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	1. Dr Dur Khan
  


	2. ➢The sum of  all forms
provided to employees
of payments or rewards
for performing tasks to
achieve organizational objectives.
➢Compensation is the process of providing adequate,
equitable and fair remuneration to the employees.
➢It is a comprehensive term that includes pay,
incentives, and benefits offered to the employees.
➢Compensation is a systematic approach to providing
monetary value to employees in exchange for work
performed.
COMPENSATION
 


	3. The Evolution of  Rewards
• Base salary
• Position
description
• Job evaluation
• Base salary
• Variable pay
• Incentives
• Executive
equity
• Base and
variable
pay
• Equity
• Incentives
• Benefits
• Compensation
• Benefits
• Work-life
• Performance and
recognition
• Development
and career
opportunities
Compensation
Pay
T
otal
Rewards
Total
Compensation
 


	4. The 2006 WorldatWork
Total  Rewards Model
 


	5. Total Rewards –  Hay Model
 


	6. Motivate &
Retain Staff
Attract  Talent Efficient
Administration
Effective
Compensation
Ensure Equity
PURPOSE OF TOTAL REWARDS
Contribution based
Remuneration
RewardValued
Behaviour
 


	7. Business Strategy
Business
Strategy
Mission
Vision
• Vision  – what the
organization wants to
become. It drives
direction.
• Mission – what the
organization does, its
reason for existence, or
its purpose for being
• BusinessStrategy –A
company’s broad plan for
competitively positioning
its products or services
with the intent to
accomplish or support
the company’smission
 


	8. Developing Reward Strategy
Compensation  Strategy: Does not stand alone – necessary
but not sufficient for retention of the right people
People Strategy: Having the right people, in the right place,
at the right time
Company Strategy: What the company is, where it wants to
go, and how it is going to get there
 


	9. A Holistic Approach  to Total
Reward
Fixed Reward Performance Based
Reward
Environment
Based Reward
Total Reward
Strategy
Business Strategy
HR Strategy
Effective delivery through focused communication, greater flexibility
and use of technology
Fixed costs of
employment e.g. base
pay, pension etc.
Value of role to
organisation
Variable costs of
employment e.g. annual
bonus, stock options
Contribution made by
individual
Intrinsic elements of
reward e.g. opportunities,
working environment
Employment deal
Internal Influences
External Influences
 


	10. COMPENSATION PHILOSOPHY
External
equity
Internal equity
Lead  the
market
Lag the
market
Attract and Retain Talent
 


	11. Set the Organization  Pay Policy
• Organization PayPolicy
– Specifies the pay rates that will
be used for the jobs in a
particular organization.
• Options
– Alag policy is where the
organization intentionally pays
below the market.
– Amatch policy sets the
organization’s policy lineat the
middle of themarket.
– Alead policy indicates that the
organization intends to pay
somewhat above the market
rate in valuing employees asa
competitive advantage.
 


	12. INTERNAL & EXTERNAL  EQUITY
 


	13. Internal Equity
Focus
Balance Internal
Equity  & Competitive
Market Focus
Pure Market
Focus
• Benchmark
jobs drive job
level and
salary
structure
design
• Market price
every job
• Internal
comparisons
not as
prevalent
• Stable skills set
• Emphasis on
internal equity
• Emphasis on base pay
and benefits
• Narrowly defined
jobs, locally &
internationally
• Hierarchical structure
• “HotSkills”
• Emphasis on mkt. pay
• High sensitivity to market
• Mobile workforce,
high turnover
• Local labor markets
• Non-
hierarchical
structures
• Strong market
pricing emphasis
via global
benchmark
pricing &
position
matching
• Expectation of both
internal equity and
external
competitiveness
• Broad skill sets required
• Global application of
HR processes
• Flatter structures
Pay Structure Design – Which way to go?
 


	14. Components of C&B
C&B
Basic
Allowanc
es
Variable
Incentives
Benefits
Retirals
  


	15. The direct financial  compensation an individual receives based on the
time Worked.
➢ Bases of calculation:
• Hourly/wage: payment for the number of hours worked.
• Salaried: receive consistent payments at the end of specific period
regardless of number of hours worked Nature.
➢ Generally Market Driven:
(Demand > Supply = Increase in Pay)
➢ Job Evaluation:
• The formal systematic means used to identify the relative worth of
jobs within an organization.
• Monthly net take home, social security, annualpayments
BASE PAY
 


	16. Base Pay
 Every  organization must decide how much to pay each of
its employees, but HR generalists and compensation
specialists often have different viewpoints about how to
manage this process which is as follows :
 Job Analysis
 Job Evaluation
 Market Analysis
 Salary Ranges
 Legal Defensibility
 


	17. ➢ Variable Pay/  Incentives
• Any plan that ties pay to productivity or profitability (i.e.) the
standard by which managers tie compensation to employee effort and
performance.
• It is linked to individual, group, or organizational performance and not
to time worked.
• Establish a performance “threshold” to qualify for incentive payments.
• Emphasize a shared focus on organizational objectives.
• Create shared commitment in that every individual contributes to
organizational performance and success.
VARIABLE
 


