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AC 1.1: 
The relationship between the rewards which employees value and the rewards which motivate them, is complex and contextual. Appropriate and relevant reward principles are vital for the culture and performance management of an organisation.
According to Armstrong (2024), all organisations have reward philosophies of some kind, as over the years they have dealt with reward in ways that work with their values and beliefs. This influences how employees are rewarded because of those traditional values.
The Total reward approach encompasses all aspects of work that people value – pay and financial compensation, benefits, work-life balance, performance and recognition. The aim is to achieve a better balance between the needs of the employee and those of the organisation. (Cotton et al., 2022)
Intrinsic rewards are contextual – psychological rewards;  tasks are performed because they are enjoyable and fulfilling, receiving praise and satisfaction in meeting targets. 
Extrinsic rewards are external factors - pay, bonuses and benefits, where we perform tasks in order to meet targets and incentives. (Hajduk, 2017) (Cotton et al., 2022).
In order to attract, retain and motivate employees, an organisation needs to consider reward in terms of both extrinsic and intrinsic rewards – a total reward scheme to include regular reviews of pay and benefits that works to both attract and retain employees, together with non-financial rewards that might influence psychological and cultural factors within the organisation. (CIPD, 2022)
Guiding principles can provided a basis for reward strategies, to develop and apply organisational policies to cover aspects of reward such as fairness and consistency. Fairness in how employees feel they have been treated, when they believe that their contributions are rewarded fairly and consistently in line with their colleagues. (Armstrong & Brown, 2024).
A transparent approach ensures that employees both collectively and individually understand the basis of the reward system within the pay structure, as well as how pay rates and financial incentives are determined, and how rates of pay are reviewed.
A good reward strategy will recognise the value of all employees, not just those who consistently achieve, and be correctly aligned with the goals and values of the organisation, striving to achieve equal pay and to reduce diversity and disability bias. Knowing what culture and performance an organisation expects from their employees – that is, aligning the strategy with the business objectives (market alignment).
Reward packages are most effective when they meet the needs of employees, and the organisation’s purpose, culture and performance. An employer which neglects to recognise the need to apply any form of reward structure for their employees is one which will struggle to retain and attract new workers.  (CIPD, 2021).


AC 1.2: 

Reward systems are crucial in influencing employee behaviour and organisational results.  Without a competitive reward structure, it may be more difficult to attract new talent and lead to a loss of staff who feel devalued and unsupported.  High turnover leads to higher costs of recruitment and training, and loss of trained, experienced staff leads to loss of organisational knowledge. 

Total reward schemes can include both extrinsic and intrinsic rewards. The type of reward scheme an organisation builds depends on what they hope to achieve. Motivation of employees is an important factor in the overall performance of an organisation for staff to work harder and meet targets. Motivation can be extrinsic or intrinsic, related to factors such as pay, bonuses and benefits or recognition and praise for good performance and individual achievement. (CIPD, 2023).

Extrinsic factors are a vital consideration, as when these are considered insufficient by employees, motivation will significantly decrease. The Equity theory (Adams, 1965) discusses whether employees feel like they are being paid fairly - with the emphasis on ‘feel’. The theory is drawn from principles of social comparison and the perception of fair treatment and justice – suggesting that how hard a person is willing to work is built on comparisons with the people around them. 

Adams outlines three distinct reactions to perceived pay equality and inequality – Pay equality – the employee feels satisfied.  Overpayment inequality – the employee can feel lucky, or guilty, or a mix of both. Underpayment inequality – the employee feels let down, angry, frustrated - this can lead to lack of motivation – tardiness, absence, whilst overpayment can be the opposite – working longer hours, dedication to their role, highly motivation levels. (Taylor & Woodhams, 2022).

Employers should ensure they are paying employees fairly – but as perceptions are often based on ‘other’ factors, there are other things they can do to improve the perceptions of equality. Regular one-to ones with line managers, ensuring that performance reviews are conducted correctly, fairly and are measurable, clearly showing how pay and reward is linked to performance.

