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Scenario 
Eco-Insulate UK is a medium sized private sector organisation that manufactures eco-friendly thermal insulation in the UK. The Managing Director (MD), who started the company in the mid-1970s has set up a meeting with you to discuss concerns regarding increased turnover of skilled and non-skilled employees. 
During the meeting you are made aware that there is no incentive scheme in operation and there is an expected level of performance broadly related to the notion of measured day work. Standard times exist and are maintained by the Finance and Administration Department. 
Most employees receive 28 days paid holidays per year. All employees are included in the non-contributory pension scheme however, it’s generally known that special schemes operate for senior staff only. 
The MD is aware that the overall culture and performance of the company is quite negative and that it’s time to look at offering forms of reward incentives, benefits and recognition to stimulate positive change. 
In your capacity as a reward specialist practitioner, he asks you to put together a report for the senior management team that will give them knowledge and understanding of the principles and components of reward and pay, including how these might influence organisational, psychological and cultural factors. In addition, he would also like them to gain an understanding of job evaluation and market rates.

Report

To complete the report, you should include written responses to each of the 10 points below, making appropriate use of academic literature, legislation, surveys, data intelligence, research and good practical examples to substantiate your response and illustrate key points.  Please ensure that you use reputable sources as indicated on the unit reading list and that all cited sources are correctly acknowledged and presented in full in a bibliography at the end of your report.
With reference to the above scenario:
1. Explain the principles of reward and its importance to organisational culture and performance management. (AC 1.1) 
Reward is an important factor in attracting, retaining, motivating and driving performance (Waite et al., 2021).  According to Armstrong and Brown (2023), the principles of reward can be broken down into four factors:
1. To align and reflect the organisations goals, values and objectives ensuring employees remain engaged and further reinforcing the organisational culture.  
2. Meeting the diverse needs of employees to drive performance, motivation and engagement.
3. Offering competitive rewards to increase retention attract talent and perceived as an employer of choice.
4. To consider the environmental, social and governance matters as outlined by the ESG ratings (Gov.uk, 2023c) and to approach reward in a transparent, equitable, fair and collective manner.
All employees should be recognised for their efforts and not just the high performers with those who are deserving having the ability to progress in the pay scales (Cotton, 2024c).  Employees should feel they are being treated fairly and that the rewards reflect their contributions and are in line with those who do similar work or work to the same value.  The reward structure should also be transparent so that all employees understand how the rewards are measured and reviewed and what is required of them collectively and individually to achieve the rewards.  Without transparency, organisations run the risk of employees thinking reward is based on other factors and not performance, which can demotivate and frustrate the workforce having a detrimental effect on morale and culture (REBA 2021).  Employers need to consider the financial wellbeing of their employees and ensure that lower paid employees are still able to live reasonably.  In line with the Equality Act (2010) all employees should be treated equally with equal pay with the aim to reduce any pay gaps and also being cautious as to not create a pay disparity, which can create resentment and increase absenteeism through avoidance of the workplace (Breza, Kaur and Shamdasani, 2016).
Strategic reward is looking at the long-term view developing reward policies and practices that are beneficial to both employees and the organisation (Cotton, 2024c).  Creating a reward strategy should involve a statement of reward development proposed, a business case for reward, guiding principles definition and plan implementation (Armstrong and Brown, 2023). An approach to reward strategy includes total reward, which incorporates both tangible and intangible, financial and non-financial rewards to form a ‘whole package’ (Waite et al.,2021).  
Eco-Insulate UK should develop their reward strategy in a total reward approach, which will be fundamental to improving and shaping their organisational culture and enhance their performance management system.
2. Assess the contribution of extrinsic and intrinsic rewards to improving employee contribution and sustained organisational performance. (AC 1.2) 
Taylor and Woodhams (2022a) advise that intrinsic rewards are intangible and are generated internally by the employee such as a sense of meaningfulness, sense of challenge and the opportunities to learn, develop skills and further their career.  Furthermore, important aspects of intrinsic reward include autonomy, a sense of job satisfaction, a feeling of purpose and receiving recognition in the form of praise and acknowledgement of ones efforts.  
