises
Gainsharing
Profit-sharing
Employee stock ownership plan
Employee benefits by law:
Canada/Quebec pension plans, pension for all employees
Employment Insurance, income protection for employees between jobs
Workers’ compensation insurance, pays people for work related accidents/illnesses
Voluntary Benefit:
Considered indirect compensation
Organization chooses to provide
Can include health/welfare coverage, vacation/sick leave, wellness programs, childcare assistance

TERMS TO KNOW:

Competency-based Pay:
Compensates employees for their different skills or knowledge they possess 
Includes broadbanding, collapses traditional salary grades into few wide salary bands

Consumer Price Index (CPI):
Measure of the avg. change in prices over time
Both goods and services, based on prices of food, clothing, shelter, and fuels

Direction Compensation:
Employee wages/salaries, incentives, bonuses, commissions
Financial compensation

Eldercare:
Care provided to an elderly relative by an employee who remains actively at work
[bookmark: _GoBack]Increasing as Canadian population is aging and living longer

Equitable Pay:
Compensation received is perceived to be equal to the value of the work performed
If compensation is perceived less/more, pay is not equitable

Hourly Work:
Paid by the number of hours you work

Indirect Compensation:
Benefits supplied by employer
Dental plans, life insurance, etc. 
Nonfinancial compensation (flexible work hours, employee recognition programs, rewarding jobs)

Job Evaluation:
A process where you determine the relative worth of jobs, to be able to figure out which jobs should be paid more than others

Pay Grades:
Groups of jobs that are part of a specific class, paid the same rate or rate range

Pay-for-performance Standard:
When employee does better and puts in effort, pay goes up
When employee does worse and no effort, pay goes down
Includes merit-based pay, bonuses, salary commissions, job/pay banding, team or group incentives, gainsharing programs

Piecework:
Paid by the number of units produced by a single employee

Real Wages:
When the wage increases larger than rises in the CPI
Improves the purchasing power of labour unions

Wage/Salary Survey: 
Survey of the wages paid to employees of other employers in the surveying organization’s relevant labour market


CHAPTER NOTES:

Direct + Indirect compensation = total compensation or total rewards approach 
Manufacturing firms: compensation = 20%
Service enterprises: compensation = 80%
Special pay strategies for job applicants w/ highly marketable skills (ex/ high-tech workers, engineers, scientists)
Variable pay plans for retention
Raise selection standards, better performance = better pay
Compensation must be tailored for needs of company and employee
Important to ensure employees feel rewarded
Create goals for compensation program:
1. reward employees’ past performance
2. to remain competitive in the labour market
3. maintain salary equity among employees
4. to mesh employees’ future performance with organizational goals
5. to control compensation budget
6. retain key staff
7. influence employee behaviours and attitudes

Pay-For-Performance Standard:
raise productivity, lower labour costs
managers tie compensation to employee effort and performance 
Includes merit-based pay, bonuses, salary commissions, job/pay banding, team or group incentives, gainsharing programs
ACS example: group saved 23% more than what was projected
Employees involved saw results of their efforts in compensation package
Productivity studies show employees will increase output by 15-35% when installing PfP
Not easy to design good PfP system
Lots of considerations
CRITICAL ISSUE: size of the financial increase and the perceived value to employees

EQUITY:
Anything of value earned through the investment of something of value
Equity theory: how employees respond when they feel they received more or less than they deserve
Perception is huge, individuals make comparisons
Employees form a ratio of their (abilities, skills, experiences) to their (salary, benefits) in a situation.
Then, compare to similar jobs internally or externally
Value = value, no tension
Value > or < value, motivates employees to eliminate/reduce inequity
Pay is equitable when the perceived value of the compensation given is equal to the value of the work performed
Line managers must respond to employee concerns about equitable

BASES FOR COMPENSATION:
Hourly work: paid according to number of hours worked
Piecework: paid according to number of units produced

DETERMINING COMPENSATION:
Internal Factors:
Employer’s compensation policy
Set policies reflecting:
1. Internal wage relationship between job/skill levels
2. External competition
3. Policy of rewarding employee performance
4. Admin decisions 
Worth of a job
Use Job Evaluation, determining the relative worth of jobs to find which jobs should be paid more than others in an organization
Employee’s relative worth
Performance recognized/rewarded through promotion and different incentives
Employer’s ability and willingness to pay

External Factors:
Overall economy
Must differ between avg. and high performers when making compensation adjustments
Reduce bonuses 
Creating unpaid vacations
Manage overall workforce costs through hiring freezes and terminate poor performers
Labour market conditions
Reflects supply/demand for qualified labour within an area
Area wage rates
Should compare with other employers for comparable jobs in the area
Cost of living
Use CPI (Consumer Price Index), a measure of the avg. change in prices over time in a fixed market basket of goods and services
Collective bargaining
Bargaining between employer and a labour union
Union wants increase in real wages, wage increases larger then the rises in the CPI, which improves the purchasing power and standard of living for its members
Legal requirements
Minimum wage, for example