Intrinsic rewards are equally as important as extrinsic rewards in affecting motivation and can be easily built into day-to-day work starting with simple communication strategies, wellbeing offerings, flexible working.  We all share similar intrinsic factors in wanting to feel ownership of our working and personal lives and the desire to be in control and be connected to others around us.

Vroom’s (1964) Expectancy theory - defined as behaviour motivated by consequences or anticipated results – we decide to behave in a particular way based on what we think will result from that behaviour – e.g, a person working harder because they believe that extra effort will subsequently be rewarded. Therefore, people will make choices in considering how they think the expected results of a certain behaviour will align with or meet the desired results. Expectancy: whether or not performing in a particular way will lead to a measurable outcome. Instrumentality – whether or not such an outcome will lead to a reward. Valance – whether or not that reward is valued.  (Taylor & Woodhams, 2022), (Kurt, 2022).

Senior management support and team dynamics should be inclusive, positive and constructive, clear delegation of power through line management and teams. Provision of incentives for employees to feel motivated to meet structured timelines. Opportunities to upskill and train employees, helping them to develop their skills, interests and talents.
A successful rewards scheme will combine both extrinsic and intrinsic rewards to motivate employees - driving improved performance and engagement, leading to sustained organisational performance.




AC 2.1: 

Understanding pay structure is key for tackling issues in an organisation. The Reward Management Survey finds that 67% of employers use a pay structure (CIPD, 2021).  Pay structures allow an employer to assign a basic pay level or rate and a pay range or scales to a job role, allowing for wage progression, and should be used to ensure that staff are paid fairly and equitably in a way which does not discriminate. It can also help to encourage appropriate behaviours and performance in an organisation. (Unison, 2023).

Formal pay structures:
Broad-graded pay structures are made up of a small number of wider pay bands (four or five) and are designed to provide flexibility in pay grades. Although base rates for job roles are usually determined through job evaluation (JE) schemes, the emphasis in a broad-banding structure is often shifted on evaluating the individual’s competency, skills and career development. They can help counter ‘grade drift’ as there’s greater scope for individuals to progress further, without the need for regrading.

Multi graded (or narrow-graded) pay structures are predominantly found in the public sector and comprise of many grades (between 10 and 18), with jobs of similar worth slotted into each band. Progression through the band comes in incremental increases linked to service length – eg annually incremental increases. Because grades are narrow, most people reach the top of their range quickly. However, this can lead to demands for upgrading and cause 'grade drift' (jobs being ranked more highly than justified). (CIPD, 2022).

Broad-banding uses fewer levels of bands, typically four or five, allowing for greater pay flexibility than narrow-graded structures. Usually there is no pay progression limits within each band, partly to counter the concern of equal pay, with reference points placed between each level, perhaps splitting these grades further into 2 or 3 segments. Typically, this structure allows for continual pay progression within each band, removing the need for frequent re-grading or promotion reviews. However, there is need to be careful over equal pay and other discrimination issues, should one protected group find it harder to reach maximum pay levels than others. (CIPD, 2022).

In contrast, a job family pay structure is a group of jobs with similar characteristics and duties, although with varying levels of competency and skill. This pay structure usually has six to eight levels, with separate pay grades and pay spines for different families (e.g. one for HR staff, one for IT staff). Job family pay structures may be used by organisations that employ specialist groups of staff as they can assign higher rates for highly sought-after workers. These structures seek to group jobs operationally or functionally – eg ICT, HR, whilst often keeping career levels on the same level – eg administrative support within each team, so providing a solution to the problem of equity whilst ensuring responsiveness to the market. (Taylor & Woodhams, 2022).

Informal pay-structures may not meet the strict definition of a pay structure, because these can be classed as unstructured arrangements.

With spot rates, employees are paid a single hourly, weekly or annual rate of pay which is linked to a specific job. These are often based on a market-based pay system that links salary levels to market rates. This is mainly found in smaller organisations where there are fewer roles, and a limited number of pay levels. Regardless of performance, it is difficult to progress as employees are deemed to be earning the market rate, so pay increases for the employee would only ever depend on a general increase of market pay levels. The drawback with using spot rates is that it leaves no scope for progression or incentive, which can in turn lead to lower morale and decreased productivity.

