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[bookmark: _Toc174285822]Introduction 
This report will provide Eco-Insulate senior management team with valuable knowledge and understanding of the principles and components of reward and pay and how these might influence organisational, psychological and cultural factors. It will also provide insight of how job evaluation and market rates can be used to ensure fair, transparent and competitive pay structures and reward packages. 
[bookmark: _Toc174285823]AC 1.1 Explain the principles of reward and its importance to organisational culture and performance management. 
The main principle of reward is to recognise the value, performance and contribution of employees in achieving business goals and organisational success. It plays an important role in attracting, retaining and supporting individual and organisational performance by motivating employees (Armstrong & Taylor, 2023). To attract and retain, reward needs to be externally competitive whilst also being consistent, fair and transparent to uphold the psychological contract between employer and employee (Taylor & Woodhams, 2022). When developing reward strategy, consideration should be given to both vertically integrating reward with corporate goals and horizontally with wider people policies (Cotton, 2024).
To enhance the employee experience, reward stretches beyond financial rewards such as pay and benefits and encompasses a ‘total package’ including non-financial reward such as recognition, the work environment and opportunities for growth and development (Armstrong & Taylor, 2022). The concept of total reward recognises the value of intrinsic reward in motivating employees and influencing people's decision on deciding where to work (Taylor & Woodhams, 2022). Following the Covid-19 pandemic, flexibly working options and autonomy became increasingly important to people and influenced the great resignation (Morgan, 2022). This shift calls into questions the effectiveness of financial reward in driving effort and engagement and emphasis how total reward can increase employee satisfaction and organisational performance (Taylor & Woodhams, 2022).
Reward strategies play an important role in shaping organisational culture and managing performance. Aligning reward strategy with the organisations purpose and values drives performance to achieve desired outcomes and encourage good behaviours (Cotton, 2024c). For Eco-insulate to do this effectively, performance criteria must be clearly communicated, and reward applied consistently (Kerr & Slocum, 2005). Reward strategies reflect what organisations stand for, if they’re not seen to be fair or ethical, performance and culture can be negatively affected something that maybe a risk of offering special schemes for senior staff only. 
By recognising the needs of the people, reward strategies can drive engagement by motivating people and stimulate high performance by recognising the value people add and contribution they make (Armstrong & Taylor, 2023). Reward as a component of performance management encourages achievement of organisational goals and contributes to the development of a performance culture.
[bookmark: _Toc174285824]AC 1.2 Assess the contribution of extrinsic and intrinsic rewards to improving employee contribution and sustained organisational performance. 
To achieve high performance, employees must be well motivated. This can be achieved through extrinsic and intrinsic reward. Extrinsic rewards are tangible and external to individuals. They typically include financial rewards like pay and benefits or non-financial rewards like praise or recognition. In contrast, intrinsic rewards come from the work itself such as the degree to which employees feel challenged or interested by their work and have autonomy (Waite et al., 2021). 
The effectiveness of said rewards on motivation and performance has been studied widely and linked to numerous motivational theories (Wietrak et al., 2021) Herzberg’s motivational-hygiene theory suggests that hygiene factors which are linked to extrinsic reward simply satisfy and it is the motivation factors linked to intrinsic reward that motivate people to perform better and increase employee engagement (Waite et al., 2021). 
Armstrong & Brown (2019) suggest that intrinsic reward is likely to be most effective at motivating those who are already self-motivated and helps them perform to the best of their abilities and make valued contributions. However, whilst people want to be challenged, they do not want to be overworked as this can negatively impact contribution (Young, 2024). The reinforcement theory suggests ‘people behave exclusively as a response to external stimuli’ (Wietrak et al., 2021) but its argued that intrinsic reward is has a long-term, deeper influence on motivation than extrinsic reward and therefore contributes to sustained organisational performance (Armstrong & Brown, 2019). 
In contrast, extrinsic reward will see immediate but short-term effect and individual contribution may yo-yo (Armstrong & Brown, 2019). Some even argue financial incentives damage performance (Cotton et al., 2022). According to the reinforcement theory, extrinsic rewards such as financial incentives can effectively motivate employees by rewarding high performance with positive reinforcement from other extrinsic reward such as a bonus (Wietrak et al., 2021). 