Cotton, Gifford and Young (2022) found that non –financial rewards and recognition positively affect intrinsic motivation and performance with recognition having wider ranging impact on attendance, retention, engagement, commitment and work satisfaction not just for the employee but for the wider team.  This can partly be explained by Festingers (1954) Social Comparison Theory that individuals are naturally driven to compare with their peers and compete to be on the same level or better than them.
Organisational performance is positively affected by intrinsic rewards, as outlined by (Ben-Hur and Kinley, 2016) who found that the impact of intrinsic motivation has a long-term and sustained effect on productivity.  It also creates a more positive culture and intrinsic rewards attract talent driven by meaningful work, thus building a better organisational reputation.
Extrinsic rewards are the opposite of intrinsic in that they are tangible, external rewards usually material or monetary but can also be actions.  Examples of extrinsic rewards are salary/pay, bonuses, benefits, perquisites and promotions (Hajduk, 2017).  Competitive extrinsic rewards work well to motivate employees to reach a short-term goal, enhance productivity and improve performance and they have an immediate but not long lasting affect (Armstrong and Brown, 2023).  Therefore, they are a good tool to align employee’s contributions to the organisational goals, which is further supported by Pessiglione et al. (2007) who found that the promise of financial reward for effort led to increased performance.  Having an attractive and competitive extrinsic reward packages also help to attract and retain talent, giving the organisation an advantage over competitors.  
Waite et al. (2021) point out that individuals are all motivated by different things and therefore Eco-Insulate UK should have a balance of both intrinsic and extrinsic rewards in their reward strategy with extrinsic rewards reinforcing positive behaviours and driving initial motivation and intrinsic rewards foster long term engagement and loyalty.
3. Explain the differences between types of grade and pay structures. (AC 2.1) 
Base pay is paid to employees irrespective of performance, usually hourly rate or annual salary.  Marriott, Perkins and Cotton (2019) state the most common method of paying base rate is a pay structure, with 67% of employers choosing this method.
Cotton (2022a) outlines that grade and pay structures are a framework allowing for creation of reward policies/strategies to:
1) To avoid unfairness and breach of the law/regulations e.g. equal pay
2) Give structure to pay progression, pay rises and career development 
3) Promote desired behaviours/performance of employees in line with organisational culture, strategy and goals
Pay structures can be formal with clear pay hierarchy or informal with no set progression structure.  Examples of informal pay structures would be individual spot/pay/salary rates whereby there is one set amount for each role, which is beneficial in its simplicity and clarity (Waite et al, 2021).  It puts emphasis on the overall package of benefits offered for attraction, retention and motivation.  Typically, employees will not achieve a pay increase unless promoted to a different role, which can lead to demotivation/dissatisfaction resulting in loss to productivity/retention (Kellett, 2021).  
The use of individual job/pay/salary ranges is another informal method, which sets a range of minimum or maximum pay, allowing for some pay progression in each range taking into account skills and experience.  Informal pay structures can result in a perception of unfairness/inequality amongst employees due to the lack of transparency and potential for managerial bias.  
In contrast, the formal pay structure of pay spines provides a transparent and clear method of determining pay, with a scale of pay points reflecting the salary.  A further advantage is increased retention as roles are assigned a range of pay points with progression based on length of service (Waite et al, 2021).  However, as pay is not affected by performance, employees may not work to their best potential.  A way to counter this is by using broad banding, whereby there are a small number of payment brands but a wider range of pay and frequently no limit to pay progression, therefore increasing productivity with employees motivated to progress.  This structure can raise equal pay concerns and therefore a structure of grouping careers or roles into ‘families’ could be considered as employees in similar roles are given the same pay structure (Cotton, 2022a).  
For Eco-Insulate UK a narrow graded structure would be beneficial, as it would provide a clear progression path increasing motivation and clarity.  The defined criteria for each grade and pay increments promotes fairness and consistency with employees of similar roles and responsibilities being paid the same ensuring equality.  Eco-Insulate UK will need to be mindful of possibly rigidity within grades by promoting further development and growth within the organisation so employees can progress to higher grades.
4. Explain how contingent rewards can impact individual, team and organisational performance. (AC 2.2) 
Taylor and Woodhams (2022a) explain that, in addition to base pay, organisations who adopt contingent reward schemes offer employees additional rewards in recognition of performance, skill or competence.  It is important to establish what we value and what are we prepared to pay for.
