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5HR03 Reward for Performance and Contribution
Explain the principles of reward and its importance to organisational culture and performance management. (AC 1.1)
Organisations should implement effective reward strategies in order to recruit, retain and motivate employees. Reward can include both financial and non-financial incentives and when used effectively can play a major role in organisational culture and performance management (Cotton, 2024a). These rewards are used in exchange for employee’s potential and work contribution by providing employees with a satisfied working environment. Rewards can be ‘intrinsic’, ‘extrinsic’ or a mixture of the two to ensure an effective reward approach (Shields, et al. 2020).  The key principles of reward are that employees are recognised for their contribution through fair, consistent and transparent reward management. Eco-Insulate UK could influence their organisational culture through clear communication around their reward management which will allow employees to feel more engaged and committed to the overall objectives (Taylor and Woodhams, 2022). By openly discussing reward opportunities with employees, it develops a positive working environment, if employees expect to be rewarded for their contribution this could motivate them to perform at their best. These rewards can be categorised into four areas: pay, benefits, personal growth and culture and environment (Hajduk, 2017). Equally failing to provide rewards to hard working employees could adopt a toxic work environment, if employees feel that their contribution is not recognised this can demotivate them to work their best and can be an influencing factor in them moving on.  
Assess the contribution of extrinsic and intrinsic rewards to improving employee contribution and sustained organisational performance. (AC 1.2)
Reward schemes are a great incentive used by organisations to motivate employees, improve culture and attract workers which will result in improving the overall organisational performance. There are two main types of reward schemes employers can implement: extrinsic and intrinsic, both come with their pros and cons and when used collaboratively will have a positive impact on Eco-Insulate. 

Extrinsic rewards are typically used to attract and retain employees and most commonly include financial recognition such as increased salary and bonuses but can also involve non-financial recognition such as positive feedback, praise, work-life balance policies, learning and development etc. (Armstrong and Brown, 2023). When used together these rewards can have an immediate and powerful effect on improving employee’s contribution and have also been linked to intrinsic motivation a study has found. The study used 187 employees within an electronics manufacturing organisation to investigate whether there is a direct link between extrinsic rewards and creativity within the workplace, the study found that rewarding front line workers for their creativity through increased pay and bonuses encourages other employees to devise similar creative ideas and thus increases their motivation and adds value to their work (Lin et al. 2002). However, it could be argued that the positive effects of financial extrinsic rewards may not last, employees may become reliant on these incentives and when employers are unable to deliver, this could damage the relationship between employers and employees and motivation could be lost. Instead, Eco-Insulate should incorporate both financial and non-financial extrinsic rewards to ensure their employees are not dependent on high expectations. 
Intrinsic rewards are typically non-financial incentives used to motivate employees from within the workplace, for example positive working environment, job design, fulfilling work, opportunities to develop. These rewards can have a much more permanent effect on employees’ contribution compared to extrinsic rewards and can influence the organisation’s overall performance and reputation (Armstrong and Brown, 2023). These rewards should be embedding into Eco-Insulate’s culture and should be demonstrated through expected behaviours from the top down.  
The type of rewards you provide to your employees will depend on the type of individual and what motivates them to perform at their best and this should be identified through clear and consistent communication with your employees (Micheli, 2023). Having an understanding of this will ensure that time and money is not wasted on rewards that will not benefit your organisation.
Explain the differences between types of grade and pay structures. (AC 2.1)
Grade and pay structures sets out the framework for organisations to implement pay policies and strategies. This framework ensures that pay levels are correctly defined, the scope for pay progression is identified and equal pay is achieved (Armstrong, 2023). 

Pay structures are compiled of a hierarchy of pay grades linked to the different levels of jobs within an organisation. To identify these grades a formal job evaluation scheme should be used, this will ensure that pay is fair and consistent (Armstrong and Brown, 2023). Pay grades can be identified through 3 methods: brackets of job evaluation points, grade profiles and through benchmarking similar roles. Organisations can use a mixture of the 3 to identify their own pay grades. Pay structures are designed to manage pay increases and development opportunities and to align with an organisation’s vision, purpose and culture (Armstrong, 2005). 

There are many different types of pay structures, most commonly narrow-graded pay and broad-graded pay structures. Narrow-graded is typically used within the public sector or within large organisations and consist of up to 10 or more different pay grades and include a variation of job roles that slot into each grade (CIPD, 2024). Employees tend to reach the top of their range quickly through annual increases and this can result in other employees demanding to move up a grade without any significant change in their job function which is known as ‘grade drift’ (UNISON, 2019).

Whereas broad-graded pay structures consist of a small number of wider spanning pay bands, these structures are used to give flexibility within the pay grades and can be used to identify the different job roles’ definitions. The span for each job role will be identified through job evaluation schemes by evaluating the individual’s competency, skills and career development (UNISON, 2019). Broad-graded pay structures can also mitigate a grade drift as it offers more opportunities for salary growth within each grade without needing to regrade (CIPD, 2024).

