5HR03 - Reward for Performance and Contribution

Q1. Explain the principles of reward and its importance to organisational culture and performance management. (AC 1.1)

Reward is an integral part of effective people management, directly influencing organisational culture and employee behaviour, each of which is essential for building trust and supporting a positive working environment (CIPD, 2025).  These principles underpin how organisations attract, motivate, retain and engage employees.

At Eco-Insulate, where turnover is high and the workplace culture is negative, the absence of a formal incentive scheme is likely to be contributing to low morale and disengagement.  Implementing a robust reward strategy can play a central role in improving organisational performance and strengthening the workplace culture.

A total reward approach includes both extrinsic rewards, resulting from external factors such as pay, benefits and pensions, and intrinsic rewards, resulting from internal factors, such as feeling appreciated and recognised or opportunities for development (Waite et al., 2021).  While extrinsic rewards meet financial needs, intrinsic rewards foster commitment, job satisfaction, and a sense of purpose.  For Eco-Insulate applying both intrinsic and extrinsic rewards strategies can enhance employee experience, reduce turnover, and support a more engaged workforce. 

Reward principles must also align with external and internal expectations.  For example, economic theory explains that rewards are influenced by supply and demand for labour.  In a competitive manufacturing market, Eco-Insulate must ensure pay levels are benchmarked to market rates to attract and retain talent.  Institutional theory highlights that environmental and geographic factors such as rural locations also shape reward practices.  Meanwhile, human capital theory supports the ideal that employees who invest in their own development expect reward systems to reflect their skills and contributions (Armstrong and Taylor, 2023).

These theories reinforce the importance of aligning reward to performance management.  Effective rewards systems support a culture of recognition and accountability, helping to link individual contributions to organisational goals.  This is particularly important for Eco-Insulate, where measured work may not currently be an incentive for high performance or engagement.

Reward policies and practices should be inclusive and aligned with employment law. Under the Equality Act 2010 organisations must provide equal pay for equal work, ensuring rewards are fee from bias or discrimination (Gov.UK, 2015).  Transparent and inclusive reward structures are not only legally required but also essential for ensuring employee trust and a fair workplace culture. 

Embedding a robust, fair, inclusive, and strategic reward system at Eco- Insulate can strengthen organisational culture, improve retention, and enhance overall performance.  A reward strategy that balances pay, recognition, and development will better support the company’s growth and employee retention.



Q2. Assess the contribution of extrinsic and intrinsic rewards to improving employee contribution and sustained organisational performance. (AC 1.2)

Rewards systems pay a central role in enhancing employee contribution and sustained organisational performance.  At Eco-Insulate, implementing a well-balanced combination of extrinsic and intrinsic rewards could help address current challenges around staff retention, low morale and a negative workplace culture.

Extrinsic rewards such as pay, bonuses, pension schemes and paid leave are tangible rewards that satisfy the basic needs such as financial security, as described by Maslow’s Hierarchy of Needs.  When linked to clear performance goals or project outcomes, extrinsic rewards motivate employees to meet targets and reinforce positive behaviours (Armstrong and Taylor, 2023).  For example, introducing an incentive scheme at Eco-Insulate could improve productivity and reduce employee turnover by recognising and rewarding both individual and team contributions and achievements. 

However, extrinsic rewards alone may not be enough to keep employees motivated long term, especially in a purpose driven organisation like Eco-Insulate.  Intrinsic rewards such as meaningful work, recognition, autonomy and opportunities for personal growth contribute to a sense of fulfilment and internal motivation.  According to Deci and Ryan, employees are most engaged when they experience autonomy, competence and relatedness (Armstrong and Taylor, 2023). Implementing structured recognition schemes and programmes could boost intrinsic motivation, helping to create a more positive workplace culture focused on sustainability.

Job evaluation plays an important role in ensuring fair and consistent pay by systematically assessing the value of each job within the organisation (CIPD, 2025).  This helps Eco-Insulate maintain internal equity and to justify any pay differences objectively.  Market pricing complements this by comparing Eco-Insulates pay rates with competitor, ensuring the company offers competitive salaries to attract and retain talent.

