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	Presentation: Compensation

	Determining the appropriate compensation range for a position and the specific pay for an individual within that position is more complex than most people realize. The process begins with an understanding of the organization, the job, and the skills required to perform the job effectively. Next, marketplace pressures for the skills related to the job are considered in terms of their impact on paying more or less for a specific job or skill. It is the job of the HR professional to pull these various areas together and analyze the compensation strategy for each position within an organization. This unit focuses on these factors, as well as individual and group incentives, and their impact on the compensation strategy for large organizations.

Job Evaluation
One of the first steps in establishing the pay structure for a job is to conduct a job evaluation. This is a comparison of jobs within an organization that establishes the relative value or worth of each job in relation to other jobs within the same organization. Job evaluations within organizations and salary surveys of similar positions across different organizations are two techniques that provide needed data to make compensation decisions within any large organization. 

Job Pricing
The next step is to begin "job pricing" which means the organization is moving closer to establishing the wage rates and ranges for specific jobs within the company. Job pricing involves different types of job evaluation techniques such as ranking jobs, classifying or "grading" jobs at different levels, or identifying compensable factors that are later used to determine the pay range for specific jobs.

Pay Structure Design
Pay structure refers to the approach that an organization uses to categorize pay across its employees. The number of levels of pay, the differences in pay between the levels, and the criteria used to establish differences result in unique pay or compensation structures for each organization.

One of the best examples of pay structure is the one used by the United States government. Levels and pay grades are established and available for review in great detail, and the techniques used to differentiate levels are published and available to the general public.

Performance Assessment
Once the pay structure for jobs within an organization is determined, then the emphasis of compensation decisions shifts from assessing the job to assessing the individuals who occupy the job. This process is known as performance assessment; the most effective companies collect information on their employees and their accomplishments throughout the year—rather than just one point in time.

As background about employee performance is gathered, it is brought together into the performance appraisal process for an individual. This process usually happens one or more times a year and is an opportunity for organizations to discuss both pay and performance issues with employees.

Individual and Group Incentives
Incentive plans are divided into both individual and group plans. The purpose of these plans is to establish a standard against which worker performance can be compared to determine eligibility for incentive pay. The criteria for achieving the incentives are made public to motivate employees to reach and exceed these standards.

An example of an individual incentive plan would be a cash bonus if certain sales or production figures are reached within a specified time limit. Group or team incentive plans are usually related to departments or divisions of a company and are initiated if a team reaches or exceeds an incentive standard. 

Summary
Determining compensation requires strong research skills, critical thinking, and up-to-date information. Although compensation strategy is just one facet of an HR professional's responsibility, it is important to pay employees properly while balancing incentives for employees with savings for the organization.




	Questions and Answers

	Question #1
What criteria guide the selection of compensable factors?

The following criteria for selecting compensable criteria are general; they are intended to help companies determine what can legitimately be considered as compensable factors. The final decision regarding specific factors must be based on the human performance demanded by the organization. With that stated, the following criteria are offered as general guidelines. Application of these six criteria when selecting compensable factors can help an organization achieve a meaningful job evaluation system. 

· Acceptability: Compensable factors ought to be acceptable to all the parties involved. They must be acceptable to management, employees, and union leaders if there is a union. This constraint is critical because the heart of job evaluation is to establish an internal pay system that is perceived as equitable. Only if the compensable factors are accepted by the parties involved will the job evaluation plan itself be perceived as equitable. 

· Distinguishing Validity: Compensable factors must validly distinguish among jobs. In other words, they must capture the important differences among jobs to ensure that the job evaluation is valid; they must satisfy legal requirements and that they are not challengeable in court. 

· Relevancy: Compensable factors must be relevant to all jobs being evaluated. If a factor does not apply to the group of jobs under consideration, the factor obviously cannot aid in differentiating among those jobs. For example, if the innovation factor is applied to all clerical jobs, and there really is no opportunity for innovation involved in any of those jobs, this factor is actually irrelevant. 

· Factor Variability: Related to relevancy, jobs must vary on the factors chosen. Different jobs must possess different amounts of the compensable factor. For example, if the working conditions factor is applied to all clerical jobs, and all have the same working conditions, this factor is useless. 

· Measurability: If working conditions is chosen as a factor, the organization must be able to measure the differences in working conditions within jobs. It might be applied as "length of time exposed to extreme temperatures" or "length of time exposed to noxious fumes." If the factor cannot be measured, it will not be useful for establishing the relative worth of jobs. 

· Mutually Exclusive: Compensable factors should also be independent of each other. Two factors should not measure the same dimension. If they do, double weight is given to the same construct. Either one alone would give the relative worth of the jobs. 


Question #2
What do job evaluations actually produce?

The end result of job evaluation depends on the method used to conduct the job evaluation. For example, ranking methods produce simple rank orderings of whole jobs from highest to lowest value. Classification methods place jobs of equivalent values into slots called "grades", rank-order the job grades according to value, and point methods assign total point values to the evaluated jobs. Job evaluation is not capable of making minute job distinctions; therefore, it is important that the end result of point method approaches also include aggregated results of jobs with similar point values, such as job grades.
Question #3
Why is accurate job pricing important to organizations?

Job pricing is carried out to elicit desired behaviors from individuals: to motivate them to join the organization, or to motivate them to stay. These behaviors, however, must be achieved within the organization's ability to pay. Job pricing, then, is the process of attempting to achieve external pay equity within the organization’s ability-to-pay constraint. Done poorly, job pricing can disrupt the necessary balance between these factors. Firms that underpay employees raise the risk of lower morale and increased turnover, while firms that overpay establish a pattern that is difficult to change, a pattern that may ultimately cost the organization its competitive edge in the marketplace, and its profitability.
Question #4
What types of pay structures can I develop in a professional capacity?

Two types of pay structures can be developed: a flat rate or a range structure. In a flat rate structure, the only pay rate for a job in a given grade is the wage rate on the trend line. Flat rate systems are typically used for jobs covered by labor union contracts in which the wage structure is renegotiated at each contract renewal date. The flat rate structure is also useful when performance variation is nonexistent or not important; when technology is the primary determinant of output; and when training time is short. Under this system, the individual is paid for time on the job and for completing work as directed. 

A pay range is defined as the variation in pay that is available in a job. A pay range structure recognizes variation in pay for jobs within the structure. Range structures recognize that individuals in the same job differ significantly in performance or other personal contributions relevant to the organization. They enable the organization to differentially pay its employees for a variety of valued contributions. The precise use of ranges is dependent on management policy and philosophy. 

It is important to note, however, that the traditional methods of determining pay levels create a definite structure by which managers must abide. This structure is intended to ensure that pay is equitable, that it is competitive, and that it is reasonable in terms of the organization's ability to pay. Some authors, however, advocate the use of a structureless system – one in which line managers determine what to pay their people. Under this approach, line managers would establish pay levels for new employees, and determine the amount and occurrence of raises. Useful for decentralized organizations, the structureless system is not likely to replace the more traditional approaches in most organizations in the near future. 