Explain how contingent rewards can impact individual, team and organisational performance. (AC 2.2)
Contingent rewards are used within organisations to highlight employee’s performance and contribution and can have both a positive and negative impact on an organisation, careful consideration should be taken before implementing contingent rewards. 

An example of a commonly used contingent reward is performance related pay and can be implemented at an individual, team or organisational level. An individual bonus scheme refers to a ‘lump sum’ payment on top of an individual’s salary and can be justified by an individuals’ increased performance on a certain task, these schemes are used to motivate individuals in reaching specific targets or objectives within the organisation, they can also boost morale and encourage creativity (Armstrong, 2022). Eco-Insulate could incorporate this incentive in an attempt to encourage increased performance, by recognising employee’s contribution during a task, this can aid individuals wanting to develop their skills further and thus providing a higher quality workforce, which will benefit the whole organisation, the more people feel valued, the more likely they will take pride in their work and provide a high quality service. Encouraging development through rewarding performance could also have a positive impact on retention and loyalty. It does however come with some risks; some employees may not receive a bonus, and this could cause tension in the workplace if they learn others have received one. Another risk is that the scheme can be used to manipulate short term outcomes instead of looking at the long-term objectives (Armstrong and Brown, 2023). 

Team pay is another incentive used to impact performance, similar to individual bonuses a ‘lump sum’ is given to each member of a specific team within an organisation that have exceeded the performance level during a task (Cotton, Gifford and Young 2022). This reward can encourage good teamwork and be used to outline expected levels of performance and targets for the wider organisation, it can also be used to influence other teams in performing better. This incentive works best in smaller teams as the reward is distributed evenly among its members through either a percentage of their base salary or equal amount of lump sum per person (Armstrong and Brown, 2023). This incentive can be used to improve employee engagement by encouraging the use of teamwork, this allows employees to combine their skills and knowledge to perform a task at the highest quality and thus produce valuable results. It can also be used to increase productivity as combining efforts will take pressure off individual employees and they can put more effort into other required tasks. 

These incentives will be beneficial for Eco-Insulate as they currently do not have any in place, thus this will aid in improving your employees’ overall performance. It could be argued that performance related pay could have a negative impact on employee’s wellbeing, when the motivation to work harder is purely focused on pay it can develop a stressful and intense working environment (Burt, 2017). Highlighting the use of contingent rewards on job adverts and recruitment campaigns could also be useful in attracting new employees to Eco-Insulate as this would stand out against competitors. 

Explain the merits of different types of benefits offered by organisations. (AC 2.3)
There are many different types of employee benefits organisations can offer to their employees, these benefits consist of non-cash reward schemes offered to enhance the wellbeing and protect employees (Armstrong and Brown, 2023). The CIPD’s 2022 reward survey recognised that the most common benefits organisations provided to employees were as followed:
· Sick pay
· Pension schemes
· Employee assistance programme
· Life assurance
· Salary sacrifice 
· Financial support 

(Cotton, Marriott, and Perkins, 2022)

Eco-Insulate’s only benefit scheme to all employees is a non-contributory pension scheme, there are many other benefits that could be considered. 

To promote and ensure personal security you can opt to offer private health care benefits to your employees, which can cover expenses such as dental, private hospital treatments, eye care etc. (Cotton, 2024b). These benefits can help mitigate the risk of increased sickness levels, can have a positive impact on your employee’s mental health, can aid in improving employee’s work-life balance and can be used to attract and retain. To establish if a healthcare benefit will be beneficial for Eco-Insulate you will need to understand your workforce’s overall health and needs, which can be done through regular reviews with your employees (Wickens, 2025)

Another benefit you could consider is a salary sacrifice scheme, which is an agreement to reduce an employee's salary in return for a non-cash benefit which can include childcare vouchers, additional holidays, cycle to work schemes, gym memberships etc. (HM Revenue & Customs, 2021). This benefit can be valuable for the employer and the employees as both will save money on their national insurance contributions and it can reduce employees’ income tax liabilities (Armstrong and Brown, 2023). Salary sacrifice can only be valid once the employee agrees to changing their terms within their contract and must not reduce the employee’s earnings below the National Minimum Wage (HM Revenue & Customs, 2021). These types of benefits can also have a positive impact on employees’ mental wellbeing and work-life balance and thus will improve performance and motivation. 

Eco-Insulate could also offer employees financial benefits to aid in employees managing their finances, an example of this would be early pay for employees. This benefit gives the employees the flexibility to access a percentage of their wages earned prior to payday. This benefit can help employees to feel engaged, boost productivity and improve retention as pressure is taken off some financial worries. It can also be beneficial to new employees that have started mid-way through the month. If you were to offer this to employees you should also consider offering a money advice service to your employees which will provide guides on how to mange finances, offer support and tools to help keep track and plan ahead (The Access Group, no date). 