Clear pay structures and defined pay progression paths are also key.  These provide transparency about how employees can progress financially and professionally, encouraging performance improvement and career development.  Combined with employee benefits like pensions and holiday entitlement, a well-designed reward package supports both immediate and long-term employee engagement (CIPD, 2022).

To be effective, reward strategies at Eco-Insulate must be consistently applied and linked to a performance management system that recognises both measurable achievements and personal development.  Relying too much on extrinsic rewards may only help short term, while intrinsic rewards alone may not satisfy financial expectations or competitive pressures.  A blended approach that is fair, transparent, and aligned with organisational values will create a motivated, productive and engaged workforce, helping in improving employee contribution and a more sustained organisational performance (CIPD, 2022). 








Q3. Explain the differences between types of grade and pay structures. (AC 2.1)

Pay structures are frameworks that define how an organisation manages pay levels across different roles.  They support fairness, transparency, and internal equity, while ensuring alignment with organisational objectives.  A well-designed pay structure also sets clear expectations, supports employee motivation, and helps retention (Weeks, 2024).   For Eco-Insulate, implementing an appropriate pay structure is essential in addressing high employee turnover and improving the organisations workplace culture.

Formal pay structures are clearly defined and documented.  They provide consistency in pay decisions and ensure compliance with legal standards such as the Equality Act 2010, which states equal pay for equal work (Gov.UK, 2015).

There are several types of pay and grading structures, each designed to support different organisational needs.  Two examples are graded pay structures and spot salary structures.

A graded pay structure consists of a series of pay grades, with each grade containing a pay range or band.  Jobs are evaluated and placed into these grades based on their responsibilities.  This approach allows for pay progression withing a grade based on performance, skills, or length of service.  For Eco-Insulate, a graded structure could provide clarity and fairness, especially where roles differ in responsibility, such as between skilled and non-skilled workers.  It would also support motivation and retention by offering a transparent framework for pay development (CIPD, 2024). 

In contrast a spot salary structure assigns a single, fixed rate of pay to each role, with no defined range or progression.  This structure is simpler and may suit smaller organisations or roles with narrowly defined duties.  While easy to manage, it offers limited scope for development, which could be demotivating over time.  At Eco-Insulate, spot salaries may be currently used, with employees receiving a fixed rate of pay regardless of performance or progression opportunities.

The key difference between these structures is due to flexibility and progression.  Graded structures support career development and internal equity, while spot rates focus on simplicity and control, for Eco-Insulate moving towards a graded pay structure could promote fairness, support career development, and help address the high employee turnover and negative workplace culture.

In relation to performance, pay structures must consider three types of performance, task performance, the core duties of the job, contextual performance, the behaviours that support the organisational environment such as teamwork, and adaptive performance, the ability to change (CIPD, 2025).  Graded pay structures can reward all three by offering pay progression linked to achieving core tasks, demonstrating positive behaviours, and adapting to new challenges.  Spot salaries, however, often do not differentiate pay based on performance types, potentially missing opportunities to motivate contributions.  For Eco-Insulate, integrating these performance structures into their pay system could foster a more engaged and adaptable workforce.




Q4. Explain how contingent rewards can impact individual, team and organisational performance. (AC 2.2)

[bookmark: _Hlk206342640]Contingent reward refers to pay, or benefits linked to an individuals or groups performance, skills, or contribution, rather than a fixed salary.  It is designed to incentivise specific behaviours and outcomes, helping to align employee efforts with organisational goals (CIPD, 2023).  At Eco-Insulate, where employee morale is low and no formal incentive scheme currently exists, introducing contingent rewards could play a key role in improving motivation, reducing turnover, and strengthening overall performance, if implemented effectively and fairly.