Waite et al., (2021) suggests ‘human beings are motivated by different things depending on their individual needs, life stage and context’.  In summary, both intrinsic and extrinsic reward have a purpose and are most effective at motivating people to improve their contribution and achieve sustain organisational success when used in conjunction with one another.
[bookmark: _Toc174285825]AC 2.1 Explain the differences between types of grades and pay structures.
Pay and grade structures provide a logical framework for pay policies to be implemented, help determine where jobs should be placed in hierarchy and provide clear guidelines on how pay can progress over time (Waite et al., 2021).
Broad and narrow graded pay structures have several grades in which comparable jobs of equivalent value are placed and assigned a pay scale. Narrow-graded pay structures are made up of ten or more grades often with incremental points based on length of service (Cotton, 2024a) whereas, broad-graded structures have fewer grades but the salary range within each grade is usually wider (Taylor & Woodhams, 2022). As narrow bands have less range, people usually progress to the top of the grade relatively quickly whereas broad grade structures offer greater scope for progression without re-grading (Cotton, 2024a). 
Pay spines have many pay points covering all positions within an organisation and are more common in the public sector (Taylor & Woodhams, 2022). Progression through the pay points is often determine by length of service and therefore not on the value of contribution people make which may not motivate performance (Waite et al., 2021).
Another formal structure is job families. This approach consists of grouping similar functions together such as finance or maintenance, which are referred to as families. In contrast to pay spines, each family has a different pay structure based on defined skills or competencies which can help manage differences in market rates (Waite et al., 2021). Whilst job families define clear career paths which can intrinsically motivate employees it can discourage lateral career development (Armstrong & Taylor, 2023).
There are more informal structures such as spot rates which are popular for being transparent and straightforward to apply (Waite et al., 2021). With this type of structure, individual jobs are assigned a specific hourly or annual rate regardless of effort or experience which can be demotivating or cause frustration for longer-serving employees and negatively impact turnover which Eco-Insulate want to avoid.  Spot rates can be assigned to a person which then allows perceived value of the individual to be reflected (Armstrong & Brown, 2019). Some employers may also assign individual salary ranges to a specific job or employee which builds on individual spot rates and allows for some form of progression (Cotton, 2024a).
Determining the approach to take will depend upon what Eco-Insulate want to achieve. Formal structures allow pay practices to be controlled and monitored whereas informal approaches provide more flexibility but can result in unjustified pay inequalities and consideration  must still be taken to ensure the pay management process helps recruit, retain and motivate (Armstrong & Brown, 2019).
[bookmark: _Toc174285826]AC 2.2 Explain how contingent rewards can impact individual, team and organisational performance. 
Contingent reward focuses on rewarding employees for their performance or achievements. Organisations may take different approaches to contingent reward, but strategies often link pay progression to different variables such as, length of service, individual competencies, market rates, acquisition of new skills or specific qualifications or performance (Cotton, 2024a). 
[bookmark: _Int_QYL45leo]Contingency reward can impact upon individual performance by providing incentive to perform to the highest level (Cotton, 2024a). Individuals are more likely to feel enthusiastic and positive when they are striving towards a goal (Xenikou, 2017) therefore, setting clear objectives that align with reward can encourage individuals to take accountability for their performance and behaviour, giving them a sense of purpose and motivation to perform well. This is something Eco-insulate could consider to encourage employees to perform at expected level. Approaches to contingent reward can have different impacts for example, individual bonuses immediately impact motivation and keep people motivated as they must be re-earned as opposed to pay increases (Armstrong & Taylor, 2023).
Linking pay to team performance can help foster a culture of collaborative working (Cotton, 2024a). Working together towards a shared goal can improve team effectiveness by encouraging cooperative behaviour, multiskilling within teams and influence less effective performers to improve to meet team standards (Armstrong & Taylor, 2023). However, if low performers do not meet said standards, higher performing individuals who put in more effort or perform better may feel they are not fairly rewarded which can cause tension within a team and negatively impact team performance. 
At organisational level, contingent reward can ‘enhance engagement and commitment and convince employees that they have a stake in the business’ (Armstrong & Taylor, 2023) which can increase employees' investment in achieving individual and organisational objectives.  Contingent reward can help Eco-insulate attract top talent and improve retention, reducing turn over and associated cost however; to positively impact organisational performance, reward must be fair, free from unlawful bias and align with organisation goals and culture (Cotton, 2024a). Aligning reward with strategic objectives can contribute to high performance culture and overall organisational success (Taylor & Woodhams, 2022).