Another potential benefit initiative Eco-Insulate could offer to employees is employee discount schemes and can be accessed through a dedicated platform, these discounts could save employees money on weekly food shops, high street shops, restaurants etc. This scheme can aid in improving employee’s wellbeing and financial worries (Perkins, White and Jones 2020). 
Explain the merits of different types of recognition schemes offered by organisations. (AC 2.4)
Employers should use recognition schemes to acknowledge the success of employees for the work they have done. These schemes come in many forms and research has shown that non-financial recognition is the most effective use of rewards and can have a greater impact on employee behaviour and performance (Silverman, 2004), according to Herzberg’s Two-Factor Theory of motivation, benefits such as increased salary will decrease employee’s work satisfaction in the long run and motivators such as positive recognition makes employees more productive and committed long term (Herzberg, 2008).
Eco-Insulate would benefit from introducing recognition schemes to stimulate positive change. Day-to-day recognition is the most effective form, this method involves managers providing recognition to employees on a day-to-day basis and should remain a natural interaction and part of the daily routine. By embedding this behaviour from a managerial level, it develops a recognition culture, and employees begin to feel motivated and valued for their work on a regular basis (Forsyth, 2006). HR can provide managers with the tools and guidance on how to provide effective day-to-day recognition to their employees, it should be noted that for this to be effective managers will need to be sincere in their praise (Armstrong and Brown, 2023). 
Another form of recognition that Eco-Insulate could use is through a public recognition scheme. This scheme is used to celebrate achievements through a public announcement, such as ‘employee of the month’ scheme, within an internal newsletter or on an organisations’ intranet. This type of praise can be an effective way to motivate all employees within your organisation, witnessing another colleague receiving the recognition for good work will motivate others to improve their own performance (O’Flaherty, Sanders and Whilans, 2021). 
Formal recognition is another form of recognition that provides employees with tangible benefits such as vouchers, gifts, holidays etc. and can also include team benefits such as meals, parties or outings (Armstrong and Brown, 2023). These benefits are typically awarded during a formal ceremony within large organisations and managers and employees have the opportunity to nominate those they feel deserve the reward. By formally recognising your employee’s achievements this can aid in improving Eco-Insulate’s reputation, overall culture and performance. 
Assess the business context of the reward environment. (AC 3.1)
There are many internal and external factors that could influence Eco-Insulate’s reward environment. One internal factor being the psychological contract between employer and employee of the expected level of performance. This is not a legal binding contract of employment and thus is not tangible, instead levels of performance are based on expectations, beliefs and a mutual understanding of responsibility between the employer and employee. Although this method has been around since the early 1960s it can come with negative implications, for example if a line manager promises development opportunities for those performing at the expected level and does not deliver on this trust will be broken and thus working relationships and future performance will likely be affected (Peters, 2024). This method will only succeed if the relationship remains on the basis of equal exchange, when this is not received the urge to withdraw will follow, for example only providing the senior staff with special incentive schemes but expecting all employees to perform a certain way could be considered unfair (Conway and Briner, 2005).

Another internal factor is the current negative culture at Eco-Insulate, by improving this it will benefit organisation in terms of motivation, recruitment, retention and improving overall performance. Improving culture will need to start from a managerial level, managers should ensure that all employees are shown recognition for their work and performance. Employees are also 4.6 times more likely to perform at their best when they feel listened to, thus effectively and regular communication with your employees is vital for you to thrive (French, 2024).

An external factor that will impact the reward environment is the current labour market, as stated there is a high turnover of skilled and non-skilled workers at Eco-Insulate and this will have an impact on reward schemes, the increased cost for recruitment for workers will take away from your reward incentives and thus will have a negative impact on the reward environment. The CIPD’s quarterly Labour Market Outlook 2024 identifies that within the manufacturing industry, 40% of their current vacancies are considered ‘hard to fill roles’ and this is expected to continue meaning your budget for reward will likely be used to tackle this issue instead of improving your current reward schemes (Cockett, 2024b).

Evaluate the most appropriate ways in which benchmarking data can be gathered and measured to develop insight. (AC 3.2)
Benchmarking can be an effective tool to gather and measure data and allow organisations to develop insight on areas needing to improve. Benchmarking can aid in improving areas such as performance, retention and culture. 

To improve Eco-Insulates’ retention, market pricing can be used to collect data on pay rates for similar hard to fill roles in other organisations and this data can be used to develop and maintain the pay structure to keep up with the competition. Payroll data can be gathered to determine whether Eco-Insulate are paying employees the competitive salary and how to improve the reward packages to drive recruitment (Morris, 2024). For this to be effective, your data must be up to date and accurate, thus reliable sources such as Office for National Statistics (ONS) reports should be used. The data you collect should also be used to implement some sort of change for the better which will in turn benefit your organisation’s overall culture and performance. 