Individual performance related pay (PRP) is a form of contingent reward where bonuses or pay increases are tied to achievements of clearly defined individual targets or objectives.  This method can increase individual motivation as employees work to meet or exceed their goals.  According to Vroom’s Expectancy Theory individuals are more motivated when they believe efforts will lead to valued rewards (vroom v. h. 1964 work and motivation. wiley - Search Videos, 2025).  However, at team level, PRP can have mixed effects, while it may encourage flexibility and adaptability by motivating employees to support their colleagues, it also risks creating unhealthy competition, and potentially damaging team unity if not managed well.

At organisational level, linking PRP to strategic Key Performance Indictors (KPI’s), for example, production targets, quality standards, or customer service can drive improved productivity and help align employee contributions with organisational goals (Armstrong and Taylor, 2023).  For Eco-Insulate, implementing PRP could provide immediate motivation for both skilled and non-skilled workers, addressing the lack of performance incentives and encouraging improved performance.

Another form of contingent reward is competency related pay, where employees are rewarded for demonstrations of key behaviours or skills, such as teamwork, communication, or problem solving.   This approach encourages ongoing personal development and helps embed organisational values which is crucial for Eco-Insulate as its focus is on sustainability and a positive workplace culture.  At the team level, rewarding behaviours such as collaboration can support stronger teamwork and shared responsibility for outcomes. From an organisational perspective, competency pay fosters a culture that values not only what is achieved but also how results are delivered, supporting long term success (CIPD, 2024).

Overall, contingent rewards can enhance motivation, foster collaborations, and drive strategic goals, but only when designed and implemented fairly, transparently, and supported by clear performance management systems.  For Eco-Insulate, introducing individual performance related pay and competency-based pay could play a vital role in improving the negative culture, improving retention, and fostering a more engaged, accountable, and adaptable workforce. 











Q5. Explain the merits of different types of benefits offered by organisations. (AC 2.3)


Employee benefits are non-cash incentives that significantly support the total reward strategy and plays a vital role in improving job satisfaction, employee engagement and retention.  Benefits can also be used to support employee wellbeing.   For Eco-Insulate, the careful design and delivery of benefits could help address staff turnover, enhance morale and support a more positive workplace culture.

Pensions are one of the most valued long term employee benefits, as they provide essential financial security in later life.  Eco-Insulates current non contributory pension scheme is a valuable asset, particularly in supporting retention.  However, the current exclusive pension arrangements for senior staff may create perceptions of unfairness, leading to disengagement and reduced morale among other employees.  Ensuring more equitable access to pension benefits can promote a sense of fairness, build trust, and increase loyalty, especially important as the workforce ages and employees place greater importance on long term security (CIPD, 2024).

Offering health care as benefit can help support employee wellbeing by offering access to medical treatment, mental health support and wellness services.  This can help to reduce absenteeism and improve morale and job satisfaction.  Offering healthcare benefits would demonstrate a genuine commitment to employee welfare, making the organisation more attractive to new talent and help to encourage retention.  

When employees feel supported, they are more likely to be engaged, loyal, and productive. Forbes reports that following a recent study over half of those questioned said that health insurance was the most important benefit that impacted their job satisfaction (Goldstein, 2019). This can help to improve Eco-Insulates negative workplace culture, it can also help with employee retention, fostering a healthier, more positive working environment 

Flexible working is another benefit offered by organisations.  Flexible working offers employees greater control over when, were, and how they work, which can significantly improve work-life balance, reduce stress and enhance overall wellbeing.  For Eco-Insulate, introducing flexible options could support retention by supporting employees needs, such as caregiving responsibilities.  It can also increase productivity and job satisfaction.  As reported by Robert Half, a study found that 82% of UK employees with flexible working were satisfied with their jobs (Half, 2022).

Well-designed benefit packages, particularly pensions, healthcare and flexible working, can significantly enhance employee commitment, engagement and retention.  When these benefits are fair, flexible and well communicated, they not only improve employee satisfaction but also strengthen the organisations reputation.  Therefore, benefits are an essential component of a sustainable and effective reward strategy.  







