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Compensation
Management – Best

Practices

Carrie Cavanaugh, SPHR, SHRM-SCP

Strategic Orientation

• Strategic advantages are founded on a strong culture of
organizational learning and growth

• Strong culture epitomize fair and equitable for employees
• Committed and ambitious employee recruitment and retention

begins with compensation management
• Top level compensation management requires a comprehensive

and systematic understanding of:

Regulations

Market salary
data

External
Factors Employee Data

Job analyses
and descriptions

Internal
Factors

Compensation Management

The essential elements of a best in class compensation management
program include:

 Comprehensive Position Analysis (questionnaires, assessment,
etc.)

 Compliant and Consistent Job Descriptions
 Internal and Validated Job Rating System
 Employee Data Integration
 Market Salary Data
 Action Orientated Analysis (Pay Equity, Performance, Pay Policy,

etc.)
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Compensation Management

However, the above must be considered in the context of your
organization’s technology capability and ability to implement a
repeatable and consistent process. This includes:

 Ensuring the primary elements of your compensation philosophy
are aligned with company objectives

 Internal equity insured through balanced assessment and
analysis

 External competitiveness driven by accurate market comparisons

Compensation Philosophy

Evaluate

Assess

Manage

Market
Studies

Job
Descriptions Regulations

Employee
Data

Internal Factors External Factors

Position Analysis

• Job evaluation is the foundation for any successful organization.
• In order to effectively evaluate a position you must first understand the

requirements within the position.
• Typical analysis covers the following four (4) areas:

Knowledge & Skill Requirements
• Experience (General & Managerial)
• Education
• Initiative & Ingenuity
• Mental Demand
• Analytical Ability & Problem Solving

Responsibilities
• Responsibilities for work of others

(supervision)
• Responsibilities for Funds, Equipment,

Property, etc.
• Responsibilities for Accuracy
• Accountabilities (End Results)

Contacts / Human Relations
• Contacts with Public
• Contacts with Employees

Efforts
• Machine & Computer Operations
• Working Condition & Physical Hazards
• Physical Demands

The above 15 factor rating scale comes form DBSquared
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Job Descriptions

• Once you have completed the position analysis you can
complete your job descriptions

• The benefits of job descriptions are extensive, but a few to
mention include:

– Provides employees a guideline of the position
– Facilitates annual reviews
– Serves as a guide during interview (knowledge / skills /

qualifications
– Serves as a basis of comparison for an individual’s actual

performance to the requirements
– Differentiate one position over another (job value rating

and compensation levels)

Job Descriptions

• Remember that the American’s with Disabilities Act (ADA) and
the Family Medical Leave Act (along with Lilly Ledbetter) are
requiring organizations to make sure that job descriptions are
ADA compliant.

• Make sure you spend the time to identify the physical and
mental requirements of a position.

Job Rating

• Assigning a rating to each position is the final aspect of the job
evaluation

• This anchoring point provides the appropriate context for
externally comparing salary and compensation figures.

• More than just providing a baseline is the ability to collaborate
with senior staff to drive towards a consensus value for each
position within the team.

• When successfully done this focuses on defining real value
instead of performing administrative tasks.
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Factors to Consider for Incentive Plans

• Nonprofit organizations should first conduct an assessment to determine the
appropriateness of innovative compensation to their culture and organization.

• This assessment should focus on the objectives to be achieved through implementing an
innovative compensation program, what motivates staff, the opinions and views of members,
constituents, volunteer leaders, and the financial resources available.

• Any innovative compensation program should be viewed as part of a total approach to
compensation and carefully integrated into the design of that program.

• A market analysis of current compensation levels related to the jobs in the organization should

be conducted in the early stages or prior to developing a program .

• The innovative compensation program, especially management incentive programs that
provide significant opportunities for financial rewards, should be clearly tied to
performance.

• The program should demonstrate the achievement of overall organization objectives in finance,
program, development, client service, membership, public affairs, government relations,
community relations, and any other areas deemed important to the organization.

Factors to Consider for Incentive Plans

• The innovative compensation program should include both quantitative and
qualitative criteria.

• Organizations should consider pilot testing an innovative compensation
program on a selected group of staff before introducing it to all staff.

• Innovative compensation programs should be well communicated to staff and
used as a vehicle to announce the success of employees, teams, and the
organization.

Best Practices

Strategy

Market
Rates

Total
Rewards

Performance
Management
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Best Practices- Strategy

• Define your compensation philosophy

• Link compensation to your overall organizational
strategy

• Change the culture and reinforce it with compensation

• Reward the behaviors that drive the results

• Measure your return on invested payroll

Best Practices- Market Rates

• Know what the market says the job is worth

• Comparing the organization’s competitive pay with at least 15 other
organizations (and a range of up to 25 organizations).

• If the organization is using data from for-profits, keep the market
data from for-profits and nonprofits separate.

• When seeking comparables, remember that some nonprofit
positions will not have for-profit counterparts (e.g., development
director).

Best Practices- Market Rates

• Keep in mind that cost of labor is not the same as cost of living.
Cost of labor reflects local demand and supply of labor. Cost of
living is determined by local supply of goods and services.
Competitive marketplace salaries do not always completely offset
cost of living.

• Positions with hourly wages usually compete with local employers’
wages. Positions at or above the Vice President level are typically
considered to be a national pool of applicants and may not
adjusted for location.
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Best Practices- Total Rewards

• Total Rewards: All of the tools available to the employer that may be
used to attract, motivate and retain employees. Total rewards
include everything the employee perceives to be of value resulting
from the employment relationship.

• There are five elements of total rewards, each of which includes
programs, practices, elements and dimensions that collectively
define an organization's strategy to attract, motivate and retain
employees. These elements are:

• Compensation
• Benefits
• Work-Life
• Performance and Recognition
• Development and Career Opportunities

Best Practices- Total Rewards

• The elements represent the "tool kit" from which an organization
chooses to offer and align a value for both the organization and the
employee. The elements are not mutually exclusive.

• Total rewards strategy involves the art of combining the five key
elements into tailored packages designed to achieve optimal
engagement.

• An effective total rewards strategy results in satisfied, engaged and
productive employees, who create desired business performance
and results.

Best Practices- Performance Management

• Even for pay structures linked to performance, it is recommended
that you de-coupling performance conversations and pay
conversations with employees when appropriate.

• When they are separated, discussions about performance do not
necessarily lead to premature or uncomfortable discussions
about pay or demands for increased pay (e.g., performance
evaluations every six months; a pay evaluation based on
performance annually).
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Matching Incentives to Programs – Pros
& Cons

There are ten basic categories of employee incentives:
• Cash
• Recognition
• Time off Work
• Stock Ownership
• Special Assignments
• