 
MANA 443 Compensation & Benefits Management
Final Exam Notes
Chapter 1: The Pay Model
Compensation: All forms of financial returns and tangible services and benefits employees receive as part of an employment relationship.

Long Term Incentives: Covering periods longer than one year which are often only offered to company’s senior most employees liable to impact the longer term result of a company
· most commonly stock options or cash 
· share-based performance plan
[bookmark: _GoBack][image: https://html2-f.scribdassets.com/3roze84i0w4ewquv/images/1-77b61b7a2f.jpg]Short Term Incentives: 
· Annual and quarterly incentive plan for all employees tied to the company’s profit performance
· Commission plan tied to sales person’s results

The Pay Model
Chapter 2 & 3: The Totality of Decisions

Strategy
· A fundamental business decision that an organization has made in order to achieve its strategic objectives
· What business to be in and how to gain a competitive advantage
· The greater the alignment or +fit, between the organizational strategy and the pay compensation system- the more effective, better performance of the organization
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Internal Alignment
· pay comparison between jobs or skill level inside a single organization
· Pay relationships between the jobs, skills, competencies within a single organization. The relationships form a pay structure that can support the work flow- is fair to employees and directs their behavior toward organizational objectives.
· Also referred to as internal equity

External Competitiveness
· pay comparisons with competitors
· refers to the pay relationships among organizations the organization’s pay relative to its competitors
· External competitiveness is expressed in practice by
· Getting a pay level that is above- below or equal to competitors
· Considering the mix of pay forms relative to those competitors
Employee Contributions
· relative pay emphasis based on performance of employees pay-for-performance
Management
· How to communicate and adjust the pay policy
· Make important decisions regarding compensation and benefits

Competitive Advantage
· Three tests to assess competitive advantage of a pay ,  compensation strategy
· Does the pay strategy align with the business strategy- economic and socio-political conditions and the overall h/ system3
· Is the pay strategy different and difficult to imitate3
· Does the pay strategy add value by providing a return on investment

 
Best Fit & Best practices
· Best Fit  suggests that aligning compensation decisions with strategy will be most effective
· Best Practices approach suggests that a set of practices exist that work with almost any strategy

Job structures
· Formalized in terms of job titles that often indicate levels e.g. supervisor-maintenance vs vice president- finance

Criterion for Differentials
· Content: The work performed and how it gets done
· Knowledge, skills required- task complexity- responsibility, accountability
· Value: /elative contribution of work- competencies and tasks
· Use value vs. Exchange value
Factors shaping Internal pay structures:
· External Factors
· Economic pressures- government policies- laws- regulations- external stakeholders unions- cultures and customs
· Internal Factors
· strategy- organizational design- human capital- cost implications
· Entry level jobs are more heavily influenced by external factors- whereas higher-level jobs are more influenced by internal- organizational factors
Pay Structure
· Refers to the array of pay rates for different work or skills within a single organization.
· The number of levels- differentials- in pay between the levels- and the criteria used to determine those differences create structure
· Tailored Pay: pay structure for well-defined jobs with relatively small differences in pay
· Ex: burger king cook- cashier- assistant manager- store manager
·  no big pay differential between different stores
· well defined jobs ensure consistent quality
· Hierarchical Pay:
· many levels- large differentials- supports individual performers- pay based on performance- rewards include opportunities for promotion
· Outcomes of work depend on individual contributors
·  High performs suit less under hierarchical systems
· Loosely coupled Pay:
· Pay structure for jobs that are flexible- adaptable and changing
· Ex: flat structure- low base pay- focus on innovation
· Jobs are flexible and constantly changing possibility of different pay at different times based on current projects ,  assignments
· Egalitarian Pay: Few levels- small differentials- supports team work- equal treatment- rewards based on cooperation
· workflow depends on team collaboration
· good option if choosing to adopt a pay for Performance structure
· Gives managers more flexibility to change base pay based on job  performance

Pay Theories
· Equity Theory: based on fairness
· my pay for my inputs vs. others’ pay for their inputs
· Comparison of pay and compensation > qualifications
· Unfair ,  lack of equity creates lack of motivation
· Tournament Theory: motivation and performance theory
· layers perform better where prizes, pay differentials are sizable
· Works best in situations where individual performance matters most- and need for cooperation is low i.e.: stockbrokers- car salesmen- etc.
· Only way to get promoted is to beat my competitors,
· Institutional Model: many just copy others ,  the best aspects of competitors’ pay structures
· Copy “best practices” of others, benchmarking without analyzing whether the practice fits the organization strategy or adds value
·  not recommended
Chapter 4: Job Analysis
Job Analysis:
· Process to identify and determine in detail the particular job duties and requirements and the relative importance of these duties for a given job.
· process where judgements are made about the data collected on a job
What to do with The Information
· Companies try to keep up-to-date job information for every job in the company
· Import to assess number of firms and number of employees in each job to assess how important the job analysis of this job will be to the firm
· how bench-markable the jobs are to assess how much these jobs can depend on external alignment for their pay levels
· how well known and stable- common in the industry- reasonable number of employees in the job
· how variable the pay is for each job to assess how much potential there is for problems due to the inequity of current pay
· How unique the positions are.
· If the positions are unique to a company- job analysis is needed to assess the required tasks, duties of the job
· many companies use an external method for job leveling (market pricing as opposed to internal methods more popular in the 1950s-1990s (job evaluation)
· Job information for this approach isn’t as detailed
· Companies still find the need to collect and analyze detailed job information for:
· unique jobs without external counterparts
· positions that have unique duties relative to the benchmark job
· new positions
· recruiting
· performance management
Chapter 5: Job Based Structures and Job Evaluation
Job Evaluation:
· process of systematically determine the relative worth of jobs to create a job structure for the organization
· determine and quantify job value
· A systematic way of determining the value, worth of a job in relation to other jobs in the organisation. It tries to make a systematic comparison between jobs to assess their relative worth for the purpose of establishing a rational pay structure.
Purpose of a job Evaluation
· Assumptions
· we want to offer pay opportunities based on what jobs are worth to the company
· different jobs will be of different value inside and outside a company
· If we pay too much- our costs will be uncompetitive
· If we pay too little- people will not come or stay with the company
· we need a way to determine this systematically across a company more complex
· As the company gets bigger ,  jobs become different ,  company competes in multiple businesses ,  company competes in multiple countries
· Employees expect ,  demand fairness
· government requires non discrimination

Single vs. multiple plans
· Is it possible to evaluate all the jobs in the organization at the same time3
· depends on the situation (usually nod
· one system is preferable as it creates a single- common approach to determining job value
· multiple systems are often the answer as jobs are simply too varied to be evaluated by a single system