Q6. Explain the merits of different types of recognition schemes offered by organisations. (AC     2.4)   

Eco-Insulate is currently experiencing increased turnover which is affecting both skilled and non-skilled roles. The absence of any recognition schemes has likely to contributed to the negative culture and poor performance where employees feel undervalued.  
Recognition is a powerful tool that enables organisations to acknowledge and reward employees in a meaningful way. It helps to reinforce positive behaviours, improve morale and strengthen employee engagement (Armstrong and Taylor, 2023).    These awards are often non-financial and offer acknowledgement to individuals or team achievements, contributing to a more motivated and committed workforce.
In organisations like Eco-Insulate, where performance and morale are low, introducing structured recognition schemes could help resolve negative culture and reduce turnover. Formal schemes may include initiatives such as employee of the month, or awards where individuals are recognised for outstanding performance or behaviours or long service awards that acknowledge employee loyalty and commitment (ResolveHR, 2024). These initiatives reinforce organisational values and help employees feel seen and appreciated.  For Eco-Insulate this can help address concerns regarding the increased turnover.
Informal recognition on the other hand is more of a simple thank you from a manager personally or as a shout out in a team meeting.  Although simple, these gestures can have a significant impact on how valued employees feel.  Informal recognition strengthens relationships between employees and managers and fosters a culture of appreciation.  However, it must be applied consistently and fairly to avoid perceptions of favouritism.  According to CIPD, poorly managed public recognition can sometimes cause resentment and potentially undermine the intent of the award (CIPD, 2022).   
Non-cash recognition, such as gift cards, extra time off, or team lunches, can be particularly effective.  These options are often seen as more personal or thoughtful than financial rewards.  For example, celebrating the completion of a teams project can strengthen team engagement and morale.  From a cost perspective, non cash recognition is often more sustainable for organisations, as the costs are lower, while still delivering a high perceived value.
Cash awards are often linked to specific achievements, such as exceptional customer service or completion of a specific project.  While they can offer immediate value, their motivational impact may be short lived if not combined with meaningful recognition.  As noted by Simply Psychology, simply focusing on higher pay will not necessarily lead to increased motivation (Nickerson, 2025), reinforcing Herzberg’s view that financial rewards alone are insufficient for long term engagement. 
For Eco-Insulate, introducing a balanced mix of formal, informal, cash, and non-cash recognition schemes would support a more positive, engaged, and high performing workforce.  


Q7. Assess the business context of the reward environment. (AC 3.1)
The reward environment is shaped by a range of internal and external factors, including economic conditions, labour market trends and organisational strategy.  For Eco-Insulate, understanding this wider context is essential to ensure that its reward schemes are competitive, fair, and aligned with organisational goals and employee expectations. 
A key external factor is the shift in economic conditions following recent inflation increase.  Pay awards have reduced to an average of 3%, down from 5% in 2023, reflecting a return to more moderate pay practices after inflation driven rises.  This economic adjustment has led organisations to reassess reward strategies, balancing financial limits with the need to attract and retain talent.  As a result, employers are relying more on targeted pay decisions and non-financial rewards (Pearson, 2025).  This illustrates how economic trends influence reward decisions which shape the overall business context. 
Another key external factor is the post pandemic labour market pressures. Digital skills shortages and changing employee expectations have significantly impacted reward strategies.  According to WTW (2022), 88% of organisations are hiring at the top of salary ranges, with over half offering sign on and retention bonuses.  To remain competitive, many are introducing more frequent pay review, flexible working, and offering career opportunities (David, 2022). 
While these short-term responses aim to attract and retain talent, they risk creating internal pay inequity, particularly between new and existing employees.  For Eco-Insulate, this reinforces the need for fair, transparent and sustainable reward to address morale, improve turnover and to build a positive workplace culture.
Legal frameworks, such as the Equality Act 2010, also shape the reward environment.  And requires pay systems to be transparent, non-discriminatory, and able to withstand equal pay claims.  This has prompted many organisations to adopt job evaluation and pay benchmarking practices (CIPD, 2025).