Individual job grades - similar to spot rates, but employees are employed on individual pay ranges, allowing for some form of pay progression. Implementing an individual pay range holds more advantages than keeping employees on spot rates, with potential for improved morale and productivity, as it would give employees the ability to progress through the range.

Organisation size is an important consideration when assessing a suitable pay structure, it is important to have a transparent pay and reward structure that employees can progress through as they meet targets and grown in knowledge and skillset – otherwise motivation may decrease leading to feelings of inequality and ultimately, loss of staff and skills/knowledge. (Jeffrey, 2019).




AC 2.2: 

The concept of how contingent rewards shape employee behaviours and organisational outcomes is essentially focused around two considerations (what do we value?), and (what are we prepared to pay for?). All competency-based pay approaches link pay to some form of variable – e.g. performance, but as an organisation we can choose our own approach to the structure of our reward offering.

Individual impact: Performance-related pay (PRP) objectives include encouraging a higher level of performance by linking performance to pay; motivating employees to meet and exceed targets by linking their salary to their work performance. PRP can send a clear message to employees about what is required from them and how they will be rewarded. Burt (2017) found that PRP was the only type of contingent pay to show a positive impact on all three staff attitudes (job satisfaction, commitment and trust in management), however it was also associated with patterns of intense working, offsetting the positive impact on employee attitudes as well as causing work-related stress or poor wellbeing. (CIPD, 2022c).

Team impact: A CIPD review (2022), suggested there is strong evidence to show that team-based incentives do more to drive performance than individual incentives. Employees like to be recognised for their collective achievements rather than being singled out for individual praise, and rewards are an opportunity to emphasise the need for positive team behaviours, like support and collaboration. However, it was noted that employees still enjoy seeing their individual contribution recognised. (CIPD, 2022a). 

Organisational impact: Unison (2024) writes that PRP can lead to employees competing for pay awards rather than supporting teamwork and better service delivery. In a team structure, PRP can create a negative dynamic with unhealthy competition and silo-working with the desire for financial reward greater than the need for team harmony. Research from the CIPD (2022d) indicates that linking pay to both individual and team achievements may be better than focusing on one or the other. The competitive nature of individual reward could cultivate a negative team dynamic, unless the reward is linked to the team achievement rather than a single individual. 

PRP can embed a high-performance culture across an organisation, clarifying objectives and engaging employees more directly with the organisational goals. It can assist with addressing recruitment and retention problems, while also attracting strong candidates, retaining high achievers and losing low achievers - it establishes greater fairness in the treatment of staff by providing a tangible reward for those who put in greater time and effort to their work and is an effective way of dealing with poor performance. 

The Equality and Human Rights Commission warn: “PRP rewards employees differently for doing the same job, which can increase the risk of unequal pay between men and women” (EHRC, 2020). Inevitable variations in the grading of staff by different managers can lead to perceptions of unfairness and resentment among employees, and it is less likely that employees will want to admit to training and development needs. (Unison, 2024).









AC 2.3: 

Employee benefits offer ways to encourage wellbeing, achievement, skills growth, motivation and organisational values.  Benefits can be used for retention and attraction; when an organisation is experiencing high turnover of staff. Introducing a carefully considered benefits package can help staff to feel encouraged and supported by their employer. When looking at benefits we can explore these within the following categories - financial and performance-related, wellbeing and security and work life or developmental benefits. (CIPD, 2022e).

Financial schemes can include family-friendly benefits such as discounts from various retailers, subsided gym membership, and salary sacrifice schemes such as cycle-to-work. Insurance coverage such as discounts with particular providers. Though attractive, they may not be relevant to all employees; however, the wellbeing value and motivation to the employees is especially helpful for retention.

Signposting employees to internal sources of help – eg Payroll, HR support, as well as signposting to external sources – eg Citizen's advice, mental health support,  demonstrates to employees that their employer is invested in their workforce and in turn promotes a positive reputation for the organisation. (CIPD, 2023).

