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Principles of reward. (AC 1.1) 
Individuals in organisations being rewarded for their contribution fairly, consistently and transparently is a key principle of reward management. Employees have strong feelings about what is right and wrong and with pay being an emotive issue, reward practices deemed as unfair break the psychological contract so clear and effective communication is needed. Another key principle is that reward can be intrinsic and extrinsic (Taylor & Woodhams, 2022). 
Other principles of reward include a pay policy that is externally competitive so that Eco-Insulate can recruit and retain employees needed to make their business a success, positioning variable earnings carefully to encourage performance and designing pay and progression structures to reward and recognise employee value to the business (CIPD, 2024a).
Eco-Insulate could introduce a total reward package which includes extrinsic rewards (tangible benefits) and intrinsic rewards (psychological benefits) (Hajduk, 2017) as there is more resource flexibility for the organisation due to it being in the private sector (Taylor & Woodhams, 2022). A total reward approach could help Eco-Insulate attract, retain and motivate employees by linking the employees’ needs with the organisation’s priorities (CIPD, 2024a). 
They should develop a reward strategy where they can include a statement of proposed rewards, the reasons for the proposal and an implementation plan (CIPD, 2024a). 
CIPD, 2024a states that total reward packages cover all aspects of work that employees value aside from just pay and benefits packages and can include flexible working to support a better work/life balance, being treated fairly and recognising good performance. 
The reward system’s overall objective is to ensure that people are rewarded fairly for their contribution to the organisation’s strategics goals, and they can be recognised by financial and non-financial means (Taylor & Woodhams, 2022).
To ensure the total reward package meets the needs of the organisation and its employees, Eco-Insulate should consider the different elements of reward and decide what they feel is an appropriate mix of financial and non-financial rewards, base and variable pay and fixed and flexible benefits (CIPD, 2024).
When deciding where to work, people pay special attention to the intangible rewards, and this is also important when showing the level of commitment employees give to their job. Total reward aims to give all employees a voice and it strengthens the psychological contract if employees have an input on how the package is configured, therefore, in return, the employer receives greater engagement from their employees and increase business performance (Taylor & Woodhams, 2022). 
Eco-Insulate should be careful when implementing a reward package as when implemented incorrectly they can demotivate employees and create an unhealthy workplace environment. Other risks can include rewarding bad behaviours by promoting staff when they are getting results but in a way that affects other people (Mattice, 2024).

Extrinsic and intrinsic rewards. (AC 1.2) 
The sense of meaningfulness, opportunities for development and challenges are all intrinsic rewards as they come from the work itself but in contrast, extrinsic rewards are around pay, working environments and status (Taylor & Woodhams, 2022).
Extrinsic rewards have been the dominator in reward schemes for generations and will always be an important part of a rewards package as extrinsic rewards are tangible and cover pay, benefits and bonuses. But employees can be demotivated if they believe their pay is unfair (Hajduk, 2017). People mainly focus on extrinsic rewards with pay being the most important but if organisations pay employees enough to take pay ‘off the table’ and ensure that pay and benefits are fair, then employees can move their focus over to the Intrinsic rewards (Hajduk, 2017). Extrinsic rewards are the external motivators that affect pay and benefits and Eco-Insulate could engage employees by offering a better holiday package.
Intrinsic rewards can increase self-esteem if employees are recognised for a positive contribution to the organisations success or for outstanding work done. They can have a positive impact on work-life balance such as flexible working arrangements and enhanced maternity, paternity and adoption leave (Taylor & Woodhams, 2022). They can also motivate employees to really thrive and excel in their role by following their own development path and making a positive impact (Hajduk, 2017). They come from the work itself and can bring a sense of meaningfulness, challenge and future opportunities if wanting to advance (Taylor & Woodhams, 2022). Eco-Insulate could offer training packages to promote career progression or introduce recognition schemes to engage staff.
Eco-Insulate should use a combination of extrinsic and intrinsic rewards to motivate employees whilst also understanding there isn’t a one size fits all approach, people are motivated by different things, and it can depend largely on organisational context and culture (Taylor & Woodhams, 2022). 
A total reward package could help Eco-Insulate retain and motivate their employees by not only meeting the employee needs but also the organisations priorities and by providing employees with a total reward statement they will understand the overall value of the total reward package and not just financial part (CIPD, 2024a).