Internal factors such as culture, structure and business strategy significantly influence reward.  At Eco-insulate, the lack of incentives and outdated reward practices contribute to a negative culture and poor retention.  A sustainability focused organisation should align its rewards with its values, recognising schemes that promote eco-friendly outcomes (Armstrong & Taylor, 2023).  

Unequal pension schemes may further damage trust and motivation.  According to CIPD, fair and inclusive rewards improve engagement (CIPD, 2025).  Addressing these internal issues with a transparent, value led reward approach can enhance performance, culture, and staff retention while supporting long term organisational goals.

To remain competitive, Eco-Insulate must regularly review its reward strategy in response to shifting labour trends, legislation, pay equity, and economic conditions and employee expectations, ensuring alignment with its core values and long term goals. 





Q8. Evaluate the most appropriate ways in which benchmarking data can be gathered and   measured to develop insight. (AC 3.2)

Benchmarking is essential in reward management, allowing organisations to compare their pay structures, benefits, and practices with their competitors.  For Eco-Insulate using data that is valid, reliable, and relevant is critical to ensure reward strategies help to address high employee turnover and poor performance (Jurevicius, 2021).

Reward and salary surveys such as those provided by CIPD and Willis Towers and Watson, are widely used for external benchmarking.  These provide detailed data on pay structures, salaries, benefits and bonuses across various sectors and job levels.  These surveys are considered reliable, as they are based on large data samples and are regularly updated.

However, their validity and applicability may be limited if they don’t reflect Eco-Insulates industry, size or location.  For example, a general survey may be of limited use for a specialist organisation. As noted by People Management, benchmarking is only as effective as the quality of data collected (Farrand, 2023). 

While reward and salary surveys are a valuable tool, they are most effective when appropriately selected and used alongside internal data and other labour market trends to ensure informed reward decisions. 

Government labour market data, such as from the Office for National Statistics (ONS) provides credible and impartial insights into earnings, inflation, and vacancies (ONS, 2023). Its key strength is reliability, as it is collected using national standards and is freely accessible. However, its applicability may be limited as the data is general and may not show the specific details of differing industries, jobs or locations.

Despite this, when used with targeted sources like salary surveys or internal payroll data, government statistics provide valuable context.  They help organisations understand how external factors, such as inflation, may affect pay decisions.

Benchmarking turnover is essential for Eco-Insulate to gain a better understanding of its recruitment challenges.  CIPD reports the UK average turnover is 34% with some sectors like hospitality reaching (CIPD, 2024).  This data is generally reliable, as it is drawn from large national surveys and is updated regularly.  

However, its applicability may be limited, as the data reflects broad sectors and may not represent specific areas such as green manufacturing. Additionally, the validity of using sector wide figures to assess workforce depends on how closely these sectors match its own structure, size and area. This aside, comparing internal turnover with external benchmarks can still highlight whether the organisation is underperforming in retention, potentially highlighting issues with its reward package, employee engagement or workplace culture.

Effective benchmarking is essential for Eco-Insulate to make informed decisions.  Using valid, reliable and relevant data sources, such as reward and salary surveys, government labour market statistics, and turnover benchmarks, will allow them to understand its competitive position and workforce challenges.  While no single source is perfect, combining external data with internal insights ensures Eco-Insulate is equipped with a comprehensive approach to address its high turnover and to develop rewards strategies that support improved performance, engagement and workforce culture.   
Q9. Explain approaches to job evaluation. (AC 3.3)

Job evaluation is defined by ACAS as a way of determining on a systematic basis the relative importance of different jobs in an organisation (ACAS, 2014).  It focuses on the job itself, not the person doing it and is used to create a fair and transparent pay structure.  By comparing the different roles using formal and informal, and analytical and non-analytical approaches job evaluation ensures consistency, supports equal pay and reduces the risk of bias or discrimination in reward decisions.