There are many forms of contingent reward such as performance-related pay whereby employees are rewarded for achieving a performance goal/objective, competency-related pay aligning to competency frameworks and contribution-related pay, which incorporates both (Waite et al., 2021).  Although seen as good motivators, these types of related-pay schemes may result in employees focusing on their own objectives over that of the team/organisation.  Bonus schemes differ in that they can be awarded to individuals, teams and the whole organisation and are a useful tool to achieve short-term goals, whilst promoting team working, and encouraging lower performing employees to improve (Armstrong and Brown, 2023).  Commission schemes provide a transparent financial reward for reaching targets (usually sales) by an individual employee creating a competitive target-driven workforce.  
Contingent rewards can have a positive and a negative effect on an individual.  A study by Condley et al. (2008) found that financial contingent rewards produced double the productivity compared to non-financial rewards.  Performance rates increased more when a team-based reward was offered but only whereby it was equitably distributed as opposed to equally (Barends et al., 2022).  Financial rewards in exchange for performance can have a negative effect on intrinsic motivation affecting performance, as employees may consider it ‘exploitation’ as reported by Carpenter and Dolifka (2017).  It is important to find a balance between employees striving to reach individual goals over working collaboratively to reach collective goals, as competitiveness can help increase performance in individuals it can also create an environment of hostility and distrust negatively impacting performance (Larmour, 2023).  
Contingent rewards have shown increased creativity in employees and enhanced innovation, resulting in increased organisational performance (Li et al., 2022).  Cotton (2022a) highlights that it affirms the organisations values and culture, rewarding high performers and recognising talent.  Layek and Koodamara (2024) report that teams who were rewarded for their collaboration were driven by the notion of their efforts being rewarded and were more motivated and engaged, therefore more productive.  Li et al (2022) reported employees suffering from anxiety/stress from the pressure to achieve set targets/goals, which in turn negatively affected productivity.
Eco-Insulate UK should consider a contingent reward scheme based on a bonus structure than can be awarded throughout the organisation on a team basis, therefore aligning the goals of the organisation increasing collaboration, productivity and positive workplace culture.
5. Explain the merits of different types of benefits offered by organisations. (AC 2.3) 
Benefits are an invaluable part of total reward alongside basic pay (Waite et al, 2021).  Benefits can have a positive impact being a great incentive for employees to achieve goals/targets, help attract/retain talent and satisfy an organisations moral responsibility to its employees by offering benefits to improve employee’s health and wellbeing (CIPD, 2022b).
Employers must automatically enrol employees into a chosen pension scheme in line with the Pensions Schemes Act 2021 and employees can opt out if they wish (Gov.uk, 2012).  Pension schemes demonstrate an organisations commitment to their employee’s long-term future and are dedicated to sustainable and responsible practices enhancing their reputation whilst helping attract/retain talent (Armstrong and Brown, 2023).  
Pension schemes increase morale and productivity, creating a positive work environment where employees feel appreciated, increasing job satisfaction alongside a sense of financial security allowing employees to be more focused and productive.  Pensions also benefit employees with tax relief on pension contributions and compounded interest.  However, Lupton, Rowe and Whittle (2015) reports non-immediate rewards can be undervalued, and without the correct information, employees may not see the benefits.  Furthermore, pensions are very complex with risks involved in investments and are expensive for an employer (Cotton, 2023b).
Organisations should consider what pressures and concerns employees have and what is important to them outside of the workplace, ensuring the benefits offered are valued and desirable (Howlett, 2019).  The cost of living crisis has increased the need for employees to offset the costs of things such as childcare, therefore additional paid leave and additional time off/holidays is increasingly more valuable (Cotton, 2024a).  As a result, employers are offering enhanced leave for maternity/paternity/adoption/shared parental leave and paid time off for reasons such as; bereavement, carers leave, jury service, attending children’s school events, moving home and getting married (Cotton, Marriott and Perkins, 2022).  82% of employers offer some/all employees 25 days paid annual leave (not including bank holidays), more than the statutory requirements outlined by The Working Time Regulations 1998 with others offering more flexibility in allowing annual leave to be bought or sold.