Grade and pay structures. (AC 2.1) 
Grade structures are hierarchies of grades, bands or levels where jobs are placed if they are comparable in size, and they can be single structures, or it can be split into job families where the work is similar but carried out at different levels (Armstong, 2010). There are several different grade structures which include Narrow and Broad graded, Career and Job family, Broad banded, Combined and Pay spines.
Broad-graded structures are being used more in organisations now due to flatter structures and usually have six to nine grades but in contrast, narrow-graded structure can have more than ten grades (Armstrong, 2010). 
Career families can define career progression routes as well as pay structures and are used when a particular function such as IT or HR are related by similar skills, basic knowledge and work carried out, but the level of responsibility and competency can differ. Employees can fully understand what they need to know or be able to do to advance their career (Armstrong, 2010). The difference between career families and job families is that career families have a common grade and pay structure whereas a job family have their own pay that looks at different levels of market rates.
Pay structures are there to bring clarity to pay rises and career development, encourage behaviours in line with the organisations goals and culture and ensure fairness and lawfulness in relation to pay discrimination (CIPD, 2024b). 
A pay structure is when a grade structure has a pay range or scale attached to each grade, band or level. Reference points and pay zones can be placed within bands in some broad-banded structures to define the rates of pay (Armstrong, 2010). 
Pay structures can encourage good behaviours and performance by giving a framework for pay progression (CIPD, 2024b).
Pay structures are mostly used in large or public sector organisations (CIPD,2024b). As Eco-Insulate are a medium sized organisation, they should consider the needs of the organisation and its employees when deciding on grade and pay structures and ensure they are appropriate to their culture (Armstrong, 2010). 
Spot rates could be used when there is no graded structure for jobs (Armstrong, 2010) but there is no prescribed scope for progression (Armstrong, 2023). There aren’t any pay ranges or salary brackets, but Eco-Insulate could provide cash bonuses on top of base pay. Spot salaries can be allocated to a person rather than a job and there can be opportunities to move to a higher spot rate if skill and competence increases (Armstrong, 2023).
In summary, the difference between grade and pay structures are that grade structures are made up of grade, bands or levels where comparable jobs can be placed and pay structures define the level of pay for jobs or groups of jobs by the value to the organisation (Taylor & Woodhams, 2022). 

Contingent rewards. (AC 2.2) 
Taylor & Woodhams (2022) state that contingent reward revolves around two basic questions: what do organisations value and what are they willing to pay for it. Financial reward and recognition should be linked to performance standards so that employees can see that their efforts have been recognised and that their contributions are important but if this isn’t clear, and employees are rewarded just for completing a task, it could harm performance (CIPD, 2022).
There are several different contingent rewards that Eco-Insulate could adopt and they include performance-related pay, competence-related pay, skill-based pay, contribution-related pay and service-related pay (Taylor & Woodhams, 2022). 
Performance-related pay links the progression of salary with an assessment of performance usually linked with pre-agreed objectives (CIPD, 2024c). The key is to motivate employees by linking their performance with their pay and if it encourages employees to meet their targets then this should in turn improve the organisations performance (CIPD, 2024c). It can educate the employees and the team in what the organisation is looking to achieve and how they will be rewarded if successful. Performance-related pay can impact team performance as higher performing employees will be rewarded and recognised more than their lower performing colleagues. Whilst it can motivate high performing employees, it could de-motivate the organisations core performers so how pay is distributed should be carefully considered (CIPD, 2024c). Employees at Eco-Insulate could perform better if pay and rewards were linked to both individual and team performance rather than just focusing on one or the other (CIPD, 2022a). 
Service-related pay usually used in the public sector rewards employees for their length of service and are increments given to employees relating to service within the grade. Although initially perceived to be fair, they don’t consider the actual performance of the employee and there is no initiative to increase individual performance (Armstrong & Taylor, 2023). This could have a negative effect on team performance if people are paid more just based on the length of service.
Contingent rewards can help at organisational level as it can help Eco-Insulate to attract the best talent and improve retention therefore reducing turnover and associated costs, but reward must be fair, non-biased and align with organisation goals and culture (CIPD, 2024b). If Eco-Insulate aligns rewards with their strategic objectives it could contribute to organisational success and performance culture (Taylor & Woodhams, 2022).