[bookmark: _Toc174285827]AC 2.3 Explain the merits of different types of benefits offered by organisations. 
Benefits are offered by employers for several reasons, whether that be a requirement by law, to be competitive in the market, to retain employees or give some measure of health or financial security (Cotton, 2024). The value of different types of benefits will vary between individuals hence why some organisations offer flexible benefits packages which allows employees to tailor their benefits to meet individual needs (Cotton, 2024).
Certain types of benefits are required by law as minimum such as the rights to paid time off for maternity, paternity and bereavement leave, sickness and holidays (Cotton, 2024b) but offering enhanced leave or pay on top of these statuary rights can provide greater financial security for employees (Waite et al., 2021). Financial wellbeing has become increasingly important, particularly during the cost-of-living crisis and offering financial benefits can help reduce employees risk of mental and physical illness related to money worries and therefore help reduce absenteeism and improve engagement (Suff, 2019). 
[bookmark: _Int_GCzoWVxP]Organisations may offer health care and risk benefits to ensure employee welfare and productivity (Cotton, 2024b). This may include gym memberships, private medical insurance or dental insurance offered at discounted prices as part of a voluntary benefits scheme. Whilst the employer must invest time negotiating deals with providers, it doesn't cost anything to the employer (Armstrong & Brown, 2019). Investing in employees wellbeing is likely to improve the psychological contract and increase resilience (Suff, 2024) which could benefit Eco-Insulate by reducing turnover.
Flexible working benefits have become a powerful recruiting tool for attracting talent. This may include offering options such as compressed hours, regular or occasional home working and late starts or early finishes. Allowing employees to have control and make their own choices regarding working pattern promotes autonomy and builds trust whilst fostering a culture of equality, diversity and inclusion (Campbell, 2024).
Overall, benefits can increase employee engagement and commitment to the organisation however, the benefits offered and the effectiveness of them will depend upon what Eco-Insulate desires to achieve and what the workforce values (Waite et al., 2021).
[bookmark: _Toc174285828]AC 2.4 Explain the merits of different types of recognition schemes offered by organisations. 
Informal recognition refers to the day-to-day praise or acknowledgment employees receive from managers for their efforts or contributions made. This may be something as simple as ‘well done’ or ‘thank you’ but employees that feel supported and trusted by their managers are more likely to be engaged (Urquhart, 2022). Supporting and acknowledging contributions at Eco-insulate could encourage employees to take ownership of their work and strive to do their best, increasing productivity and organisational performance. Whilst informal recognition often comes from line managers, Gallup (2024) found that the most memorable recognition comes from high level leaders such as the Managing Director, something Eco-insulate should bear in mind. 
Recognition is often non-financial and rewarded to reinforce effort, desired behaviours or achievements. Building on verbal recognition from managers, it can take the form of public announcements in the company newsletter, on the intranet or on notice boards. With reference to the social comparison theory, recognition enables employees to positively compare themselves to others which builds self-esteem, makes them feel good and drives motivation (Cotton et al., 2022). Rewarding individual performance publicly can also have a knock on-effect, increasing motivation of other Eco-Insulate employees (Cotton et al., 2022).
Formal recognition schemes can boost engagement and morale. A survey by XpertHR (2013, cited Ecclestone, 2013) found the most common rewards for formal schemes include certificates and plaques or retail and gift vouchers, with median value of £50. Cash rewards are widely thought to effectively influence behaviour through increased motivation to work harder and subsequently perform better (Cotton et al., 2022). However, Cameron et al., (2001) suggest that financial incentives must be directly linked to performance standards to avoid negatively impacting intrinsic motivation. 
Schemes such as employee of the month can also be implemented to celebrate and recognise an employee who's excelled in their role. It can help employees feel valued, boast morale and create health competition by giving a common goal to strive for (Laser Crystal, 2024). The process relies on nominations from colleagues or managers however, there is risk that certain employees are nominated so that everyone ‘has a turn’ (Waite et al., 2021).  
If Eco-insulate wish to implement formal recognition schemes, there needs to be clear, measurable objectives and rules laid out that all employees are aware of to achieve desired outcomes and stimulate positive change (Altrum, 2024). If recognition schemes match employees needs and expectations, they are 56% less likely to seek new job opportunities (Gallup, 2022).