	18. Incentive Pay
 Most  consistent method to pay for performance, enabling
an organization to deliver targeted results.
 Incentive plans can be designed to focus on three levels
of performance: individual, team and organization.
 It includes Designing the elements which consists of
 Eligibility
 Target payout
 Performance criteria
 Duration
 


	19.  Typically incentive  plans are most effective when rewards
are given soon after the results are measured.
 Incentive plans typically fail when employees are not
motivated which may be due to a number of reasons like :
 Award size
 Plan complexity
 Control over results
 Senior level support
 


	20. Managing pay for  performance
 Some companies centralize all performance management
design work within a compensation department while
others manage it through HR generalists.
 There are two key components to the compensation-
related side of managing a pay-for-performance system:
designing a merit increase matrix and overseeing salary
management.
 


	21. • Link the  incentive with your strategy.
• Make sure effort and rewards are directly related.
• Make the plan easy for employees to understand.
• Get employees’ support for the plan.
• Use good measurement systems.
• Emphasize long-term as well as short-term success.
• Adopt a comprehensive, commitment-oriented
approach.
IMPLEMENTING EFFECTIVE
INCENTIVE PLAN
 


	22. Effective compensation
management
 Understanding  an organization’s compensation program
is critical in developing HR strategies that help employees
feel motivated, recognized and rewarded.
 Failing to understand compensation can lead to a
disjointed effort in human resources, which in turn can
minimize an organization’s overall success.
 HR generalist can play an active role in shaping the
compensation systems of tomorrow.
 


	23. Illustration of a  compensation
system
Reward through merit and bonus pay
Appraise performance
Determine total compensation, including selecting a salary range
Determine how much the job is worth
Determine what the job does
 


	24. Organization pays for:
•  Position
• Person
• Performance
 


	25. Pay for Position
•  Job Evaluation
• Each job has a score and relative worth in the organization
• Functional criticality
• High level of internal equity (comparable jobs will be paid the
same irrespective of where they are)
• Centralize control
• High rate promotional increment
• Simple to administer
• No subjectivity
• Control with the employer
 


	26. Pitfalls of Pay  for Position
• Bureaucratic & Rigid
• Reinforces hierarchy
• What not to do
• Depersonalizes the value orientation
• Point grabbing (creative job descriptions & inflated job
duties)
• Expensive to develop and administer
• Discouragesskill development (necessaryfor tomorrow’s
challenges)
• Makes promotion too important
• Reward wrong behavior (pay enhancement for taking over the
job without proving the ability to perform)
 


	27. Pay for person
•  Person based pay (pay the market worth of the individual)
• Should the person establish his value every year to the
organization?
• Skill–based / Competency-based pay
• Horizontal learning (general) vs. Vertical learning (super
specialization)
• Flexibility
• Shift of control over pay from employer to employee
• Participative culture
 


	28. Pitfalls of Pay  for person
• Paying for acquiring skills that may not be utilized for the
organization
• Re-certification / re-skilling is required as you may lose it if not
utilized/tested
• Need huge training budgets for the organization
• Salary costs may keep on rising not necessarily in line with the
business growth
• Market comparison becomes difficult (what is my reference
point?)
• Administrative complexity
 


	29. Pay for Performance
•  Pay for historical performance, recent past performance or
future performance (potential)
• Payfor organization’s ORindividual performance
• Objectivity
• Line of sight
• Create competitiveness
• Paying for results/efforts
 


	30. Pitfalls of Pay  for Performance
• How to manage the employee expectations
created in good years
• Where is the Focus - individual / team /
organization ?
• Sacrificing long-term benefit for short-term gain
 


	31. Pay for :
✓  Person vs. Position
✓ Individual performance vs. Business Performance
✓ Current role vs. past performance
✓ New Hire vs. existing employee
Performance:
✓ Differentiating performance
✓ Linkage to increments
✓ Communicating performance
Dilemmas in Compensation &
Benefits
 


	32. Organization :
✓ Benefiting  Individual vs. safeguarding Organization
interests
✓ Following policies vs. individual circumstances
✓ Existing policies vs. new initiatives
✓ Tax compliance vs. benefit to the individual
Structuring Rewards:
✓ Cost to company vs. Benefit to the Individual
✓ Entitlement vs. one-off ( discretionary)
✓ Best for a few vs. Average for the majority
✓ Best Practices vs. existing practices
Dilemmas in Compensation &
Benefits
 



	34. Components of Pay  Structure
• Fixed pay
• Variable Pay
• Benefits
• PayGrades / Levels
• Midpoint differential
• Range spread
• Broad banded pay ranges
 


	35. Anatomy of Pay  Structures
• Apaystructure consists of aseries of payranges or grades, eachwith a
minimum and maximumpay rate.
• Jobs are grouped together in rangesthat represent similar internal and
external worth
• Themid point for the range usually represents the
competitive market value for ajob or group of jobs
• Mid point is usedasakey reference point insalary
administration decisions asapoint or ‘target’.
• Why do we need payranges?
• What sizeshould the rangebe?
 