Benchmark jobs & job Evaluations
· Typically- a job evaluation plan is developed using benchmark jobs- and then is applied to the remaining job
· Current practice is to use a separate plan for major domains of work 
· benchmark jobs
· Include jobs from each level ,  domains
· Contents are well known and relatively stable over time
· job is common across several different employers
· A reasonable proportion of the workforce is employed in this job
Job Evaluation methods
· Job Ranking: Raters examine job description and arrange jobs according to their value to the company from highest to the lowest
· In simple terms- look at the job descriptions for benchmark jobs and rank them high to low subjectively
· simple- fast- inexpensive
· Compensable factors not clear- no documentation- results harder to explain- evaluators must be familiar with all the jobs
· job classification: Classes or grades are defined to describe a group of jobs
· best to include sample benchmark jobs
· job levels are pre-defined 0 a name and description is created for each job level
· multiple rates increase likelihood of better results
· This is an +in between, method to ranking and point factor 
· fast- a bit more documentation than ranking
· job attributes may fall into multiple job levels
· doesn’t consider relative importance of job attributes
· Point Method: numerical values are assigned to specific job components, sum of values provides quantitative assessment of the job’s worth
· job evaluation method that assigns a number of points to each job- based on the compensable factors that are numerically scaled and weighted

The point plan process
· Step One: Conduct a job Analysis
· Choose a representative sample of benchmark jobs
· The content of these jobs is the basis for determining compensable factors
· Step Two: determine Compensable Factors
· Based on the work performed
· Based on strategy and values of the organization
· Acceptable to those affected by resulting pay structure
· Step Three: Scale the Factors
· To reflect the degree a factor is present in the job
· Use examples to anchor
· Step Four: weight the factors
· Can reflect a negotiated structure
· Can reflect a market-based structure
· Step Five: Communicate the Plan
· Step Six: Apply to Non-benchmarkable jobs

Compensable factors
· Characteristics in the work that the organization values- that help it pursue its strategy and achieve its objectives
· useful compensable factors are
· based on strategy and values of the organization
· 5ased on the work performed
· Acceptable to the stakeholders affected by the resulting pay structure
· The criteria for evaluating jobs are thus made explicit (vs ranking, classification
· universal compensable factors are
· Skill, effort, responsibility, working Conditions
· These are required per pay equity legislation across Canada

Compensable factors & sub factors
· Skill
· The experience- training- ability and education required to perform a job under consideration
· sub factors include educational level- years of experience- technical knowledge- specialized knowledge- specialized training- interpersonal skills
· Effort
· The measurement of the physical or mental exertion needed for  performance of a job
· sub factors include diversity of tasks- complexity of tasks- creativity of thinking- analytical problem solving- physical application of skills- degree of assistance available
· Responsibility
· The extent to which and employer depends on the employee to perform the job as expected- with emphasis on the importance of job obligation
· sub factors include decision-making authority- scope of the organization under control- scope of the organization impacted- degree of integration of work with others- impact of failure or risk of the job- ability to perform tasks without supervision
· Working Conditions
· difficult or unhealthy aspects of the conditions in which the work was done
· sub factors include hazards- exposure to dangerous chemicals- stress- physical surroundings of the job- cramped quarters- outdoor location- location of the company
Point system Example
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Market pricing
· market pricing has become arguably the most common method for job evaluation
· places a job in the job level structure primarily on the basis of external survey data- and secondarily on the basis of internal equity
· done where companies want to emphasize a pay system driven by competitive standards
· requires heavy reliance on surveys- many jobs with external counterparts- and organization structure that is fairly mainstream

Process is Important
· Employees- managers and h/ do not always agree on results of job evaluation
· Important to have key stakeholders involved in process
· There is generally a need for some committee and process to handle appeals

Judgement
· highly judgemental process
· Important to make sure evaluation system matches the culture and values of the company
· Involve multiple people every step of the way
Chapter 6: Person Based Structures
Job-based pay vs. person-based pay
· job based pay: based on the value of the jobs
· person based pay: based on the skill and Competency of the employees
· Linking to specific skills- abilities and knowledge
· skill based pay
· driving skills- webpage design skills- language skills
· more technical- applies to specific companies ,  jobs
· Linking pay to competencies
· Competency-based pay
· decision making abilities- problem solving ability- business awareness ability
· more general- applies to most situations

Skill based pay structures
· very different approach compared to job-based plan- which pays employees for the job which they are assigned regardless of the skills they possess
· people are paid for the skills they are capable of performing- not the job they are  performing at a particular point in time
· Link pay to the depth or breadth of skills- abilities and knowledge a person acquires that is relevant to the work 
· pay individuals for all the skills for which they have been certified regardless of whether the work they are doing requires all or just a few of those particular skills
· depth plans
· sometimes called specialist plans
· Additional pay increases with each increase in skill level or knowledge depth
· PhD > masters > BAC
· breadth plans
· sometimes called generalist plans
· pay increases are granted with the certification of new skills related to a range of jobs or tasks
· budget skills + poster design skills > poster design skills

Skill Analysis
· A systematic process to identify and collect information about the skills required to perform work in an organization
· What information should be collected?
· foundation skills (mandatory knowledge needed before starting the job)
· Core skills (necessary to carry out the job effectively)
· optional skills (specialized skills related or not related to the job)
 
Skill Categories
· foundation skills
· Core skills
· optional skills

Skill based structure
· related skills into skill blocks which are valued and arranged in hierarchy for skill structure
· Employee and subject matter expert input is needed for re-certification process of skills
· positive impact of skill-based pay on productivity best and usually only at early stages (require fewer skills of a skill based plan)

Skill based pay
· suited to certain situations that wouldn’t work at all in others
· most corporate applications are in manufacturing
· suppose a hr assistant in your company has a master’s degree in music Therapy
· should the master’s degree be relevant in setting his or her pay in the company
· Individuals usually move from block to block through a certification process
· sometimes movement between blocks is limited ,  managed to ensure there are an appropriate number of people at each level and to control cost

Competency Analysis
· A systematic process to identify and collect information about the competencies required for successful work performance
· one such systematic process tends to collect information on
· personal characteristics (trustworthy- courteous)
· visionary Competencies (business aware- global perspective- diversity)
· organization-specific Competencies (team leadership)
· Establish certification methods
· simulation,  role play

Competency-5ased pay
· many companies have developed competency models for segments of the company
· It is very common at companies using competency models to:
· hire based on the mode
· develop and train based on the model
· promote based on the model
· Evaluate performance based on the model
· It is still quite uncommon to pay to the model
Chapter 7: defining Competitiveness
External Competitiveness
· refers to the pay relationships among organizations
· The organization’s pay relative to its competitors
· Two main objectives in external competitiveness
· Control labor costs
· Attract- retain and motivate employees
· shaped by three factors
· Labor market (supply and demand)
· products, services market (competition- demand
· organizational factors (size- strategy)
· External competitiveness impacts costs and the company’s ability to attract and retain
· Cost: generally speaking- higher compensation leads to higher expense overall
· strategic issue for a company