Merits of different types of benefits offered by organisations. (AC 2.3) 
Although there can be a financial cost to the organisation, benefits are non-cash provisions within the reward package that can attract and retain people as well as well as encouraging good behaviours and improving employee wellbeing (CIPD, 2024d). Benefits are also offered due to statutory rights such as the right to paid time off for holidays, maternity, paternity, adoption, parental and bereavement leave but many organisations offer more generous time off than is required by law (CIPD, 2024d).  However, Eco-Insulate only offers statutory holiday entitlement of 28 days per year as set out in the Working Time Regulations 1998 for full-time employees (CIPD, 2024e). If they offered a better leave package, for example increasing this with years’ service they could retain staff and by investing in the wellbeing of their employees could improve the psychological contract (CIPD, 2024f). 
Voluntary and discount benefits enable employees to purchase discounted products or services through their own pay via a salary sacrifice agreement but at no cost to the organisation (CIPD, 2024d). When offering a salary sacrifice scheme, the organisation should consider the impact on employees in respect of tax credits and the National Minimum Wage (CIPD, 2024d). 
Employee assistance programmes (EAPs) can provide counselling to employees from external agencies via phone or face to face. This can help employees deal with their problems themselves in relation to sickness, bereavement and domestic problems (Armstrong, 2012). If employees are mentally and physically well, this can increase productivity, reduce absenteeism and boost employee retention as they can focus on work and be more engaged (Schooley, 2025).
Campbell, 2024 states that Flexible working is a powerful recruiting tool that is ranked higher than salary as a key benefit in some surveys with only 30% of vacancies advertise online promoting it. By offering flexible working, Eco-Insulate could put themselves above 70% of the competition and attract employees they might not have if the working pattern wanted by the employee is different to what was being offered as for so many people, flexible working can make the difference between working and not working such as parents and carers (Campbell, 2024).
Prior to offering any benefit, Eco-Insulate should think about how it’s going to support their organisational goals, will it be valued by current and future employees and does it fit into their reward strategy (CIPD, 2024d). 

Different types of recognition schemes. (AC 2.4) 
There is research to suggest that employee recognition and non-financial reward has a positive impact on motivation and performance, having a knock-on effect on not only the employee in questions performance but that of their colleagues also (CIPD, 2022). 
Recognition can be shown day-to-day informally between managers and individuals or formally via recognition arrangements (Armstrong, 2012).
Recognition could be informal such saying thank you, giving compliments or providing positive feedback or formal which could include inputting it in company newsletters or on staff noticeboards and these can both improve employee engagement (CIPD, 2022). 
According to a survey by Gallup, 2024 ‘employees who do not feel adequately recognized are twice as likely to say they'll quit in the next year’. They also reported that the most memorable recognition they had received had come from their manager closely followed by their CEO so the managing director at Eco-Insulate could think about simple personal notes or thank you cards (Gallup, 2024).
Formal Cash rewards and non-cash awards such as gifts or vouchers could motivate staff and reinforce incentives, but they could also have a negative effect if a one-off reward takes the budget from an annual pay rise, and this could de-motivate staff (CIPD, 2022). 
By offering non-financial, informal rewards such as hand-written letters of appreciation or saying thank-you for their hard work, this could engage and motivate employees without any financial cost.  
Employee recognition can encourage ‘reinforcement theory’ where employees are more likely to repeat good behaviour if the consequences are favourable and external motivation of ‘self-determination theory’ where employees will complete tasks to get the desired outcome motivated by incentives. However, Eco-Insulate would need to be careful that their employee’s motivation doesn’t rely on the rewards as if they rewards stop, so could the motivation (CIPD, 2022). 
For employee recognition to be effective it should include both formal and informal recognition, be heartfelt and sincere and reinforce the behaviours that Eco-Insulate want their employees to demonstrate (HRZone, no date).