Wellbeing and security. It is a legal requirement in the UK to provide a workplace pension. Although it is the one of the costliest parts of a benefits package, many employers do not consider the value of a pension to their employees. Whilst non-contributory pension schemes don’t allow an employee to make any contributions, providing a contributory pension scheme allows the employee to choose how much they want to pay in each month. The merit of the contributory scheme is a reduced cost to the employer, whilst helping to attract and retain talent, reducing employee turnover, and fostering loyalty within the workplace. 
Although certain groups of employees may not feel motivated by pensions, they are a merit because they are a structured, tax-efficient way to build long-term retirement security, and a key advantage includes employer contributions (often referred to as ‘free money’). (CIPD, 2022f) (GOV.UK 2018), (Taylor & Woodhams, 2022).

Larger organisations often provide access to Health and Wellbeing support to include Welfare Officers, Counselling, Physiotherapy.  Hosting mental health and wellbeing days to engage with employees on mental health. Employees who feel supported and valued at work will feel encouraged and positive in their work which will support and positively reflect on the organisational values.

Work-life / developmental. Learning support benefits can include course discounts, access to training courses to allow employees to learn new skills. Dedicated learning support within an organisation can encourage employees to improve their knowledge and skills.  This is a merit particularly to employees with none or little formal education, or for progression to the next pay grade.  The merit to the organisation is training their employees and retaining that talent and knowledge. (CIPD, 2022e).

It’s important to have a package of benefit offerings for employees – both financial and non-financial. It promotes wellbeing and supports the organisation values. It demonstrates to employees that the organisation has a vested interest in their wellbeing and development, and in return can help an organisation to both retain existing talent and attract new talent.  (Taylor & Woodhams, 2022).


AC 2.4: 

Recognition schemes matter for motivation and organisational performance, and recognition can fuel an employee’s desire to work hard and accomplish, knowing they will be recognised for it; in turn creating a valued and motivated working environment. (CIPD, 2022g)

Formal recognition schemes which involve public recognition and/or financial rewards boost morale and job satisfaction, typically involving structured programs or events that are planned, budgeted, and aligned with organisational objectives. This type of recognition follows specific guidelines to ensure consistency across the organisation. 

Examples of formal schemes include employee of the month, annual award celebrations, milestone celebrations and performance-based bonuses – financial rewards tied directly to an employee’s performance or achieving specific organisational goals. The merit of a formalised scheme includes visibility and prestige for the employee – recognition in front of their peers and leadership. Consistency and fairness – being clear definition ensures fairness and avoids bias, motivators for high performance – rewards can drive employees to achieve more.

Formal recognition tends to be a scheduled process capturing major achievements, so day-today achievements are best captured by informal recognition. This is a spontaneous process, personal and is a more flexible way to express appreciation for the efforts of an employee.  It can be a day-to-day approach in the form of a ‘thank-you’, a thumbs-up, team shoutouts, handwritten notes and more, ideal for providing appreciation, fostering positive relationships and is cost-effective to the organisation as there are no formal events involved. (Taylor & Woodhams, 2022).

Organisations should aim for a balance between formal and informal recognition approaches. Each caters to a different circumstance and need – some employees may not like being in the limelight and prefer informal recognition, whilst the unmotivated groups may benefit from a public recognition approach or regular informal motivators.  (CIPD, 2023a).

Consider cash versus non-cash recognition. Cash awards provide tangible rewards for achievements, whilst non-cash awards offer personalised appreciation.
Spot Bonuses can be immediate, small monetary rewards (e.g a coffee or lunch voucher) for extra employee effort. The non-cash approach can be anything non-financial to help motivate and recognise minor achievements. (CIPD, 2022g).

The benefits of recognition schemes include increased engagement – when we recognise the achievements and hard work of employees - even minor day-to-day successes, they are far more to be engaged and want to come to work. Higher retention – employees who feel seen and valued are less likely to leave.  More productive, leading to improved performance, and the culture of the organisation will strengthen, fostering a supportive, positive work environment.  (PeopleManagement, 2023).


AC 3.1: 

It is important to understand factors which affect reward strategies and practices. Each organisation is faced with several internal and external factors that affect the way the reward system is structured and managed.  A number of factors can influence an organisation, and reward management schemes include economic (interest rates and inflation), social (culture, demographics), political and technological factors. 