Pay Level and pay forms
· Pay level: The average of the array of pay rates paid by an employer
· Pay forms: The mix of the various types of payments that make up total compensation

Economic Theory of Labor market
· four important assumptions
· Employers seek to maximize profits
· people are identical and therefore interchangeable
· The pay rates reflect all costs associated with employment
· The market faced by employers are perfectly competitive and there is no advantage for paying above or below the market rate +
Labor demand
· The Marginal Product of labour is the additional output associated with the employment of one additional human resource unit (employees with other  production factors held constant decreases as you hire more employees
· The Marginal revenue of labour is the additional revenue generated when the firm employs one additional unit of human resources with other production factors held constant

Labor demand Theories
· Compensating differentials
· higher wages must be offered to compensate for negative features of job
· Efficiency wage Theory
· high wages will increase efficiency and lower labor costs by attracting higher-quality workers who will work harder 
· signalling Theory
· pay levels and pay mix are designed to signal desired employee  behaviours
· Labor supply Theory
· Job seekers have a reservation wage level below which they will not accept a job
· human Capital Theory
· higher earnings are made by people who improve their potential  productivity by acquiring education- training and experience
Product market factors & Ability to pay
· Employers’ ability to pay is affected by both its ability to compete and the general market conditions
· Two key product market factors affect the ability of a firm to change price of its product or services
· Level of Product demand: puts a lid on maximum pay level an employer can set
· degree of Competition: In highly competitive markets- employers are less able to raise prices without loss of revenue
Chapter 8: Defining Pay Levels, Mix and Pay Structures
Set Competitive Pay Policy:
· Be a market leader with respect to pay (lead)
· Match the average pay of competitors (match)
· Lag behind the average market pay rates (lag)
· Of course you can lead on certain areas but match on other areas.
· But the question here for compensation manger is that how can we make sure we are really a market leader in pay? 
· Or do we really match competitors’ pay or lag behind the average market pay rates?
Compensation Survey:
· Survey companies regarding their pay levels, pay mix, and pay structures
· Conducted by HR consulting company and the participating companies need to pay
· The systematic process of collecting information regarding competitors’ pay and making judgements about compensation paid by other employers (your competitors)
· Provides data for translating pay policy into pay levels, pay mix, and pay structures
Published Surveys:
· Compensation surveys:
· Competitive compensation data are presented by benchmark job
· Each element of pay disclosed separately (eg, base salary, total cash, incentives, stock options)
· Assuming enough data, surveys will general show 25th and 75th percentiles, median and average
· The largest compensation & benefits consulting firms have the best surveys
Purposes of Compensation Surveys:
· Adjust pay level – how much to pay? (vs competitors)
· Competitors pay their compensation manager $80,000/year. We want to lead. How much should we pay?
· Adjust pay mix – what forms? (vs competitors)
· 85% base pay with 15% benefit? 50% base pay, 30% benefit, 20% stock options?
· Adjust internal pay structure? (validating own job evaluation)
· We pay our compensation manager at the senior manager level ($95,000) but others pay theirs at the junior manager level ($70,000). Do we need to recheck our evaluation?
· Study special situations (turnover, etc. due to pay-related problems)
· Help! We have a very unusual high turnover rate on software managers. What happened?

Relevant Labour Markets by Geographic and Employee Groups
· When employers compete with others in labour markets for human capital, the influences of geographic factors or location differ in terms of employee groups
· When organizations compete for human capitals with generic skills such as production worker, office and clerical workers, and technicians, they basically compete in the local level (city) or in the regional level (province)
· When competing for employees with specific skills or in higher level, organizations need to compete with others in the national level or even in the international level
· Implication: when you determine the pay level, pay mix, and pay structure for employees with specific skills or in higher levels, you have more to think about, as your competitor is not limited to the local area
	Geographic Scope
	Production
	Office/Clerical
	Technicians
	Scientists/Engineers
	Managerial Professional
	Executive

	Local
	Most likely
	Most likely
	Most likely
	
	
	

	Regional
	Only if in short supply
	Only if in short supply
	Most likely
	Likely
	Most likely
	

	National
	
	
	
	Most likely
	Most likely
	Most likely

	International
	
	
	
	Only for critical skills or short supply
	Only for critical skills or short supply
	Sometimes