JOB EVALUATION:
Job Ranking:
Puts jobs on the basis of their relative worth
Does not provide a refined measure of each job’s worth
Job Classification System:
Jobs that are alike (duties and responsibilities) are grouped, have common name, and common pay
Increasing amounts of duties and responsibilities are grouped, have different common name, and different common pay
Point System:
Quantitative evaluation, calculates total points assigned to it
Jobs evaluated on basis of factors called compensable factors
Contains skills, efforts, responsibilities and working conditions of the job to determine worth
Factor Comparison System:
Similar to point system, but factors of jobs to be evaluated are compared against the factors of key jobs within the organization
Serves as a job evaluation scale
Five factors:
1. skill
2. mental effort
3. physical effort
4. responsibility
5. working conditions

COMPENSATION STRUCTURE:
Wage/Salary Survey:
Survey of the wages paid to employees of other employers in the surveying organization’s relevant labour market
Could be local, regional or national
Wage Curve:
Relationship between relative worth of jobs, and wage rates
Pay Grades:
Groups of jobs within a particular class that are paid the same rate or rate range
Rate Ranges:
More common to provide a range of rates for each pay grade

OTHER WAYS TO DETERMINE WAGES:
Competency-based pay:
Pay based on how many capabilities employees have or how many jobs they can perform
Called knowledge-based pay, skill-based pay, pay-for-knowledge, or multiskilled-based pay
Compensates employees for their different skills or knowledge they possess 
Broadbanding: takes traditional salary grades and puts them into a few wide salary bands

INCENTIVE PLANS:

1. Individual Bonus:
Payment that supplements basic pay
Common w/ managerial employees
2. Team or Group-based Incentive:
rewards team members w/ incentive bonus
3. Merit Raises:
bonus based on achievement of performance standards
4. Gainsharing:
both employees and organization share financial gains
reflects improved productivity/decreased labour costs
5. Profit-sharing:
employer pays special sums based on profits of company
6. Employee Stock ownership plans (ESOP’s):
company gives share of its stocks so employees can purchase

EMPLOYEE BENEFITS:
Indirect compensation – improve quality of work/personal lives
Costly, 35-45% of payroll costs on benefits
Fixed cost
Depends on economy if company wishes to add benefits
Law Benefits:
Canada and Quebec Pension Plans (CPP/QPP):
Covers employees between ages of 18-70
Retirement pensions, disability benefits, and survivors’ benefits
Employment Insurance (EI):
Income protection for employees between jobs
Employees and employers pay money to EI
Provincial Hospital and Medical Services:
Free health care
Leaves Without Pay:
Employers must grant leaves of absences to employees
Usually without pay, but no loss to seniority or benefits
Other Required Benefits:
Provinces require employers to pay for statutory holidays, minimum vacation pay, premiums for overtime, and severance payment

EMPLOYEE BENEFITS:
Voluntary benefits that employers provide additionally as part of the compensation package
Health and Welfare Benefits:
Includes medical, surgical, hospital expenses, prescription drugs, dental, optical, and mental health-care
Dental Coverage:
Help pay for dental-care, insurance pays portion of cost, employees pays remainder
Extended Health Coverage:
Provides additional medical coverage (private hospital rooms, private nursing, etc.)
Life Insurance:
Provides death benefits to beneficiaries
Occasionally provides accidental death and dismemberment benefits  
Retirement and Pension Plans:
Two primary categories:
Defined benefit:
Person receiving benefit receives specific amount regardless of the amount of contributions 
Defined Contribution:
Provides an amount that is based on the accumulated funds and how much those funds can purchase for retirement benefits
Pay for Time Not Worked:
Statutory holiday pay, vacation pay, bereavement, rest periods, coffee breaks, sick leave, parenting benefits
Vacations with Pay:
Qualify for longer vacations = more time with company
Paid Holidays:
Statutory holidays, as well as special holidays for specific province
Sick Leave:
Set number of sick-leave days, sometimes can accumulate over years if not used for extended absences
Wellness Programs:
Ergonomics, healthy workplace
Employee Assistance Programs:
Provides diagnosis, counselling, and referral for advice/treatment when necessary for various reasons
Educational Assistance Plans:
Help employees keep up with advances in their field (technological usually)
Employer pays for tuition, books, etc. Employee pays for food, transportation, and other expenses
Childcare and Eldercare:
Benefits include financial assistance, flexible work schedules, and family leave
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