	36. Anatomy of Pay  Structures
• Pay range has a minimum, maximum and central pay value. The
difference between the maximum and minimum is the “range spread”
or the“width”
• Midpoint progression refers to the percentagedifference between
paygrademid points.
• Thelarger the midpoint progression, the fewer the number of grades
withinapay structure.
• How the payprogression rate impacts promotionincrement?
 


	37. Segmentation of Pay  Grades
• Apaygrademaybe segmentedin manyways–thirds, quartiles and
soon.
• Thesesegmentsserveasareference points for cost control and pay
administration.
• Usingsegmentswithin apayrangethan midpointprovides greater
flexibility to managertotake paydecisions.
• Paygrades usually overlaps.
• Exceptminimum of thelowest
gradeand maximum of the highestgrade.
• How much overlap should beallowed?
• How the payoverlap helps to managepayforperformance?
 



	39. The Anatomy of  New Structure
 


	40. The Anatomy of  New Structures
 


	41. The Anatomy of  New Structures
How it Looks
 


	42. A pay range  hasaminimum pay value, amaximum pay
value and a midpoint or central value. Thedifference
between the maximum and minimum is the range
spread. Rangewidth usually is expressed asa
percentage of the difference between the minimum
and the maximum divided by the minimum.
– RedCircle
– GreenCircle
 


	43. Midpoint and compa-ratio
Themidpoint  is akey element in the pay administration. It is
often used asareference point or “target”.
Related to midpoint is the compa-ratio, astatistic that express
the relationship between basesalary and themidpoint.
 



	45. Which way to  go?
 Low fixed salaries…………………………...High fixed salaries
Internal equity………………………………..External equity
 Few perks……………………………………..Many perks
 Standard fixed package…………………….Flexible package
 No Incentives…………………………………Many incentives
 No employment security……………………High employment
security
 Hierarchical……………………………………Flatter structures
 Individual pay…………………………………Team pay
 Pay for input…………………………………..Pay for output
 Performance…………………………………..Potential
 Experience…………………………………….Competencies / skills
 


	46. Compensation: Yesterday
• Employer  was KING
• Fixed Compensation only
• Increments in Basic
• Blocks in employee mobility
• Absence of complete
compensation data
• Subjective
• Work hard and the company will
take care of you
• Loyalty will pay you
 


	47. Compensation: Today
• Cost  to Company concept
• Introduction of Variable Pay and its increasing share
in total pie
• Differentiation based on level of performance and
contribution
• Merit increments in Fixed compensation
• Increased employee mobility
• Negotiation for win-win
• Tax compliant and more efficient
 


	48. Compensation: Tomorrow
• Transparent  processes
• Sharper differentiation based on performance
• Use of technology for administration
• Earnyour payevery year (zero-base pay)
• Within CTC, maximum flexibility to the employee to decide
compensation structure
• Virtual Organizations
• High Risk
 


	49. Changing Compensation
Strategies
Yesterday Today  Tomorrow
Fixed salary Variable pay as add-on to
salary
Low fixed salary, more
variable pay
Bonuses/perks for
executives only
Variable pay emerging
throughout organization
Variable pay common
throughout the
organization
Fixed benefits, reward
long tenure
Flexible benefits Portable benefits
Company-based career
“movingup”
Industry-based career,
“movingaround”
Skill-based, interim
employment
Hierarchical organizations Flatter team-based
organizations
Network“virtual”
organizations
“Cookiecutter” payplans Total compensation (Look
at benefits, too)
Customized, integrated
pay systems; pay, benefits,
intangibles
 


	50. Each generation with  different assumptions
about how the world works
Based, in part, on common interpretations
of shared experiences
A Four Generation Workforce
Gen Z
Baby Boomer Generation X
Generation Y
Born 1996-2010
Born 1946-1964 Born 1965-1979
Born 1980- ~1995
 


	51. What is changing?
•  Lifetime employment Vs. Job Hopping / Lifetime employability
• Benevolent Vs. Hire and Fire
• Low cash + High Benefits Vs. High Cash + Low Benefits
• Basic Salary Vs. Cost to Company
• Many tax exempted components Vs. Everything is taxable
• Bonus negotiation Vs. Performance linked Variable Pay
• Entitlement Culture Vs. Achievement Culture
• Limited Vs. Abundance job opportunities
• Regional workforce Vs. Mobile workforce
• Sole Breadwinner Vs. DINK family
• Tall pay structures Vs. Individualized structures
• Everything Confidential Vs. Transparency
• Centralized Vs. Decentralized
• Internal Vs. External Benchmark
• Top down Vs. Bottom up
 


	52. XIAMEN AIRLINES
  


	53. A good reward  strategy should be
Competitive
within Labour
Market
Performance
based
Transparent Consistent
 




	56. ➢ Pay Equity  (also Distributive Fairness)
• An employee’s perception that compensation received is equal to the
value of the work performed.
• A motivation theory that explains how people respond to situations in
which they feel they have received less (or more) than they deserve.
• Individuals form a ratio of their inputs to outcomes in their job and
then compare the value of that ratio with the value of the ratio for
other individuals in similar jobs.
EQUITY AND MOTIVATION OF
EMPLOYEES
 


	57. EQUITY AND MOTIVATION
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