Analyzing Survey Data:
· Verify data and check accuracy of data and anomalies
· Accuracy of data: check the job descriptions of your organization and others for the same/benchmark positions
· Anomalies:
· Does anyone company dominate? (Company A has 300 software engineers and all others have less than 30 per company?
· Outliers (one engineer at company B makes $70,000 on long term incentives)
· Measures of central tendency
· Weighted means (the average salary for the software engineering for all companies in the survey is $60,000)
· Measures of distribution/dispersion
· Percentiles and quartiles (our pay rate, $50,000, is in the 75th percentile, or 75% of other employers pay their software engineers at or below this level
· Range spread (minimum pay for software engineer is $30,000 and the max is $100,000)
· Large range spread means employers pay their software engineers differently. Why?
· Industry matters (aerospace industry vs car industry)
· Company matters (apple vs Hydro Quebec)
· Person matters (high skills get higher pay)
· Location matters (silicon valley vs Taiwan)
Combine Job Evaluation and market Survey Data:
· Each benchmark job in your company has
· Job evaluation points
· An average wage paid by the surveyed companies
· Summarize the data further by fitting a line through the points to form a market pay line
· Places a company’s benchmark jobs (and their job evaluation points) on the horizontal axis (internal structure) with market rates paid by competitors (market survey) on the vertical axis
· The pay for each benchmark job in you company can be above or below the market line
Adjust market data to reflect organization’s pay policy
· Lead, match or lag the market, and update pay as desired
· Lead/lag the market by a specific %
· Lead for some jobs, lag for others, etc.
· Market pay line: Y = 10,000 + 1.5x 
· You want to lead the market by 10%? You multiply by 1.1
· Your internal pay policy line: Y = 1.1(10,000 + 1.5x)  Y = 11,000 + 1.65x
· You want to lag by 10%? You multiple by 0.90
· Your internal pay policy line: Y = 0.9(10,000 + 1.5x)  Y = 9,000 + 1.35x
Chapter 9: Employee Benefits
Employee benefits:
· Part of the total compensation package, other than pay for time worked
· Provided to employees in whole or in part by employer payments (Eg. Health and dental insurance, life insurance, pension plan, sickness benefits, workers’ compensation, paid vacation)
· Very costly; can vary between 20-40% of employers payroll
· Exact impact on productivity not clear
· Become “entitlements/rights”
Affordability:
· The single biggest issue in benefits today is affordability:
· The cost of benefits, particularly health care, is rising faster than almost any other expense on the company’s income statement
· Increasing at a rate higher than companies can raise the price of their products/services
· In other cases, there are “legacy costs” (costs for existing retirees and promises already made for future retirees) that are so large they threaten the company’s viability
· Airline, steel and automobile industries
· Good rule of thumb is that benefits costs are about 30-40% of salary
· Can obviously be more or less depending on the company’s benefits offering
· Most experts think/worry that companies are going to drastically curtail their benefits offerings in the years ahead
· Despite the issue, companies are still selectively adding to their benefit offerings
Why provide benefits?
· Benefits are very complicated:
· Complicated to design and administer
· Complicated to communicate
· In many ways, wouldn’t it be easier to simply pay for and skip benefits altogether?
· Companies offer benefits because:
· They feel they have to (competitive pressure, union negotiated, society pressure)
· Employees value benefits (which benefits depends on life stage and personal circumstance)
· Companies can offer benefits more economically than if employees tried to do it on their own
· Benefits are integral to most company’s total reward strategy and overall employment value proposition
Financing Benefits Plans: Alternatives
· Non-contributory: employer plans all costs
· Contributory: costs shared between employer and employee
· Employee-financed: employee pays total costs for some benefits (long term disability so disability payments are tax-free)
· Organizations prefer to make benefits options contributory:
· Anything free, no matter how valuable, is less valuable to employees
Employee Perception of benefits
· It isn’t surprising that employees don’t know the real value of their benefits
· You go to the doctor and pay $25 a visit, you start to think it costs $25
· Most employees value having benefits, but significantly undervalue company cost
· Employees place different value on different costs
· If a student, you value tuition reimbursement
· Wear glasses, value vision benefit
· This is a dilemma faced by employers, particularly large employers
· Different employees want and value different things at different times of their life
· Knowing that, how do you design benefit plans to maximize their value overall?
Flexible Benefits Plans:
· Benefit plans (also called cafeteria plans) in which the employee is provided with a specified amount of money and then chooses which benefits to spend the money on, according to their attractiveness and cost.
Flexible Benefits: Advantages
· Employees choose packages that best satisfy their unique needs
· Flexible benefits help firms meet the changing needs of a changing workforce
· Increased involvement of employees and families improves understanding of benefits
· Flexible plans make introduction of new benefits less costly; just add another option
· Cost containment – organization sets dollar maximum; employee chooses within that constraint
Flexible Benefits: Disadvantages
· Employees make bad choices and find themselves not covered for predictable emergencies
· Administrative burdens increase
· Adverse selection – employees pick only the benefits they will use; the subsequent high benefit utilisation increase cost
Categorization of Employee Benefits
· Legally required payments
· Retirement and savings plans
· Life insurance benefits
· Medical insurance
· Income security benefits
· Pay for time not worked
· Miscellaneous benefits
Workers’ Compensation (CSST)
· A mandatory, government-sponsored, employer-paid no-fault (job-related or unrelated) insurance plans that provides compensation for injuries and diseases that arise out of, and while in the course of, employment
· Provides benefits for:
· Lost earnings due to temporary disability (broken arm)
· Lost earnings due to permanent disability (amputation)
· Health care expenses
· Survivor benefits after fatalities
· Completely employer funded (through a collective liability fund)
· Regulated by provinces/territories
· Compensation varies from 75 to 90 percent of net earnings to a maximum
· Non-taxable
· Cost control is an ongoing concern
Calculating the amount of the indemnity:
· The amount of the indemnity is calculated by multiplying the percentage of permanent impairment by the amount in the schedule, based on the age of the person involved when the injury occurred
· A 34 year old worker suffers a back injury as a result of a 2014 work-related accident. He has a permanent impairment of 2.2%. What amount should this worker receive?
· 2.2% x $84,607 = $1,861
Canada/Quebec Pension Plan
· A mandatory, government-sponsored pension plan for all employed Canadians
· Funded equally by employers and employees (coinsurance; 4.95% of pensionable earnings); QPP usually at a higher rate
· Provides benefits upon:
· Retirement (60-70 years)
· Disability (mental or physical)
· Death (a lump sum death benefit will be paid to surviving spouse/partner and dependent under 18)
Employment Insurance
· A mandatory government-sponsored plan for all employed Canadians that provides workers with temporary income replacement as a result of employment interruptions due to circumstances “beyond their control” (i.e. not quit or fired for just cause, but includes maternity/paternity/adoption leave)
· Funded by employer and employee contributions
· Basic benefit is 55% of a person’s average insurable earnings (you may receive EI for a period ranging from 14-45 weeks)
· The max EI week payment for 2014 was $514 per week
Employer-Sponsored Pension Plans
· Voluntary: plans that provide income to an employee at retirement as compensation for work performed now
· Defined benefit (pension) plans: employer agrees to provide a specific level of retirement pension, either a fixed dollar or percentage-of-earnings that may vary with years of seniority in the company
· Calculate average earnings over the last 3-5 years of service for a prospective retiree and offer a pension of about 50%
· Calculate average career earning for a prospective retiree and offer a pension of about 50%
· Propose a fixed dollar amount ($500,000)
· The income you receive at retirement under a DBPP is predetermined and is usually based on a formula involving your years of service and earnings. Ou receive annual statements clearly indicating the benefit on your retirement date. In these types of programs, your company manages the assets – you have no active involvement
· Defined contribution (pension) plans: employer agrees to provide specific contributions
· The income you receive at retirement under a DCPP is not pre-determined.
· Based on the assets within your individual retirement plan account at the time you retire
· Company makes a contribution based on a formula, which may or may not require you to make some type of matching contribution
· Popular because they offer choice and flexibility
	Defined Benefit Plan
	Defined Contribution Plan

	Provides an explicit benefit (in terms of amount/percentage) which is easily communicated
	Unknown benefit level is difficult to communicate

	Company absorbs risk associated with changes in inflation, interest rates, investment success, all of which affect cost
	Employees assume risk

	More favorable to long service employees
	More favourable to short-term employees (fully portable)