Such schemes can decrease absenteeism and improve employee’s work-life balance reducing stress and increasing job satisfaction and productivity.  It can also support diversity, equity and inclusion by attracting working parents etc. (Ali, 2022).  Offering additional paid time off can create operational challenges relation to workforce numbers, can negatively affect productivity and is costly for the employer.  
Eco-Insulate UK should consider adopting a flexible contribution pension scheme to all employees whereby the employee decides their contribution with the opportunity to opt out if they wish, helping create transparency of the pension structure whilst promoting flexibility of choice.  They should also consider offering additional paid leave or a scheme whereby employees can buy additional annual leave.
6. Explain the merits of different types of recognition schemes offered by organisations. (AC 2.4) 
Waite et al. (2021) describes recognition as an opportunity for organisations to privately or publicly acknowledge the individual or group contributions of their employees.  Recognition can be informal or formal, planned or unplanned and can take many different forms.  Examples of formal recognition could be a prize, award, vouchers or schemes such as employee of the month or informal such as verbal praise and acknowledgement of hard work, career development opportunities and peer-to-peer recognition.  
A recent survey of 2000 British Gas employees found that the most appreciated ‘little thing’ was a manager saying ‘thank you’ and was closely followed by further small gestures such as someone making them a cup of tea, getting help from a co-worker even when they were busy and being included in team (Mayne and Rowsell, 2024).  The survey found that 84% of employees said these small gestures made them feel valued and 61% said they felt they performed better as a result.  
Pritchard (2024) advised that employee recognition schemes can help make employees feel appreciated, valued and acknowledged, which in turn makes employments innately increase their efforts for their employer.  It can also motivate employees who have become ‘quiet quitters’ to re-engage with their work.  
Gallup (2024) reports that recognition schemes helps provide a sense of accomplishment, value and motivation for employees and results in better engagement and performance and therefore increased productivity.  Furthermore, employees who do not feel their contributions are recognised are twice as likely to leave the organisation and therefore, recognition is important to create a sense of loyalty to a company and psychological contract leading to higher employee retention.  
It is important to consider where recognition comes from, as Gallup (2024) employees report that the most memorable and meaningful recognition was given by Management (direct manager 28% and more senior management 36%) followed by customers (10%) and peers (9%).
Eco-Insulate should invest in creating a culture of appreciation with a recognition rich environment tailored to their employees.  Recognition should be frequent, timely and authentic.  The most effective and low cost form of recognition can come from management thanking employees for their commitment and hard work.  Therefore a good suggestion would be for Eco-insulate UK’s managers to arrange individual appraisals/one-to-ones with employees to recognise their efforts and for senior management to put in place a social/public recognition scheme such as employee of the month and/or department or the month with a choice of rewards.  
7. Assess the business context of the reward environment. (AC 3.1)
When designing and implementing a reward strategy, organisations need to consider the external and internal factors that influence the reward environment (CIPD, 2023).  
Internal factors include workforce trends and expectations.  Flexible working has become valued in the workforce and with the change to the flexible working requests introduced in April 2024; employees are now able to make two flexible working annually from day one of employment.  Furthermore, since the Covid-19 Pandemic, there has been a shift in focus to wellbeing and mental health support with employees looking to organisations that provide enhanced provisions for social well-being, physical, mental and emotional support (Assad, 2024).  Through collective bargaining, employees are able to negotiate through their trade union for what they consider important such as better work conditions, pay and benefits.  
Brown (2023) highlights the trend for equitable and compassionate reward strategies with organisations providing good pay, career and pay progression opportunities and investing in training and development.  Organisations are feeling the need to support employees through financial contributions due to the cost of living crisis, further supported by the government’s promotion of the national living wage (Department of Business and Trade, 2024) and Equal pay reporting. The psychological contract between employee and employer also affects the reward environment with current external factors such the cost of living crisis, technological advances such as AI and corporate scandals undermining trust between employees and employers all affecting the expectations of an employee (Peters, 2024).
The tight labour market has resulted in an increase to average weekly pay as employers seek to retain and attract employees (Francis-Devine and Powell (2024).  This has resulted in employers re-evaluating their pay structures and benefits packages to ensure that they are competitive.  The labour market report also highlights the increase in inactivity due to long-term illness and that of over 50’s and therefore employers should consider a reward strategy that focuses on attracting and retaining these employees as a hidden talent pool (CIPD, 2022).  Due to the pressure of recruiting, some organisations have introduced bonuses for joining an their organisation known as ‘sign-on bonuses’ and are looking towards non-financial reward schemes such as increased work flexibility and increased access to training (Cave, 2022).