Business context of the reward environment. (AC 3.1)  
Eco-Insulate have identified that overall culture and performance in the company is negative so they should look at the reward environment to help with the organisations culture. The reward environment is influenced by both internal and external factors and by doing SWOT and PESTLE analysis, Eco-Insulate can identify these factors in relation to reward (Armstong, 2012).
The way in which an organisation treats its employees has an impact on performance and investors are now more aware of this link between people and productivity (CIPD, 2018).
CIPD (2018) found internal factors such as attracting, recruiting and retaining employees and promoting work-life balance were the main objectives that influenced benefits packages.
Eco-Insulate don’t have a performance-related bonus but they expect a certain level of performance. If they want to achieve a higher performing culture, they should communicate the expected level of performance and align it to the organisational goals. They could motivate employees and drive performance by introducing performance-related pay or target-related incentives (CIPD, 2024c).
The impact on reward management in the national context contains several legal and contextual issues such as the National Minimum Wage Act (1998) and Equal pay consideration in the Equality Act (2010) (Taylor & Woodhams, 2022).
External influences that have an impact on benefits packages can be legal requirements and competition with other employers. Employment obligations and employment rights legislation such as automatic enrollment in the Pension or statutory paternity leave are external factors that can impact reward (CIPD, 2018). 
The National Minimum Wage came into force on the 1st April 1999 to guarantee decent minimum pay for workers over the age of 16 and to promote fair competition between businesses (UK Government, 2016). The National Minimum wage is reviewed each year and changes on 1st April (UK Government, no date). This can be an external factor that affects rewards as if an organisation isn’t performing well but the minimum wage is increasing, it could mean they don’t have any money for reward bonuses or sick pay for example (Taylor & Woodhams, 2022).
Other external factors to be considered are structural changes in the industry and the demand for skills. A continuing move to service industries with greater complexity means reward structures need to adapt to encourage skill development and attract and retain high levels of expertise (Taylor & Woodhams, 2022).

Appropriate ways in which benchmarking data can be gathered. (AC 3.2)
By benchmarking activities and reward data, Eco-Insulate can make external comparisons to other organisations and there are many different sources they could use (Taylor & Woodhams, 2022). 
An annual reward management survey is produced by the CIPD where it looks at pay positioning, performance-related bonuses, benefits and pensions (CIPD, 2022b). But as this is only annually it can become quickly out of date (Armstrong & Brown, 2019). 
As Eco-Insulate is a private sector organisation, they would usually benchmark their pay and benefits against similar organisations or their own industry (Taylor & Woodhams, 2022).
The CIPD’s Labour Market Outlook surveys 2000+ employers every 3 months to look forward and provide analysis on recruitment, redundancy and pay intentions. In Autumn 2024, the median expected base pay increase was 3%. As this survey is quarterly, it would be more up to date than the reward management survey.
Easily accessible data can be found in recruitment advertisements and can help Eco-Insulate compare their reward and benefits packages with other organisations and competitors. However, not all organisations list their reward packages so this can be misleading (Cecil-Hutton, 2021).
Eco-Insulate could benchmark by looking at job evaluation, local labour markets and regional pay but the issues an organisation could face are that they don’t have access to good quality data or that job matching tasks and workload are factors due to time restraints (Cecil-Hutton, 2021).
Salary survey data can be a good indication of going rates for specific occupations and localities but due to problems with like for like comparisons and certain job roles being specialised and not having external comparison, the data can be limited (CIPD, 2024g). Pay clubs can be useful for precise job matching as they allow groups of organisations to exchange pay data, but they are limited to the number of members, and they may be too small to sample fully (Armstrong & Brown, 2029).