	Employers costs unknown
	Employer costs known up front



Life Insurance:
· Group life insurance (face value: 1 to 2 times annual salary)
· Accidental death and dismemberment insurance
· Dependant life insurance
· Optional life insurance
· Optional, employee-paid insurance
· Retiree life insurance
Employer-Sponsored Medical Plans:
· Cover  expenses not payable under government-sponsored healthcare plans
· Prescription drug coverage considered most important benefit by employees
· Medical cost control is biggest issue facing benefits managers today
· Cost control though
· Deductibles, coinsurance, flexible benefits
· Preventative health care/wellness programs
Income Security Benefits
· Short term disability plans: provide continuation or part or all of earnings during absence due to non-work related illness or injury
· Sick leave plans: provide specified number of paid sick days per month or per year
· Long term disability plans:
· Provide continuation of part of earnings during long-term absence due to non-work related illness or injury
· Claims and costs rising sharply
· Psychiatric disabilities fastest-growing (ex: depression)
Pay for time not worked:
· Paid rest periods, coffee breaks, travel time, etc.
· Vacations
· Holidays
· Leaves
· Bereavement leave
· Jury duty, etc.
Employee Assistance Plans (EAPs)
· Provide confidential counselling and/or treatment programs for addiction, stress, mental health issues, legal problems, etc. to employees (some include family)
Cost Containment
· Probationary periods: exclude new employees from benefits coverage until some terms of employment is completed
· Benefits maximums: ex. Maximum payouts for dental surgery is $5,000 a year
· Co-pay/coinsurance: ex: employers pay 60% of the premium and employees pay 40%
· Deductibles: a specified dollar amount of claims paid by the employee before insurance benefits begin (Ex: employees pay the first $100 in claims submitted each year)
· Benefits cutbacks: ex: negotiate with employees to eliminate or reduce contribution to selected options
· Coordination of benefits (spouse/partner): reduction of benefits by any amount paid under a spouse’s plan
· Cost containment via claims administration: seeking competitive bids for program delivery
Administering the benefits program:
· Communicating the benefits program
· Employee benefits handbook or Intranet
· Benefits workshop
· Claims processing (in house and outsources)
· HR and accounting department
· Outsourcing; cost-effective
· Cost containment
Chapter 10: Pay-for-Performance – Performance Appraisal and Plan Design
The Big Question:
· Almost all Canadian and US companies use performance-based pay or benefits to some extent, for example:
· Increases to base salary are generally based in whole or in part on the individual’s performance
· Many employees receive part of their total pay from a cash incentive plan based on company, business unit/team and/or individual performance
· Is this a good idea?
· These plans are hard to design and administer
· Not everyone agrees that they work
· Some people think they are unfair
· External environment (bad economy and you can’t control)
· Team-based pay for performance (I have a lazy and unreliable team member)
Why companies use performance based pay:
· Many companies/people believe that properly designed performance-based pay systems motivate people to higher levels of job performance
· Many companies/people believe it is important align total levels of pay with the company’s/unit’s/individual’s performance
· Prevalence: everybody else is doing it so we should too
· Retain good performer and attract potential candidates if your company has a good reputation
Performance Measurement Related to Compensation Strategy
· There is no one-size-fits-all compensation strategy
· Variability in organization performance and individual performance play some roles in the compensation package you should choose
· High variable organizational performance: use fewer incentive plans, due to external factors they cannot control
· Individual performance is stable and easily measures: use more monetary rewards
· Companies are best able to get employees to adjust, become flexible if they can offer a variety of rewards, not just money
	Variability and ease of measurement in individual performance
	Variability in Organizational performance

	
	
	Low variability: few swings in overall corporate performance
	High variability: regular and large swings in overall corporate performance

	
	Unstable, unclear, changing objectives
	Provide wide range of rewards beyond money. Include significant incentive component
	Provide wide range of rewards beyond just money. Emphasize base pay with low incentive portion

	
	Stable and easily measured
	Emphasize monetary rewards with large incentive component
	Emphasize monetary rewards. Large base pay with low incentive portion



Key Theories of Motivation:
· Compensation decisions and practices should be designed to increase the likelihood that employees will behave in ways that help the organization achieve its strategic objectives
· Assume employees have the right skills, knowledge and abilities to do the job
· Are they motivated to do the job to the best of their abilities?
· Employee performance = F (ability, environment, motivation)
What motivation theories say:
· Content theories (what is important to a person)
· Maslow’s need hierarchy (different level of needs)
· Herzberg’s 2-factor theory (hygiene factors and satisfiers)
· Process Theories (the nature of the exchange)
· Expectancy theory
· Equity theory
· Agency theory
· Reinforcement Theories
· Goal setting
· Reinforcement
Maslow’s Hierarchy of Needs:
[image: maslowmaster4ts]
Theory:
· People are motivated by needs
· There is a hierarchy of needs
· Lower level needs must be satisfied to survive
· Higher order needs to become satisfying once lower level needs are met
Impact on Compensation and Benefits Design:
· Total compensation opportunity can be dissatisfying if it fails to meet current needs (high base pay vs. certain important benefits)
· Leads most companies to conclude a base level of compensation and benefits guaranteed and meet basic needs
· Base pay must be set high enough: breaks, time off, fair wages, safe work, environment
· If your total compensation cannot feed your family, cannot pay your mortgage, no matter how creative it is, you will not satisfy
· Variable compensation and benefits can be an important part if it deemed to be achievable and provides something that employees want (money, recognition, promotion, status)
Herzberg’s Two-Factor Theory
· Two types of motivating factors:
· Motivators (leading to satisfaction) and hygiene (if not met, leading to dissatisfaction)
· People are rarely motivated by satisfiers when hygiene needs are not met, but can be motivated for the longer term when hygiene needs are met
· What are hygiene factors? If these are present, the individual is not dissatisfied
· Fair pay
· High quality supervision
· Fair company policies
· Comfortable working conditions
· Pleasant relations with others
· Job security
· What are satisfiers? If these are present, the individual is satisfied or motivated
· Promotion opportunities
· Opportunities for personal growth and achievement
· Recognition for well-done work
· Autonomy and responsibility
· Implications on compensation and benefits design
· Probably a good idea to have some components of the compensation and benefits program that are guaranteed and sufficient to meet hygiene needs (base pay, basic health insurance)
· Variable or incentive pay can work well once needs for hygiene factors are met, particularly if it directly meets one or more satisfiers
Expectancy theory:
· Expectancy x instrumentality x valence = motivation
· Training clarification of tasks and role clarity (how you should do your job) may increase “expectancies”
· If I try, can I do it?
· Performance measurement and perceptions of politics, etc. are critical in terms of managing “instrumentalities”
· If I do it, will I get the reward?
· Offer clear performance evaluation and constructive feedback to employers
· Valence levels are also critical but have the same overall weight as the other factors
· Do I want the rewards?
· Offer variable compensation and benefits package (flexible benefit plans) so your employees can choose
Equity theory:
· Motivation is determined by a ratio of inputs to outputs relative to a comparison other. Motivation is highest when the equation is in balance. When the equation is not in balance, individuals are only motivated to restore equity
· My inputs / my outputs = your inputs / your outputs
· Implications on compensation and benefits design:
· This is a very real issue, but it is difficult as it involves individual perceptions that may not be rooted in fact
· While external equity is important, internal equity is even more important
· Placement of jobs in hierarchy/salary structure
· Promotion
· Salary increases, bonuses
· Clear explanation of factors that drive differentiated pay
· Consistency is important, variations will be scrutinized
· Need to constantly monitor pay system for inequity
· Can happen given large number of people having input into salary increases, incentives, promotions, hiring/firing decisions, discipline, etc.
Agency Theory:
· Explains how to best organize relationships in which one party (the principal) determines the work, which another party (the agent) undertakes
· Supervisors and employees do not know each other completely. They do not really know what the other party wants
· The theory argues that under conditions of incomplete information and uncertainty, which characterize most business settings, two agency problems arise:
· Adverse selection: the condition under which the principal cannot ascertain if the agent accurately represents his ability to do the work for which he is being paid
· Moral Hazard: the condition under which the principal cannot be sure if the agent has put forth maximal effort/cannot effectively monitor employees’ work
· Try do to as little work as possible to satisfy the contract (take full lunch break while you still have things to do)
· Impact on compensation and benefits design:
· Pay for performance is an ideal choice for complex jobs where monitoring employees’ work is difficult
· Incentive compensation and other pay-for-performance systems (short term and long term incentives) give some assurance that good performance goals are in place, and that proper rewards will be given upon achievement
· Clear performance evaluation system
Reinforcement Theory:
· Theory:
· Rewards reinforce performance
· Rewards need to link to the performance, hopefully in a timely and direct manner
· Performance that is not reinforced or rewarded may be discontinued
· Impact on compensation and benefits design:
· Reinforcement is very powerful:
· Managers one on one reinforcement is the most powerful of all
· “thank you” or “nice job” goes a long way
· Timing of payouts is very important
· Pay-for-performance systems are important too
· Timely payments, linked to clearly understood measures of performance
· Companies do need to pay attention to what they say about goals, objectives and results
· Employees listen and act accordingly
Goal Setting Theory
· Theory:
· Goals and intentions are responsible for human behaviour
· Higher, or more difficult goals will result in higher levels of performance than those resulting from easy goals
· If you push employees a little bit and pay them a little better, they will perform better
· Specific goals result in higher levels of effort than ambiguous goals
· Impact on compensation and benefits design:
· Goal setting is a very important process at most companies
· For the company, business unites, functions and people
· Performance targets should be communicated in terms of specific and difficult yet achievable goals
· Rewards should vary based upon the difficulty of the goal, and the amount of goal achievement
· Line of sight (employees must believe they can influence the performance target) is critical
· Feedback, use of incentives, etc.
Shifting the risk towards employees:
· Employers are more and more in favour of less stable and less secure compensation packages
· Merit based pay
· Lump-sum bonus
· Group incentive
· Gain-sharing plans/profit-sharing plans
· Risk-sharing plans/earning at risk plans
· Employees have to earn these rewards by reaching goals and taking risks
· Replace the fixed pay with the pay-for-performance plan
· Increase the incentives/bonuses component in total compensation
· Introduce either gainsharing or profit sharing plans
· Implement the earning-at-risk plan
Who is a good candidate for pay-for-performance?
	Person Characteristics
	Preferred Rewards

