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Chapter 10: Pay for Performance - Incentive Rewards

Strategic Reasons for Incentive Plans
· Variable Pay – linking pay to some measure of performance
· Advantages of Incentive Pay Programs
· Focus employee efforts on specific performance targets
· Payouts are variable costs
· Incentive compensation is directly linked to operating performance
· Foster teamwork and cohesiveness
· Distributes success among the team
· Attracts top performers

Requirements for a Successful Incentive Plan
· Employees must have some desire for the plan
· Employees must be able to see a clear connection between the plan and performance
· The plan must be continually communicated to employees
· Setting performance measures
· Quality
· Cost control
· Productivity
· Administering incentive plans
· Incentive plans are only successful when managers are willing to grant incentives based on differences in performance
· Annual salary budgets must be large enough to reward exceptional performance
· Overhead costs of the plan must be determined

Individual Incentive Plans
· Piecework 
· Straight Piecework – employees receive a certain rate for each unit produced
· Differential Piece Rate – employees whose production exceeds the standard amount receive a higher rate for all work 
· Disadvantages:
· Not always motivating
· Cannot be used in jobs where individual effort can’t be distinguished
· Standard Hour Plan – set rates based on the completion of a job in an standard time
· Can lead to low service/product quality
· Bonuses – payment in supplement to the base wage
· Merit Pay – links additional pay to employee performance
· Can still be implemented even when performance declines
· Problems with Merit Pay:
· Money available may be inadequate to raise all employees base pay
· Managers have no guidance for how to measure and define performance
· Employees may not believe that their compensation is tied to performance
· Employees and manager have different views of the factors that contribute to job success
· Merit pay can create feelings of pay inequity
· Lump-Sum Merit Pay – a year-end merit payment that is not added to base pay
· Incentive Awards and Recognition – use of merchandise, vacations, gift certificates to make employees feel appreciated
· Sales Incentives:
· Unique needs of sales incentives:
· Different types of sales people require different rewards
· Types of Incentive Plans:
· Straight Salary Plan – salespeople are paid for performing various duties that are not reflected immediately in sales volume
· Straight Commission Plan – compensation plan based on percentage of sales
· Combined Salary and Commission Plan – includes a salary and commission
· Salary Plus Bonus Plan – pays a salary plus a bonus contingent on performance

Incentives for Professional Employees
· Executive Pay Package
· Executive Base Salary
· Executive Short-Term Incentives 
· A cash or stock bonus paid now or in the future
· Executive Long-Term Incentives
· Mainly stock options 
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· Executive Benefits
· Executive Perquisites
· Perquisites – nonmonetary benefits given to executives 
· Executive Compensation: Ethics and Accountability
· Justifying big bonuses:
· They are a way to reward superior performance
· Competition is demanding
· Good talent is in high demand
· Good executives create shareholder value

Group Incentive Plans
· Team Incentive Plans – all team members receive an incentive bonus when a goal is met
· Gainsharing Plans – employees and the organization share financial gains specified by a given formula 

Enterprise Incentive Plans
· Profit Sharing – when the employer pays a special pay based  on profit
· Some factors that affect profit are not controlled by the employee’s performance
· Employee Stock Ownership Plans (ESOPs) – the organization contributes share of it stock to a trust for purchase by employees
· Vulnerable to the fluctuations in the market
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[FIGURE 10.3 TYPES OF LONG-TERM INCENTIVE PLANS

[Stock options [Rights granted to executives to purchase shares of their organization's stock at an
blished price for a fixed period of time. Stock price is usually set at the market value at
he time the option s granted.
tock appreciation [Cash or stock award determined by an increase in stock price during any time chosen by

hts (SARS) ihe executive in the option period; does not require executive financing
[Stock purchase [opportunities for executives to purchase shares of their organization's stock valued at full
t or a discount price, often with the organization providing financial assistance
[Phantom stock Nt of units equal in value to the fair market value or book value of a share of stock; on 3|
pecified date, the executive will be paid the appreciation in the value of the units up to
hat time.
[Restrictea stock Nt of stock or stock units at a reduced price with the condition that the stock not be

nsferred or sold (by risk of forfeiture) before a specified employment date
[Performance units_[Grants analogous to annual bonuses except that the measurement period exceeds one
‘The value of the grant can be expressed as a flat dollar amount or converted to
lnumber of “units” of equivalent aggregate value.
[Performance shares{Grants of actual stock or phantom stock units. Value is contingent on both predetermined
lperformance objectives over a specified period of time and the stock market.