Approaches to job evaluation. (AC 3.3) 
Job evaluation and market pricing assesses the role, not the person doing it and is intended to determine pay grades with pay structures, ensure a fair pay system and compare rates of pay against the internal and external job market. They need regular reviews to ensure they reflect changes to job, work and business needs and there are different types of evaluation to include analytical and non-analytical and formal and informal approaches (CIPD, 2024g).
Analytical job evaluation schemes break down the job into core components whereas non-analytical schemes look at whole jobs. Organisations are more likely to use analytic schemes such as points rating, where factors are identified and assessed separately, allocating points in line with the needs of the job to help defend against equal pay claims as the more demanding the job is, the higher the points value (CIPD, 2024g). Another analytical scheme that Eco-Insulate could use is factor comparison where it is also based on the assessment of factors, no points are allocated and enables more jobs to be ranked at the same time (CIPD, 2024g). This could be a starting point for Eco-Insulate if they must assess every job at first then in the future they could move to points rating. 
If Eco-Insulate wanted to start with simpler and cheaper job evaluation methods, they could look at non-analytical schemes such as job ranking, pair comparisons and job classification. Job ranking ranks jobs in order of the level of difficulty, value to the organisation and importance whereas pair comparisons look at each job with another in the organisation. If looking at job classification, Eco-Insulate would determine a number of grades based on tasks such as skill needed, competence and responsibility and clearly define grades, they would then allocate grades to these jobs (CIPD, 2024g). 
The advantage of doing an analytical job evaluation can be that the value of the job is clearly recognised and new jobs can be easily evaluated and input in the hierarchy but the disadvantages are that it takes time and resources to evaluate the job and it can be difficult to select the right factors and score them accurately (ACAS,2014). 
Job evaluation is used more in the public sector to set rates of pay so being in the private sector, Eco-Insulate might find market pricing more influential but they would need to decide where to ‘pitch in-house rates’ (CIPD, 2024).

Legislative requirements that impact reward. (AC 3.4) 
Eco-insulate should be aware of the legislative requirements that impact reward practice to ensure their reward schemes don't breach employees' statutory rights.
All employees must be paid at least the National Minimum Wage (NMW) or the National Living Wage (NLW) depending on their age (National Minimum Wage Act 1998) and if Eco-Insulate want to offer salary sacrifice schemes to their employees, they need to ensure that the deductions do not reduce the employee’s salary to below the minimum wage (UK Government, 2021). Salary sacrifice schemes could be deemed unfair to employees who are paid the National Minimum Wage or the National Living Wage as these schemes would not apply to them. Any deductions from workers pay for these schemes must be included in an itemised payslip as per the Employment Rights Act 1996. 
As Eco-Insulate are a medium sized company, it is assumed that they have between 50 and 249 employees (UK Government, 2024). However, if they have 250 or more ‘employees’ which include employees, workers, agency workers and self-employed people that provide work to the organisation (Daniels, 2022), they would be required to report on their gender pay gap which reports on the average rates of pay for Men and Women across the organisation (CIPD, 2024h). The need for job evaluation is re-enforced to ensure that jobs in the organisation that are equivalent to others in the same organisation are paid equally as although the gender pay gap may not be due to discrimination, men are more likely to be CEOs and Women are more likely to be in entry-level jobs (Taylor & Woodhams, 2022).  By analysing the data, Eco-Insulate could make informed decisions about fair reward packages. 
As per the Equality Act 2010, Eco-Insulate should also ensure that men and women get the same pay and benefits if they are doing equal or equivalent work. Equal work can include work related as equivalent, work of equal value and like for like work and should apply to any protected characteristics not only sex. This also applies to contractual terms such as performance related bonuses, holiday pay and annual leave allowance (ACAS, 2024). Eco-Insulate would want to avoid any discrimination claims as these can damage reputation and have a finance impact on the organisation (CIPD, 2024h).
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