External factors that could affect reward strategies include globalisation, rates of pay within the industry and competitors pay rates and the economy. Societal factors, legislation and Trade Unions play an important role and may push organisations to take particular decisions.

A CIPD report examined reward during the cost-of-living crisis and the importance for employers to regularly review their reward approach to ensure it is fit for purpose. Employers should look at external factors such as the national minimum wage and cost of living increase to ensure their employees are being paid a living wage. If it’s not possible to increase employee pay as much as the rise in inflation, consider other options to reduce the impact of inflation on earning for lower paid employees. Support with childcare, flexible working, time off for dependants, subsidised childcare.  Assistance with travel to work costs, cycle to work or car-share initiatives.  Food and retail vouchers to support those struggling and their families. (CIPD, 2021).

Increasing skills and experience to allow progression to higher grades or reviewing diversity groups to ensure pay is fair across all employee groups. Reviewing financial wellbeing and examining the current rewards packages – are they offering support and guidance to employees and signposting them to resources to assist.  Employees who feel supported by a financial wellbeing programmes feel more focused on their roles and will be more engaged at work.

Internal factors which directly shape reward strategies include organisational culture, employee demographics, financial capacity and organisational strategy. 
Talent management – recruitment, retention and promotion may influence salary levels and non-financial rewards, whilst employee relations and the ‘psychological contract’ are the unwritten expectations of staff regarding fairness, recognition and trust from their employer. The use of JE to ensure fair pay comparison between roles across the organisation.

It is crucial for an employer to consistently review pay structure and reward packages against their competitors, though this may be difficult in a smaller market with limited comparison nationally. Each element of the organisational strategy feeds into the values and goals with both the external and internal factors affecting the reward scheme.




AC 3.2: 

Benchmarking is crucial for organisations striving to stay competitive in today’s dynamic market. Benchmarking allows organisations to compare their practices against industry standards and ensure they’re on the right path, which supports effective recruitment and employee retention strategies. If there is accurate data, organisations can take decisive actions that enhance overall business performance. There are two types of benchmarking: Internal and external.  (Farrand, 2023).

External benchmarking sources like government surveys are useful. The Office for National Statistics (ONS) - UK provides comprehensive data through the Annual Survey of Hours and Earnings (ASHE), and Labour Force Survey (LFS) providing a key source for employment, unemployment and economic labour rates.  Government surveys are a critical tool to compare performance processes and workforce metrics – by using this authoritative data, organisations can identify best practices and set realistic reward targets tailored to their industry sector. One of the most common external metrics to examine is salary benchmarking, which helps an organisation to understand how their compensation package compares to the wider market. CIPD. (2023c).

For an organisation such as ours we would look at industry-specific reports such as through the Business Register and Employment Survey (BRES) which provides official employee and employment estimates by geography and industry. In reviewing this data, it would be necessary to ensure it is relevant for the sector and organisation size, as well as the geographical location. 

Internal benchmarking involves comparing HR metrics and practices within our own organisation, such as payroll data or job evaluation outcomes. The benefits of reviewing internal data are that can give a snapshot of accurate and specific data within the organisation, though limitations of this can be subjectivity or a narrow focus limited to the data the organisation collects. By identifying the best practices within our organisation, we can replicate successful strategies across departments, leading to overall improvement. (CIPD, 2023)

In the initial stages of considering introducing benefits and a rewards package, internal data may be limited in terms of relevant data for rewards, therefore external benchmarking would be beneficial in examining data for the industry and geographical areas, and find an appropriate starting point to bring together a beneficial rewards package to specifically focus on retention and attraction. 






AC 3.3: 

Job evaluation (JE) is typically used when determining grades within a pay structure, to ensure a fair pay system and comparing pay rates against the internal or external job market.  It’s defined by Acas as” a method of determining on a systematic basis the relative importance of a number of different jobs, while avoiding discrimination and bias”.
The differences between formal and informal approaches to JE schemes lie in the processes used to determine a job’s relative worth using formal, structured methods such as scoring factors for characteristics, or informal subjective approaches like ranking or intuition. Formal schemes ensure a consistent approach, are often analytical and avoid bias - which is vital for larger organisations.  Informal methods are non-analytical and often adopted by smaller businesses. (ACAS, n.d)
Analytical (formal) schemes are where jobs are broken down into their core components (factors) such as knowledge, skills, responsibility, physical demands and responsibility - this method can offer greater objectivity in assessment as the jobs are broken down in detail with point factors. Each factor is assessed separately, and points are allocated according to the level needed for the job. The more demanding the job, the higher the points value. Care is needed to avoid potential discrimination e.g. when high scoring physical strength.