[bookmark: _Toc174285829]AC 3.1 Assess the business context of the reward environment. 
The reward environment is influenced by both internal and external factors. Labour market trends affect how competitive the reward environment needs to be therefore, Eco-Insulate needs to be aware of current trends when making reward decisions. For example, post-pandemic, labour market turnover rates rose, and the market tightened which may have seen an increase in pay rates due to skill shortages and to maintain competitive advantage (Taylor & Woodhams, 2022). Tight labour markets in recent years have also driven changes such as return of sign-on bonuses and job family structures (Armstrong & Taylor, 2023). Not only is there risk of discriminating against current staff by offering increases and bonuses to new recruits, now with lower attrition rates predicted in 2024 (CIPD, 2024b), pay and benefits may not need to be as generous to remain competitive. Whilst labour market trends do need to be considered, reward practice must remain fair and transparent. 
Internally, the organisational culture can impact the reward environment. If Eco-Insulate wants to achieve a high-performance culture, the expected level of performance needs to be widely communicated and understood with reward strategies aligned to organisational goals and tailored to motivate and drive performance such as performance-related pay or target-related incentives (Cotton, 2023a). However, achievement of performance targets must be fairly assessed and shouldn’t compromise team performance (Waite et al., 2021). Employees within the private sector are more likely to be motivated by performance-related pay (CIPD, 2016) so with no incentive scheme at present, Eco-Insulate are unlikely to achieve the desired level of performance. 
The financial circumstances of an organisation will also impact upon the type or level of reward that can be offered. The current rates of inflation and cost of living crisis has put pressures on organisation to increase pay rates to stay attractive (CIPD, 2024a) but smaller or medium size organisations like Eco-Insulate may not be able to compete with these pressures or rates larger organisations can afford. This may influence the development of attractive non-financial reward packages that are more cost effective and focus on intrinsically motivating employees. It's important that the value added by the reward outweighs the cost (Armstrong & Taylor, 2023).
[bookmark: _Toc174285830]AC 3.2 Evaluate the most appropriate ways in which benchmarking data can be gathered and measured to develop insight. 
Market rate analysis can be conducted to assess external competitiveness by gathering data from various sources on the pay and reward packages offered by competitors (Taylor & Woodhams, 2022). Sources of data include salary surveys, industry reports, government statistics, payroll data and recruitment advertisements. 
Payroll data can be gathered in various way such as pay clubs, salary surveys or consultant’s pay data bases. According to XpertHR (2021 cited in Cecil-Hutton, 2021) 94% of organisations use salary surveys for reward benchmarking. Data from salary surveys is a useful indication of going rates for specific occupations or localities however, there is limitation due to problems with like for like comparisons (Cotton, 2024d). There are payroll companies that use payroll records to aggregate salary data so that employers can simply search off a job title (Cullen et al., 2023) however, some job roles are so specialised there may not be an external comparator which can compromise the accuracy of data (Cotton, 2024d). They can be highly tailored to specific industry but can be expensive (Armstrong & Brown, 2019). Pay clubs allow groups of employers to exchange pay data. They are useful for precise job matching however, access is limited to members only so sample size may be too small (Armstrong & Brown, 2019). 
The office of National Statistics (ONS) produces an annual survey of hours and earnings for weekly, annual and hourly measures which can be accessed freely online. Official results are published once a year so data can quickly become outdated (Armstrong & Brown, 2019). The survey provides median earnings which is useful for benchmarking (Taylor & Woodhams, 2022) and estimates of breakdown for different industries or occupations are available but are subject to sampling error and don't account for differences in qualifications or seniority of employees that may affect earnings (ONS, 2018). 
Recruitment advertisements provide readily accessible data and can be helpful to compare reward and benefits packages with competitors, but reward packages are not always listed (Cecil-Hutton, 2021). According to Armstrong & Taylor (2023) ‘advertisements are useless’ and information can be misleading. 
Data gathered can be quantitatively analysed and used to benchmark against Eco-Insulates own reward packages or identify trends which provides valuable insight to make informed decisions regarding reward packages to stay competitive.
[bookmark: _Toc174285831]AC 3.3 Explain approaches to job evaluation
Job evaluation can help Eco-Insulate determine the value of a job whilst ensuring pay is fair and competitive (Cotton, 2024d).   