Formal job evaluation uses a clear and structured process to assess the value of jobs.  It involves a set criteria, documented methods and trained evaluators who carry out a detailed analysis of each role.  This approach helps ensure that pay decisions are fair, consistent, and are compliant with employment law in particular equal pay (CIPD, 2025). This process promotes transparency enabling employees to better understand how their jobs are valued. 

Informal valuation is more flexible, but less reliable.  It often relies on a managers opinion or previous pay levels, as apposed to clear evidence.  While this method is quicker and cheaper to apply, it can lead to inconsistencies, unfairness and legal risks, especially if pay differences cannot be justified.  For organisations such as Eco-Insulate, using a more formal and structured approach can help build trust and improve fairness in how pay is decided.

Job evaluation methods are typically grouped into two types, analytical and non-analytical.

Analytical job evaluation involves breaking each job down into measurable components for compensable factors.  These often include skills required, the level of responsibility, the effort involved, and the working conditions.  Each factor is scored and is known as the point factor method, which is one of the most used analytical approaches.  It is valued for being fair, consistent, and transparent, and helps organisations comply with equal pay legislation (Armstrong and Taylor 2023). 

Non analytical job evaluation looks at the job as a whole, rather than breaking down into parts. For example, putting them in grade or rank order.  There are no analytics involved and just simply compares on a job-to-job basis.  While this method is easier and faster, it can be less accurate and more open to bias, making it harder to justify pay decisions clearly.

For Eco-Insulate, adopting a formal, analytical job evaluation approach, such as point-factor, would enhance fairness, transparency and ensure legal compliance.  While informal or non-analytical methods offer simplicity, they carry the risks of inconsistency and discrimination. 













Q10. Explain the legislative requirements that impact reward practice. (AC 3.4) 
 
Legislation plays a crucial role in shaping reward practices, ensuring fairness, transparency, and legal compliance.  For Eco-Insulate, understanding and adhering to these requirements is essential to avoid legal risks and to maintain a positive organisational culture.
The Equality Act 2010 requires employers to give equal pay to men and women who are doing equal work or work of equal value.  This legislation aims to prevent unfair pay differences based on gender and it also protects those with protected characteristics from discrimination (GOV.UK, 2015).  To comply with the law, employers must ensure that their pay and reward practices are fair and do not discriminate or disadvantage any group. 
If an organisation fails to meet these legal standards, it may result in legal claims, reputational damage and reduced employee trust.  This means for Eco-Insulate they must implement transparent, consistent pay structures, conduct regular equal pay audits, and keep detailed records.  Any differences in pay must be based on objective factors such as skills, qualifications, or experience (CIPD, 2025).
The National Minimum Wage and National Living Wage legislation set statutory minimum hourly rates employers must pay their workers based on age and employment status (GOV.UK, 1998).  This legislation ensures all workers a baseline standard of pay and prevents them being underpaid.  These laws are important because they create a legal minimum pay level that all employers, including Eco-Insulate must follow.
Following this legislation is essential to remain lawful and to prevent any pay claims.  Paying at least the minimum wage helps keep workers engaged and motivated and shows the organisation values fair treatment.  If the organisation fails to pay the correct wages, it could face serious consequences, such as fines and being required to repay workers any monies they are owed.  The HM Revenue & Customs (HMRC) enforces these rules and can take legal action against organisations that do not comply (ACAS, 2019).  Ensuring salaries meet legislation is a key part of fair reward management.
Under the Employment Rights Act, employers must provide itemised pay statements to employees.  This must include details of gross pay, deductions, net pay, and the pay period (Legislation.Gov.Uk, 2019).  This transparency helps employees understand how their pay is calculated and can prevent pay disputes.
For Eco-Insulate, providing clear, itemised and regular pay slips helps build trust with employees and reduces confusion or misunderstandings, contributing to a positive employment relationship between the organisation and their employees.
Complying with legislation such as the Equality Act, National Minimum Wage and Employment Rights Act is essential for Eco-Insulate.  These laws ensure fair pay, prevent discrimination, and promote transparency.  Adhering to this not only avoids legal risks but helps to build trust and positive workplace culture.  
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