Reward surveys can be used to develop Eco-Insulate’s current benefit packages to improve the organisation’s culture, the CIPD’s Reward Management Survey (2022) gives insight into the variety of benefits offered to employees and assesses the pros and cons of these. Using this data to implement positive changes will benefit Eco-Insulate in terms of performance, motivation and retention. For example, increasing holiday entitlement or introducing pay incentives could attract employees. 

Staff turnover data can help Eco-Insulate understand why it is difficult to retain employees, ONS identifies not only the percentage of turnover within industries but also the national tenure and common reasons for leaving. This data can aid in identifying ‘pull’ or ‘push’ factors that could be avoidable such as lack of reward incentives or better career progression opportunities (Cockett, 2024a). This data is reliable and accurate and when used to make positive changes it could not only improve retention but could enhance your overall organisation’s culture and reputation. 

Explain approaches to job evaluation (AC 3.3) 
Job evaluation involves assessing key aspects of a job such as the pay, responsibilities and overall requirements of the role. Job evaluation processes should assist organisations in developing fair pay structures and identifying career progression opportunities and can aid in creating new roles (Cotton, 2024c). Making decisions on what jobs are worth can be either informal or formal. 
An informal evaluation tends to focus on assumptions and comparisons with similar roles either within the organisation or comparing with others, whereas a formal evaluation will consist of a systematic process that will place a job within a grade of hierarchy, and this will determine how much someone will be paid for that role (Armstrong and Brown, 2023).
 
To make these decisions a process should be followed to ensure consistency and fairness.  
There are two types of job evaluation processes Eco-Insulate could use: analytical job evaluation schemes or non-analytical job evaluation scheme, both will provide all the relevant information to make in depth comparisons and place the job within the correct hierarchy grade. 

Analytical job evaluation scheme breaks down the job to compare the individual components and each component is then ranked to give the job an overall score used to compare and place within the correct pay bracket, this is known as ‘points rating’ (Cotton, 2024c). The advantages of this method are that the job is analysed thoroughly as each characteristic is evaluated in detail before ranking and in doing so can provide a defence against an equal pay claim (Armstrong and Brown, 2023). 
A less common approach can also be used, ‘factor comparison’ which looks at an assessment of the overall factors of the role but does not assign points, the disadvantage of this approach is that less jobs are ranked at the same time and thus can be more time consuming (Amstrong and Brown, 2023).

Non-analytical job evaluation scheme will evaluate the role by looking at the ‘whole job’ rather than individual components. Common methods used are job ranking, which ranks each role based on the performance difficulty or the value of the role to the organisation. Paired comparisons look at each role and compares with one another. Job classification scores each role between 4 and 8 and where a job sits within this range will depend on the tasks performed, experience, skills, competencies and responsibilities of the role and will determine whether a role should be values less or more than another (Cotton, 2023c). 
A non-analytical approach can be quicker, cheaper and thus Eco-Insulate may want to consider this approach when considering job evaluation. 
Explain the legislative requirements that impact reward practice (AC 3.4)
Organisations within the UK must comply with the legal requirements when implementing pay and reward policies, this is to ensure that employees and employers are protected from any unfair pay claims. 

The National Minimum Wage (NMW) and The National Living Wage (NLW) requires employers to pay workers a minimum amount on average for the hours worked. The NMW are for those aged under 21 or an apprentice, the NLW are for those aged over 21. These guidelines are reviewed annually, and employers should update their pay and benefit packages to reflect these minimum requirements (Acas, 2024). 
When implementing reward schemes, Eco-Insulate should be mindful that any deductions or adjustments made should not take wages down to below the minimum wage. For example, when considering salary sacrifice schemes such as cycle to work or childcare vouchers, employers must ensure that employees are paid over the minimum threshold before considering offering these incentives, this will ensure transparency and fairness. 

The UK’s Working Time Regulations (WTR) 1998 sets out the legal requirements in terms of the minimum working conditions, these include weekly working time, break and annual leave entitlement within the UK. Full time employees are legally entitled to 28 days paid annual leave, working hours should be capped at 48 hours per week unless opted out of, an 8-hour working limit within a 24-hour period, 11 hours rest per day, minimum of 1 day off per week and a right to in-work rest breaks (Ayling and Suff, 2024). When offering rewards such as overtime opportunities, Eco-Insulate should ensure that their employees are aware of the ‘opting out’ agreement which allows them to exceed the WTR, without agreeing to this Eco-Insulate will be illegally overworking employees. To ensure compliance for overtime reward schemes it is the employers’ responsibility to have regular reviews with employees and to update policies accordingly to comply with the requirements. 
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