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Chapter Eleven: Strategic Pay Plans

Strategic Importance of Total
Rewards

Total Rewards

an integrated package of all rewards (monetary
and non-monetary, extrinsic and intrinsic) gained
by employees arising from their employment

aligned with business strategy
provide employee value within cost constraints

.

Five Components of Total Rewards

. compensation

. benefits

. work-life programs

. performance and recognition

. development and career opportunities
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FIGURE 1.1 The Total Rewards Mode!

pyvighe © 2008 Pearsca Educarion Canads

Basic Considerations in Determining
Pay Rates

Legal-Employment/Labour Standards

— Pay Equity

— Human Rights

— Canada/Quebec Pension Plan

— Workers’ Compensation

— Employment Insurance

Union - collective bargaining

Compensation policies - leader or follower in
pay

Equity - internal and external

Establishing Pay Rates

Step 1. conduct job evaluation — for internal
equity

Step 2. group similar jobs into pay grades

Step 3. conduct salary survey — for external
equity

Step 4. price each pay grade using wage curves
Step 5. fine-tune pay rates
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Step 1. Job Evaluation

Job Evaluation
+ systematic comparison of jobs to determine their relative worth

Benchmark Job
+ job commonly found in organizations
« critical to firm's operations

Compensable Factor
« fundamental compensable aspect of a job
« e.g. skill, effort, responsibility, working conditions

Job Evaluation Methods

Ranking method I
Classification/grading method I
Factor comparison method I
Point method I

Ranking Method

obtain job information
group jobs to be rated
select compensable factors
rank jobs

combine ratings
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Ranking Method Example

« Ranking Order Annual Pay
« Office manager $60,000
« Chief nurse 54,000
« Bookkeeper 50,000
* Nurse 40,000
« Cook 26,000
* Nurse’s aid 24,000
* Maid 20,000
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Classification/Grading Method

categorize jobs into groups (classes or
grades)

classes contain similar jobs

grades contain dissimilar jobs of equal
difficulty
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Point Method Overview

« identify compensable factors

« determine the degree to which each factor
is present in each job
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Point Method Steps
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. determine clusters of jobs to be evaluated
. collect job information

. select and define compensable factors

. define factor degrees

. determine factor weights

. assign point values to factors and degrees
. write the job evaluation manual

. rate the jobs

Point Method — Factor Degrees

First-  Second- Third-  Fourth- Fifth-
degree degree degree degree degree

points points points points points
Factor
Decision Making 40 80 120 160 200
Problem Solving 35 70 105 140 175
Knowledge 25 50 75 100 125

Survey and Analysis
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Wage Structure

e
d
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Grade

Step 2. Group Similar Jobs
Into Pay Grades

Pay Grade
« jobs of approximately equal value, e.g.:
— point: jobs falling within a range of points
—ranking: all jobs falling within 2-3 ranks
— classification: jobs already in classes/grades
« factor comparison: specified range of pay
rates

Step 3. Conduct a
Wage/Salary Survey

« formal or informal survey by employer

« commercial, professional, and government
salary surveys
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Step 4. Price Each Pay Grade —
Wage Curves

« find average pay for each pay grade

« plot pay rates for each pay grade

« fit a wage line through points (regression)
* price jobs

Wage Curve Example

Average
Wage
Rates

Job Evaluation Points

Step 5. Fine-Tune Pay Rates

Wage
Structure
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Broadbanding

Band 4
Expert

Band 3
Senior
Band 2 Specialist

Band 1 Contributor
Trainee

Expertise and Responsibility (Pay Grade)

Competency-Based Pay

Competencies

« individual knowledge, skills and
behaviours that are critical to successful
individual or corporate performance

pay for range, depth and types of
knowledge that employees are capable of
using, rather than current job duties

Pay for Managerial and Professional

Jobs
» Salary (market pricing) *reduced
" emphasis
* Benefits
* Short-term incentives *increased
« Long-term incentives 4.‘ emphasis

Perquisites
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Pay Equity

» Wage gap: average pay for males is 30% higher
than average pay for females

 pay equity intended to eliminate systemic pay
discrimination by providing equal pay to:
— male-dominated job classes
— female-dominated job classes
of equal value

» must ensure no gender bias in job evaluation

Pay Equity Results

« pay equity has narrowed the wage gap, but not
eliminated it

* no explanation other than systemic
discrimination for much of 30% remaining gap

« long-term solution is women and men equally
represented in all jobs, i.e. no male or female-
dominated jobs (occupational segregation)

TABLE 111 Job Ranking by Olympia Health Care

Anua
Ranking Ordor Pay Seals
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Correctional Services (CX) Group Definition
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Resposibilty
Warking conditions

TABLE 1.2 Evaluation Points Assigned to Factors and Degn
Fist- Second. Founs-
Dagres (g Dagres Dagres
Puints Points Puints Puints
a0 &0 a0 120
a0 60 90 120
a0 60 % 120
10 20 0 a0
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FIGURE 114 Plotting a Wage Curve
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TABLE 1.5 Federal Government Pay Schedules CX-1 and CX-2*

Rate Levels within Grade

Grade 1 2 3 4 5
Cx-1 $50 562 53 596 56812 60 220 63 834
cX-2 $53 658 56 B78 60 290 63 907 67 740

Saurce: Treasury Board Secretariat, Agre betwe
Canads Camections! Officers, Appendix A, 2001. www.tbs-sct,
asp. Reproduced with the permssion of the Min

» the Treasury Board and the Uni:
ubs_polihrpubs/coll_agreicuci08_e
af Public Works and Gavernment Sarvices, 2007.
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FIGURE 11.5 Wage Structure
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FIGURE 1.6 Broadbanding
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TABLE 116 Male/Female Average Earnings Ratio* for Full-Year, Full-Time Workers

Year Women ($) Men ($) Eamings Ratio (%)
1995 35 500 49 100 724
1996 34 900 48 300 72.3
1997 34 600 50 700 68.3
1998 37 100 51 700 719
1999 35 700 52 200 68.4
2000 36 900 52 200 706
2001 37 200 53 300 69.9
2002 37 500 53 400 702
2003 37 300 53 200 70.2
2004 38 400 54 900 69.9

“Eamings stated in constant year 2004 dollars

Source: Adapted from Statistics Canada CANSIM Databsse waw.cansim2.statca.ca Table 202-0102.
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