Eco-Insulate UK need to consider the business context of the reward environment when designing their reward systems ensuring that they are attractive, motivational, are compliant with legal requirements, help retain talent and also align with their own organisational culture and targets.
8. Evaluate the most appropriate ways in which benchmarking data can be gathered and   measured to develop insight. (AC 3.2) 
Reward data and benchmarking activities allow organisations to make external comparisons with other organisations in order to make well-informed strategical decisions using evidence-based practice (Young, 2024).
There are many forms of published data, Taylor and Woodhams (2022a) state that the CIPD produces an annual reward management survey outlining results in relation to pensions, benefits, performance related bonuses and pay positioning.  The CIPD also publish Labour Market Outlooks helpful when looking at pay predictions.  The Government release reports and updates on issues relating to legislative changes, minimum wage rates and salary data along with industry reports outlining industry performance statistics used to compare against industry standards. The Office for National Statistics (ONS) is responsible for the collection, analysis and dissemination of statistics relating to the population, society and the UK’s economy (ONS, 2020) used to identify labour market trends, unemployment rates, vacancy numbers and average working hours and pay.  Croner is a private sector organisation, which carries out section, function and regional salary surveys alongside Incomes Data Services who publish pay review data (Taylor and Woodhams, 2022a).  Cotton (2024b) refers to XpertHR Cendex who carry out pay reviews for private and public sector, MakeUK who provide data on manufacturing pay settlements and the Labour Research Department (LRD) pay surveys providing data on collective pay agreements.   
Information in relation to pay and salaries can be seen as ‘sensitive’ with many organisations not wishing to share with competitors, however, another source of data can be from pay clubs or consultants’ pay databases whereby participants have access to the shared data.
It is important that data collected is accurate and recent so that people professionals can make reliable comparisons. Consideration must be made to where the data is collected e.g. national survey data might be more suitable to management pay grades/structures, locally collected data to administrative and process roles and job specific data useful when considering pay for groups such as sales or accountancy (Cotton, 2024b).  
Consideration is needed as to level, type and presentation of the data collected e.g., management level may require detailed information, benchmarking against competitors or data allowing them to consider trends in the labour market, whereas employees may only be interested in how their pay compares to others in similar roles (Taylor and Woodhams, 2022a).  Furthermore, different methods to measure the data will result in different types of data such as quantitative data (numerical), which can be put into spreadsheets and statistical software or qualitative data (words and meanings), which would need visual comparisons or specialist software (Taylor and Woodhams, 2022b).
As paid data can be expensive, Eco-Insulate UK should make use of the free publicly available data to use for benchmarking.
9. Explain approaches to job evaluation. (AC 3.3) 
According to Taylor and Woodhams (2022a), an organisation's job evaluation scheme is a methodical process that establishes the relative value or scale of its occupations, whilst avoiding discrimination or prejudice.  People professionals use job evaluations to group similar jobs together to set them against their grade or pay structures, ensure their pay system is fair (avoiding equal pay disputes), providing transparency for stakeholders and making comparisons against internal and external pay rates.  Cotton (2024b) outlines that market rate analysis is externally focused comparing an organisations pay rate with others in the labour market, whereas, job evaluation is internally focused organising roles in order of their importance within the organisation.  
Job evaluation schemes can be non-analytical, which broadly compares a whole role, or, more commonly used, analytical, which is more accurately comparing specific competencies, tasks and responsibilities, whilst objectively setting a value to each role (Taylor and Woodhams, 2022a).  An example of an analytical scheme is points rating whereby roles are broken down into characteristics and then factors with each factor given varying levels with points assigned to each level allowing for a total jobs score (Cotton, 2024b).  Factor-to-factor comparison, whereby roles are similarly separated into factors but without points being awarded, is another example.
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Fig 2: Example analytical job evaluation plan (Acas, 2014)

Job matching is another analytical way of evaluating characteristics of a role against a nationally evaluated job profile.  It involves a panel of management and staff representatives comparing documents such as job description, person specifications and organisational charts against job profiles and factors.  The outcome is then checked by a consistency partnership or panel until both panels are agreed (NHS Employers, 2020).    