	Materialistic
	Relatively more concerned about pay level

	Low self-esteem
	Little pay-for-performance

	Risk taker
	More pay based on performance

	Individualist
	Pay based on individual performance, not group performance



Most US/Canadian Companies have pay-for-performance plans
· Virtually every US and Canadian company has some element of pay-for-performance in their compensation and/or benefits plan
· Most buy into the “motivation” argument
· All believe “Alignment” is also important
· The most common programs are:
· Merit increases to base salary
· Sales commissions/incentive plans
· Management incentive plans
· Stock options
· There are plenty of other forms of pay-for-performance plans that are appropriate for:
· Certain work environments (manufacturing plans)
· Companies with distinct cultures (team-based pay plans)
· Special situations (new hires, people with critical skills, special projects)
Performance Appraisal:
· Process of evaluating or appraising an employee’s performance on the job
· Often plagued by errors, and “human nature”
· In order for pay-for-performance to be effective, the measurement of employee performance is very important but performance evaluation can be somewhat subjective and organizations need to find solutions for this issue
Strategies to understand and measure job performance:
1. Evaluation formats
· Comparative
· Straight ranking
· Alternation ranking
· Paired comparison
· Behavioural
· BARS (Behaviourally-anchored rating scale)
· Less objective
· Different rates might have different ideas about what average or outstanding work is
· Similar to classification method
· Results/outcomes
· MBO
· Goals established jointly between managers and employees
· Employees set up objectives (Sales volume, quality standard) through consultation with supervisors
· These objectives are used for performance review
	Format
	Employee Development
	Administrative Value
	Cost
	Validity