Non-analytical (informal) schemes are less objective than analytical schemes, but are often cheaper, faster and simpler.  Methods used by employers are job classification – where an agreed number of grades are determined based on tasks performed, skills, competencies, responsibility, skills and initiative. Job ranking in order of importance or level of complexity – or by their value to the organisation. Paired comparisons compare each job in turn with another; however, this is more time consuming as each job is considered separately.

Employers, particularly in medium to large organisations, are more likely to adopt the analytical scheme as they help to provide a defence against equal pay claims. Acas recommend including a gender equality impact assessment which is a mechanism for determining whether the proposed new grading and pay structure is free from gender discrimination. Formal methods are generally preferred for consistency and legality. (CIPD, 2022h).





AC 3.4: Explain the legislative requirements that impact reward practice.

Legislative requirements in the UK play an indispensable part in shaping and determining reward practices, regardless of the size of an organisation.  Legislation demands that employees are compensated fairly and equally for their work, and that rewards are distributed transparently and fairly. These requirements impose strict obligations regarding reward practices, specifically within payroll administration, income tax and employee transparency. 

Pay equality and minimum standards - the National Minimum Wage act is the law that governs the minimum hourly rate that all employers must pay to their employees – the goal of this act is prevent exploitation and ensure that all employees are paid fairly. (Acas, 2025).

Pay statements: Under the Income Tax (PAYE) Regulations 2003, employers are required to provide workers with itemised payslips from their first day of work.  These must include a detailed breakdown – gross pay, net pay and a breakdown of any fixed and variable deductions.  Variable hours – if their pay varies based on time worked, the payslip must outline the total number of hours worked within the pay period. Transparency – deductions must be lawful covering PAYE, NI or any written agreement deductions such as salary sacrifice and pension.
Income tax and National Insurance Contributions (NICs).  Employers must comply with the HMNRC regulations ensuring accurate reporting and deduction to include: PAYE and NICs – all cash renumeration, taxable benefits and bonuses must be processed through PAYER with income tax and NICs deducted. Employers must report all employee payments to HMRC on or before payday (Real Time Information). Non-cash rewards such as private medical insurance, childcare vouchers are classed as Benefits in Kind – requiring reporting on forms P11D or via PAYE settlement agreements. (Acas, 2025).
The provisions of the Equality Act 2010 prohibit discrimination in the workplace on the grounds of protected characteristics, like gender, age, race, disability, and religion. Employers are bound by Law to follow the principles of equal opportunity and to be non-discriminatory, meaning that rewards; including salaries, bonuses, and other benefits, should be derived from the objective criteria and not to be affected by unrelated factors.

To comply with these legislative obligations, organisations regularly have to reassess and upgrade their reward policies and practices. They should put mechanisms in their reward system that are transparent, fair, and not discriminative. Failure to comply may result in expensive legal claims, a damaged reputation, and negatively impacted workforce morale.  Our organisation may not meet this threshold, however as a medium-sized business looking to grow, we should ensure that our pay systems are set up to withstand future scrutiny and implement a culture of fairness, openness and transparency. (GOV.UK, 2025)

Reporting requirements - gender pay gap: The Employment Rights Act 2025 will make it compulsory for employers with 250+ employees to publish equality actions plans. Regulations introduced in 2017 require organisations with 250+ employees to report annually on their gender pay gap using a specified snapshot date relevant to their sector. An organisation that fails to report this information will face financial penalties and a negative public perception, which could reduce employee trust and affect staff retention rates. Voluntary reporting starts in 2026 with mandatory reporting in 2027, organisations must show action plans showing how they are taking action to address gender pay gaps and to provide menopause support. (CIPD,2024), (CIPD, 2025).
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