Job ranking is an example of a non-analytic scheme, whereby whole jobs are ranked in order of value, importance or difficulty, which is a very quick, basic form of job evaluation and does not consider the details of the role (Cotton, 2024b).  Paired comparison ranking, in contrast, is more multifaceted and time consuming whereby each role is compared against another role in the organisation.  Job classification refers to a predetermined grade schemes, usually with between four and eight grades, based on different factors in which roles are allocated.  

Eco-Insulate UK need to make a balanced decision for pay rates to be externally competitive in the labour market whilst remaining internally equitable, maybe considering market pay supplements to help attract/retain talent where needed.  Although time consuming, Eco-Insulate UK should consider creating a points rating job evaluation system to ensure consistency, transparency and objectivity, thus promoting fairness and defensibility against equal pay claims.  Whilst taking into account the details of each role, it is also flexible in that it can be easily adapted to new roles and works well alongside job grades and pay structures.    
10. Explain the legislative requirements that impact reward practice. (AC 3.4)
There are many legal considerations organisations must make when looking at their reward strategy.  The National Minimum Wage Act 1998 sets out a minimum amount that employees between the ages of 16-21 must be paid in return for their work, which creates a baseline for all employers (2024a).  In addition to this, in 2016 the government introduced the National Living Wage in order to increase the pay to the lowest paid workers in the UK and in April 2024 the age of entitlement was lowered from 23 to 21.  It is discretionary, whether employers choose to pay the Real Living Wage, which is based on the cost of living (London has a separate higher rate).
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Fig 2: Explaining UK wage rates (Living Wage Foundation, n.d.)

The Equality Act 2010 sets our requirements for equal treatment of those with protected characteristics; age, disability, pregnancy/maternity, gender reassignment, marriage/civil partnership, race, religion/belief and sex (Gov.uk, 2023a). It is important that rewards schemes are fair and non-discriminatory in line with the Equality Act.  
The Equality Act 2010 incorporates Equal Pay regulations putting an obligation on all employers to pay men and women the same for equal work minimising the gender pay gap.  Companies (Miscellaneous Reporting) Regulations 2018 state that organisations with 250 or more employees are legally required to report their gender pay gap (Gov.uk, 2023b).  Under the new Labour government, there are also proposals to introduce The Race Equality Act, which would include equal pay for disabled, Black, Asian and Ethnic Minorities (Race Equalities Foundation, 2021).  It is important that any schemes whereby employees use salary sacrifice does not result in their pay coming under the regulated pay thresholds.  
The Working Time Regulations 1998 set out the maximum working hours employees can work (48 hours per week) and the minimum period of rest (5.6 weeks paid holiday a year) thus affecting reward in that employees who may wish to ‘sell’ annual leave would still need to meet the minimum rest period.  
The Employment Rights Act 1996 sets out the minimum requirements for employee entitlements and rights (Gov.uk, 2022).  These include maternity/paternity and adoption leave and flexible working policies, which should be structured with reward policies in mind.   It also includes pensions, statements of pay, equal treatment of full and part time staff and unfair dismissal, all of which need to be considered in reward strategies.   
Eco-Insulated UK should create a reward strategy that complies with all legislation and guidance, which should be reviewed and updated regularly to ensure compliance.  Their reward strategy should be fair, transparent and non-discriminatory.

Legislation 
Pensions Schemes Act 2021. Available at: https://www.legislation.gov.uk/primary+secondary?title=Pensions%20schemes%20act [Accessed 11 Aug. 2024].
The Employment Rights Act 1996 . Available at: https://www.legislation.gov.uk/ukpga/1996/18/contents [Accessed 11 Aug. 2024].
The Equality Act 2010 . Available at: https://www.legislation.gov.uk/ukpga/2010/15/contents [Accessed 11 Aug. 2024].
The National Minimum Wage Act 1998 . Available at: https://www.legislation.gov.uk/ukpga/1998/39/contents [Accessed 11 Aug. 2024].
The working Time Regulations 1998. Available at: https://www.legislation.gov.uk/uksi/1998/1833/contents [Accessed 11 Aug. 2024].
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