	Ranking
	Poor
	Poor
	Good
	Average

	BARS
	Good
	Good
	Average
	Good

	MBO
	Excellent
	Poor
	Poor
	Excellent



2. Select the Right Raters
· Supervisors
· Peers
· Self
· Customers
· Subordinates
· 360-degree feedback (may include all of the above
· Always a better idea, but you should offer different weights to different raters depending on the situation
3. Understand how raters process information and their common errors in the appraisal process:
· Halo error: raters over favourable to all job duties of an employee based on impressive performance in just one job function. Ex: peter is on-time every day and therefore his job performance must be good
· Negative halo error: raters under favourable to all job duties of an employee based on poor performance in just one job function
· First impression (primacy) error: raters favour employees based on their first impression of them
· Recency error: raters favouring employees based on their most recent behaviour/performance, instead of the whole rating period
· Leniency error: raters favouring all employees
· Strictness error: raters under favouring all employees
· Central tendency error: raters with habit of evaluating all employees as average
· Similar-to-me error: raters over favouring employees similar to themselves
· Spillover error: downgrade an employee for performance errors in prior rating period
4. Train Raters to rate more accurately
· Rater-error training: Reduce psychometric errors (like those above)
· Performance dimension training: reviews dimensions to be used in rating
· Performance-standard training: provides frame of reference/ standards to compare against
Chapter 11: Pay-For-Performance Plans
What is pay-for-performance?
· Linking employee’s pay with:
· Individual performance
· Group performance
· Organizational performance
Why is pay-for-performance important?
· These plans have a positive impact on performance if they are well designed and administered
· Appropriate performance measurement system
· Effective raters
· Link with organizational strategy
Short Term Individual pay-for-performance plans:
· Merit pay:
· Awards added into base pay based on rankings, behaviours or results
· Merit-pay increase percentage based on your “performance rating” and your “position in the pay range”
· Lump-sum bonuses:
· An end-of-year monetary payout that does not increase base pay
· Advantage: freeze base pay
· Message: if you want more money, you have to earn it
Merit pay Increase matrix:
· These matrices combines 3 variables:
· Level of performance (performance rating)
· Distribution of employees within pay ranges
· Merit budget increase percentage
· Wage cuts because of poor performance are very rare
· The question is “how should we pay the average performer?”
· Keep their purchasing power the same
· The guideline is the local or national consumer price index
· If small latte costed $1 last year, and $1.03 this year, the CPI is 3%
· Therefore average performer in 2nd quartile would receive merit pay increase of 3%
· Increase from 3% for better performance and higher quartiles, and lower from 3% for worse performance and lower quartiles
Straight Piecework Plan
· Pay is based on the pieces you can finish in a given time period
· Line of sight is clear
· Quality control is an important issue
· Example:
· Piece rate standard = 6 units/hour
· Standard wage = $12/hour
· Piecework rate is $2/unit
· Pay:
· $8/hour for 4 units per hour
· $12/hour for 6 units per hour
· $16/hour for 8 units per hour
Variable Piecework Plans - Taylor plan
· Pushes employees to do more
· Quality control is an important issue
· Example:
· Piece rate standard = 6 units/hour
· Standard wage = $12/hour
· Low piecework rate is $2/unit
· High piecework rate is $2.50/nit
· Pay:
· $2/unit or $8/hour for 4 units per hour
· $2/unit or $12/hour for 6 units per hour
· $2.50/unit or $20/hour for 8 units per hour
Variable Piecework Plans – Merrick Plan
· Example:
· Piece rate standard = 6 units/hour
· Standard wage = $12/hour
· Low piecework rate = $2/unit (less than 83% of the standard; 4.98 units/hour)
· Medium piecework rate = $2.45/unit (between 83% and 100% of the standard)
· High piecework rate = $3/unit (above 100% of the standard
· Pay:
· $2/unit or $8/hour for 4 units/hour
· $2.45/unit or $12.25/hour for 5 units/hour
· $2.45/unit or $14.70/hour for 6 units/hour
· $3/unit or $21/hour for 7 units/hour
· $3/unit or $24/hour for 8 units/hour
Standard Hour Plan
· If you can finish your work below the expected time, your wage is actually higher because you have additional time to work on the additional project
· Example:
· Standard hours per unit of production = 3 hours
· Standard wage = $22/hour
· Pay:
· $33/hour for job done in 2 hours
· $22/hour for job done in 3 hours
· $16.40/hour for job done in 4 hours
Advantages to individual inventive plans:
· Substantial contribution to:
· Increased productivity
· Lower production costs
· Increased earnings of workers
· Less direct supervision is required to maintain output
· Decrease the possibility of agency problem
· Payment for results enables labour costs to be estimated more accurately than under pay for time
· Helps costing and budgetary control
Disadvantages to individual incentive plans:
· Conflict between employees seeking to maximize output and managers concerned about deteriorating quality levels
· Attempts to introduce new technology may be resisted by employees concerned about the impact on production standards
· Reduced willingness for employees to suggest new production methods for fear subsequent increases in production standards
· Increased complaints that equipment is poorly maintained, hindering employee efforts to earn larger incentives
· Increased turnover among new employees discouraged by the unwillingness of experienced workers to cooperate in on-the-job training
· Elevated levels of mistrust between workers and management
Short-term Group Incentive Plans:
· Incentive pay for meeting or exceeding team performance standards
· Profit-sharing plans
· Gain-sharing plans
· Earnings-at-risk plans
· Becoming more and more popular
· Not all work can be done individually
Profit-Sharing Plans
· Certain percentage of increase in profitability will apply to your salary
· Performance measure is profitability
· Example:
· Standard level of performance = 5% higher profit than last year
· Basis for payout = 10% of your salary
· If profit is $105,000,000, Pay:
· $4,000 if salary is $40,000
· $5,000 if salary is $50,000, etc.
· Requires a corporate profit target to be met before any payouts occur
· Used by approximately 16% of Canadian organizations
· Good for managerial/executive employees because their jobs are more related to organizational profit (they may strategic decisions and these decisions drive the profit of the company)
	Advantages
	Disadvantages

	· Link incentives with organizational profit
· Employees spend more time learning about financial measures (ROI) and the business factors (strategies) that influence them
	· Most employees (especially lower rank) do not have direct impact on profit
· External factors (market, global competition) have influence on profit but are beyond employees’ control



Gain-Sharing Plans:
· Group incentive plan where employees share in cost-savings
· Reduced scrap, lower labour costs, reduced utility costs
· Used by 7% of Canadian organizations
· Derived from savings on labour/operating costs
· Good for non-managerial employees because they believe cost is something they can control
· Work more efficiently, work more carefully, reduce the waste
· Also okay for managerial employees if they have direct influences on cost savings
Scanlon Plan
· Designed to reduce labour costs without lowering the firm’s activity
· Looks at Sales Value of Production (SVOP) which includes sales revenue and value of goods in inventory
· Incentives are derived from SVOP and labour costs
· Often 25% of savings go to the company, and 75% of remainder goes to employees while other 25% goes to emergency fund
· Example:
· For the base year, there are $40 of labour costs for each $100 of sales value of production
· For each $1 SVOP, $0.40 of labour costs are allowed
· If current month SVOP is $950, labour costs allowed are $380 (or 0.4 x 950)
· If actual labour costs are $380, the cost savings is $50
· Company receives $12.50 (50 x 0.25)
· Employees receive $28.125 (75 x (50-12.5))
· Emergency fund gets $9.375 (50 – 12.5 – 28.125)
Rucker Plan
· Uses a more complex formula when compared to the Scanlon plan
· A productivity ratio is needed, which can be calculated by the ratio of production value and labour cost
· Which year is the base year is determined by the worker committees
· Production value is the actual net sales minus inventory changes and minus outside purchased materials and services
· Example:
· According to base year, profit and other costs are 55% value added and labour cost is 45% of value added
· Production value of base year is $100
· Materials, utilities and rent is $60, while value added is $40
· Therefore there are $22 of profit and other costs and $18 of labour costs
· Therefore $18 labour costs for every $100 of production value
· $1 of labour costs should produce $5.56 of production value
· 5.56 is the productivity ratio
· For current month, production value is $650, labour cost is $100
· Labour cost of $100 is expected to produce $556 production value
· Savings are $94 (650-556)
Gain Sharing Plans
	Advantages
	Disadvantages

	· Clear employee performance/effort-reward links
· More controllable for rank and file employees
· Productivity improvement (by saving time or reduce labour cost)
· Foster teamwork cooperation
	· Can be an administrative burden
· Payouts can occur even if company’s financial performance is poor
· Saving in labour costs does not necessarily mean organisation’s financial performance will increase
· Potential reduction in the quality of the product