Formal job evaluation schemes focus on achieving internal equity through systematic analytical or non-analytical methods (Armstrong & Brown, 2019). An analytical approach involves breaking jobs down into different factors for objective assessment. As a manufacturer, Eco-Insulate may identify factors such as qualifications & knowledge, working conditions or technical skills. 
Analytical methods used may be points rating or factor comparison. With a points rating, each factor will be broken down into weighted components and the total number of points awarded will determine the job's value (Cotton, 2024d). The factor-comparison method is not points based instead, jobs are evaluated on individual factors against a graduated scale and placed in hierarchy relative to benchmark jobs (Hatton-Gore, no date). Although timely to implement properly (ACAS, 2014) an analytical approach helps provide defence against equal pay claims whereas a non-analytical approach does not (Taylor & Woodhams, 2022).
Non-analytical approaches compare whole jobs without breaking down into separate components using methods such as job ranking, job classification or paired comparisons. They’re often used as a quicker and cheaper method to broadly assess jobs (Cotton, 2024d). Job ranking places jobs in order of importance, difficulty or value whereas job classification places jobs in pre-determined grades based on the skill, experience or competencies required. Paired comparison involves comparing jobs in the organisation with one another to determine the order of ranking (Hatton-Gore, no date). 
Levelling, as the term suggests, involves defining levels of work based on a factor such as decision making and then assigning jobs into each level for pay determination. Levelling results in structure hierarchy and can be used for more meaningful purposes such as talent management or and career mapping (Armstrong & Brown, 2019). 
Informal approaches base decisions on assumptions about a job's market value or by comparing it with other jobs in the organisation. Extreme market pricing relies solely on obtaining information about market rates to inform decisions on internal rates of pay. It is common practice in medium size organisations like Eco-Insulate and where robust market data is available, this approach can help stay competitive and improve retention, but it doesn’t satisfy equal pay legislation (Armstrong & Brown, 2019).
[bookmark: _Toc174285832]AC 3.4 Explain the legislative requirements that impact reward practice
To ensure reward schemes don't breach employees' statutory rights Eco-Insulate should be aware of the legislative requirements that impact reward practice.
Regardless of how pay is determined, all employees must receive at least National Minimum Wage (NMW) or National Living Wage (NLW), depending on their age (National Minimum Wage Act 1998). For employees aged 21 and over the NLW is £11.44, for employees aged 18-20 the NMW is £8.60 and £6.40 for employees under 18 years of age and apprentices (ACAS, 2024). If Eco-Insulate wish to offer benefits that involve salary sacrifice schemes, consideration must be taken to ensure salary sacrifice deductions do not take employees cash earning below NMW rates (UK Government, 2021). In accordance with the Employments Right Act 1996, any deductions from pay must be included on an itemised payslip.
Eco-Insulate must also ensure that men and women doing equal work receive the same pay and benefits in line with the Equality Act 2010. This applies to other contractual terms such as holiday pay, annual leave allowance or performance related bonus (ACAS, 2024b). Equal work can be like work, work related as equivalent or work of equal value and applies not only to sex but any other protected characteristic. For reason explained in AC3.2, determining pay with job evaluation schemes can be beneficial as pay discrimination can not only be a financial burden to organisations but also reputationally damaging (Cotton, 2023).
If Eco-Insulate has over 250 employees, they must report their gender pay gap which compares the average pay of men and women across an organisation (Cotton, 2023). Analysing this data can help make informed decisions about fair and transparent reward practices. Whilst a gender pay gap doesn’t necessarily result from pay discrimination, it can be a factor along with length of service or male: female rations in senior management teams (Taylor & Woodhams, 2022). Pay progression or reward linked to length of service can influence an organisations gender pay gap as women are generally more likely to have time away from work for child or other caring responsibilities (CIPD, 2024). Offering childcare of flexible working benefits to guarantee women have equal opportunities for growth and progression.
[bookmark: _Toc174285833]Conclusion 
There are a variety of approaches Eco-Insulate can take towards reward and pay to improve retention and positively change the performance and culture of the organisation. The most important factors to consider are what do Eco-Insulate want to achieve, what are their goals and values as this needs to be reflected in reward packages offered to reinforce desired behaviours, drive performance to the desired level and achieve overall organisational success. 
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