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Understanding the Business —
The Critical Link

Balancing The Drivers

Financial Measures B ice Excellon Operational Organizational Strategic In.ltlatlves
Excellence Excellence and Projects

Critical to Today’s Success

Enables Near Term Success

Grounded in Market Realities Accountability for Performance Responsibility for
Sustainability
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Design Objectives




Design Objective 1:

Fit with the Business

Corporate Vision / Mission »

Business Strategy

HR Strategy
Reward Strategy

Reward Objectives «

Rewards Programs




Factors Influencing the
Reward Strategy

HR

Strategies Demographic

Total Reward
External Influences =TENEY Internal Influences

Improved business results
and aligned employee behavior




Short-Term
Variable

Pay

Short-Term Fixed
Pay

Work
Environment

Long-Term

Pay

Benefits

Learning and
Growth

Benefits — Many variables with limited options. Consider further
segmenting to H&W, retirement, executive. Minimum level generally
provided. May create different benefits for different employee classes —
needs analysis.

Learning and Growth — Feedback systems — performance management,
coaching and mentoring. Also development systems of skills and
competency training, career development and succession planning.

ironment — Organizational factors such as climate, leadership
ork / life balance. Also the specific work itself — challenge,
onomy, etc.




Top Five Reasons to Adopt -
a Strategic Reward Approach |

. The program de jour is less likely to be brought up

. The $%*&# department that always complains and

gets their way — data and results always wins over
opinions

. Cost does not become the sole issue to consider

. Planning and consensus building will lesson the crisis
management response

. Actually our pay, benefits, and career development
systems are working to meet the strategy of the
business — WOW!




When to Consider a Strategic

Change to Rewards




Design Objective 2:
External Competitiveness

+ Comparison outside the organization to
competitors for talent

+ Take into account size of company, industry, and
geographic differences

+ Valid job matching to assure comparisons made
to similar positions — job titles not sufficient

+ Related to the ability to recruit and retain
employees




Surveying External

Competitiveness




Benchmarking External . 1
Competitiveness %




Factors Influencing .
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External Competitiveness R L s
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+ Quality of external information — survey data or
company specific experience

+ Application of information to the organization —
competitive position

+ Willingness of company to keep pace with the
market — affordability

+ External sources of information available to
employees — recruiters, internet, newspaper,
cousin Joe




Design Objective 3: u 7
The Perception of Internal Equity s [\ ‘y
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Employee Compensation Others Compensation

Perceived Value Perceived Value

¢ When the employee perceived value is less than others, employees perceive
themselves as under compensated and dissatisfaction results

¢ When the employee perceived value 1s more than the others, employees
percelve themselves as over compensated and dissatisfaction results

¢ Most individuals perceive their contribution higher and value less than
others




Factors Influencing
Equity Perceptions

[ -
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Involvement of competent insiders in design
Openness of pay system communication
Training of employees and managers
Guidelines for consistent administration

Mechanism to determine reward allocation

Integrity of plan administration




Plan Plans =

Communication Tools




Design Objective 4:

Cost is Worth the Benefit




Cost and Benefit Perceived

Differently by Different Parties
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Typical Base Pay Project Steps

Total Reward Job Analysis & Design Job

Strategy Job Description Evaluation
Development Development Approach

Structure
Implementation
& Analysis

Implementation Salary Admin

And Process
Communication Development

Determine
External / Internal
Value of Jobs

Salary
Structure
Development




Determining a Job
Evaluation Approach

+ Market based
» Market pricing and slotting
» Emphasizes external competitiveness

+ Job content based

» Point factor and compensable factor

» Emphasizes internal equity and external
competitiveness

+ Competency based
» Skill based pay, career pathing

» Emphasis on employee skill, knowledge
development
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Building Pay Structures |




Salary Structure Example




Step Increase Approach
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Job
Rate

Hire
~—
Rate




Variable Step Increase Approach




Merit Matrix Approach -
Performance Only

Performance Fixed Increase Discretionary
Rating Amount Increase Range
Exceeds 6% 5% - 7%

Expectations
Meets 4% 3% - 5%
Expectations
Partially Meets 2% 1% - 3%
Unacceptable 0% 0%




Merit Matrix Approach —
Perf. and Position in Range

¥

Position In Salary Range

Performance Bottom Third Middle Third Top Third of
Rating of Range of Range Range
Exceeds 8% 6% 4%

Expectations

Meets 6% 4% 2%
Expectations
Partially Meets 4% 2% 0%
Unacceptable 0% 0% 0%




Factors Influencing

Individual Base Pay




Success Factors

Performance Based Base Pay — g
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There must be differences in
individual performance

Performance differences must
be significant enough to merit
the time and effort required to
measure them

The organization’s performance
appraisal system must be sound
and perceived as fair by
employees

Supervisors and managers must
be trained in performance
appraisal and planning

¢

¢

Pay ranges must be of
sufficient width to allow for
adequate differentiation of pay
based on performance

An organization’s linkage of
pay to performance must be
sound, and it must be
recognized and understood by
employees

Management must be
committed to and willing to
make distinctions between
employees based on
performance




Characteristics of Effective
Performance Appraisal Systems

Performance criteria are as
objective and quantifiable as
possible so that rater interpretation
is minimized

PA is based on direct measurement
of job related results as opposed to
personality traits.

Each performance appraisal criteria
is weighted for relative importance

Performance standards are
established for different levels of
performance

Performance standards are
communicated at the beginning of
the measurement period and are
reviewed and updated periodically
for relevance

Supervisors and managers are trained
in the concepts and processes of PA

Appraisals are conducted by raters
who are knowledgeable about
individual employee performance

Appraisals are committed to writing
and reviewed with the employee

A process exists to reconcile
significant differences between rater
and employee perceptions of
performance

The appraisal instrument and
methodology are reviewed
periodically to eliminate potential
problems and make improvements




Variable
Compensation
Component of Total
Rewards




Questions to Ask When
Considering Variable Pay

[ -

+ What is critical for the organization to be
successful?

+ What key behaviors are needed to fulfill these
success factors?

+ Who can carryout these key behaviors?

+ How does the organization best encourage and
reinforce these actions?

+ Is variable pay a competitive component of total
compensation?




Reasons to Consider - 1
Variable Pay




Variable Pay
Design Considerations

¢

¢

¢

¢

¢
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7
~unding mechanism for the incentive
Payout mechanism for the incentive — What are we
paying for!
Mix of base pay and incentive pay
Participants — all or a select few

Individual vs. team

External market
Program effectiveness evaluation
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Types of Variable Pay Plans




Base Pay System Audit Elements
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Incentive Plan Audit Elements |




Indicators Your Reward System B
May Need Realignment e

Reward elements are managed separately, particularly if you have
several elements to consider (i.e., multiple incentive plans,
independent benefit decision-making processes, decentralized training
and development programs, and so on).

Reward programs are designed primarily based on competitive,
industry, or “best” practices.

Reward programs send mixed messages.

Delivery of rewards is not tied to program intent (i.e., everyone in a
division gets the same percent bonus payout even though the plan
calls for dispersion based on performance).

There is difficulty in attracting and retaining key talent.

Pay, benefits, and career programs are not well integrated, (i.e., there
is no cohesive strategy)




Joe Kager — Managing
Consultant
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