Earnings-at-risk Plans:
· Incentive plans that share profits in successful years and reduce base pay in unsuccessful years
· Shifts some of the risk of doing business form the company to employees
· Difficult to impose on employees
· Require a “buy in” by employees in the form of decreased base wages
· When performance objectives are met, the payout is greater than would occur under a traditional gain-sharing plan
· Example:
· Employees receive a base pay of 7% below market (7% is the buy in)
· When performance objectives are met, employees receive 7% they gave up, additional 7% for standard gain-sharing payout, and 7% more for taking the risk
Advantages of Group Incentive Plans:
· Positive impact on organization and individual performance of about 5% - 10% per year
· Easier to develop performance measures than for individual plans
· Signals that cooperation, both within and across groups, is a desired behaviour
· Teamwork supported by most employees
· May increase participation of employees in decision making process (to have some control on profit)
Disadvantages of Group Incentive Plans:
· Line of sight may be lessened (link between an individual employee’s work and the achievement of organizational objectives)
· Employees may find it more difficult to see how their individual performance affects their incentive payouts
· Free-rider problem, social loafing
· May lead to increased turnover among top individual performers because they must share with lesser contributors
· Increased compensation risk to employees because of lower income stability
Long-Term Incentive Plans
· Focus on performance beyond the one-year timeless
· Reinforce a performance culture
· Organization’s desire to motivate long-term value creation and retain employees for a longer term
· More R&D investment when executives own stock (long-term orientation)
· Create ownership culture
Employee Stock Ownership Plans (ESOPs)
· An incentive plan offering employees the opportunity to purchase company stock, often partially or fully matched by emploer0paid stock
· Employees purchase company stock up to set percentage of salary, and company matches to varying degrees
Stock Options
· The right to purchase stock at a specified price for a fixed time period
· The most common type of long-term incentive
· Exercise price (usually close to market price when issued but lower) for a given time period
Broad-Based Option Plans (BBOP)
· Stock options provided to employees at all levels, not just executives
· Amount of stock options based on employees’ earning
· Creates culture of ownership, helps retention (due to vesting) and influences decision-making
· Starbuck and Microsoft have BBOPs
Special groups in compensation management:
· Supervisors
· Executives
· Professional employees
· Sales staff
· Contingent workers
Supervisors:
· Due to workers receiving overtime pay (non-exempt employees) and managers not (exempt employees), subordinate workers can make more money
· Offer differential to motivate workers to become managers and take on extra responsibility
· The base pay of the supervisors needs to be higher than the top-paid subordinates (5% to 30%)
· Offer short term or long term bonuses related to the unit performance
· Both gain-sharing and profit-sharing program would work
Components of an executive compensation package:
· Base salary (still very high, competitor pressure)
· Short term (annual) incentives or bonuses (small portion)
· Long-term incentives (biggest portion)
· Executive benefits
· Executive perks (luxury office, company jet, resort membership, etc.)
Key factors in designing a sales compensation plan:
· The nature of the people who enter the sales profession
· Normally, salespeople prefer financial compensation, so high base pay and high incentives are preferred
· Organizational strategy
· Link desired behaviours of salespeople to organizational strategy (focus on internet sales vs. customer retention)
· Competitor practices
· Product/service being sold
· Product that takes time to learn (complex software system) should have large base pay in order to minimize the risk a salesperson will face and encourage employees to enter training program
· Product that takes less time to learn (Car, clothes) should have large incentive component and commission-based pay
Contingent Workforce compensation/rewards
· Equity/fairness relative to permanent employees (higher/lower salary and/or benefits)
· Consider or favour contingent workers when you hire for permanent positions
· Some labour unions have favourable hiring policy for contingent workers
· Status/security as employee
· Transfer contingent employees across different jobs and these workers may view the transfer as an opportunity to learn new knowledge and skill
Chapter 12: Impact of Labour Unions on Compensation and Benefits Management
Impact on Wage Determination
· General wage and benefit levels
· Unionized employees’ wages are about 10% higher than their non-unionized counterpart
· Unionized employees’ benefits are about 20% - 30% higher than their non-unionized counterparts
· The structure of wage packages
· Coverage in key areas like pension/health insurance are significantly better
· Higher percentage of total wage bill allocated to employee benefits
· Greater emphasis on base pay
· Unions do not want their members to take risk
· Spillover effect to non-unionized firms
· Employers seeking to avoid unionization offer workers the wages, benefits,, and working conditions won in rival unionized firms
· Wage and salary policies and practices in unionized firms always require union representative on job evaluation committees
· Overtime, holiday, paid rest period
· Movement within salary bands (seniority based and performance based pay)
· Health and safety issues a greater priority
· Union representatives make sure the terms are specific enough and avoid room for manipulation from employers
Unions and alternative reward systems:
· Though they emphasize base pay:
· Pay raises vs. remaining competitive
· Productivity leads to wage increases
· Unions are more willing to try alternative reward systems (gainsharing, profit sharing, skill-based pay, etc.)
· Unions beginning to recognize need to link pay to performance to compete and thus save jobs
· Traditionally favour group basis
Conclusion:
· Unions affect compensation management directly through collective agreements and are facing the need to adjust compensation due to international competition
Chapter 13: Budgets and Administration
Managing Labour Costs:
· Labour costs = number of employees x hours worked x (average compensation + average benefit cost)
· How to reduce labour costs?
· Reduce headcounts
· Use contingent workers
· Severance pay (clear targets
Controlling salary costs: top down
· Top management estimates the pay increase budget for the entire organization, once the budget is determined, managers plan how to distribute it among employees
· Factors affecting pay increases:
· Current year’s rise
· Ability to pay
· Competitive market
· Turnover effects
· The annual turnover rate times the planned average increase
· Cost of living (CPI)
· A salary budget is then allocated to each unit manager, usually prorated based on total unit salaries vs. company payroll
Controlling Salary Costs: Bottom Up
· The process where mangers of each unit forecast the pay increases they would like to provide their staff
· They do this based on instructions, training, and guidelines received from corporate compensation staff
· Guidelines include salary ranges for different positions, market data for these positions, and average raises in the company’s industry
· Corporate compensation staff compiles unit managers’ forecast and discuss with senior management
· Senior management makes corporate decision and feedback is then provided to unit managers to adjust their pay increases in order to align with corporate guidelines
· Budget set for salary increases
Which is more effective depends on how management treats managers and the data they provide during the bottom-up process. If the data has little impact on how pay increase budgets are allocated, then it was an exercise in futility for managers, and is way more counter-productive than a top-down approach where mangers are given budget and the freedom to then allocate pay increases within that budget
Inherent Controls on Decisions about Pay:
· Range maximums, minimums and midpoints
· Set the floor and the ceiling for how much you can pay
· Ranges also offer managerial flexibility (award employees with different performance/tenure)
· Red circle rates: when the employees with high seniority reach the maximum of pay, but the promotion opportunity is limited. They will have a pay higher than the pay range
· Green circle rate: for trainees or less experienced workers
· If red circle or green circle rates become too common, pay level and pay policy need to be re-examined
· Compa-ratios (Average of actual rates / range midpoint)
· Less than 1.0: employees are paid below the midpoint (recent hires, poor performers, promotion too fact)
· Higher than 1.0: employees are paid above the midpoint (high seniority, high performance, low promotion rate)
· Variable Pay
· Ideally is self-funding (derived from profit)
· Earned each year
· Not as appealing to employees
· Earnings management
· Be aware of the compounding effect of permanent pay increase
· Analyze cost of pay proposals
Structuring the compensation function:
· Outsource:
· Cost-effective
· Less responsive to employee-management problems
· Information leaking
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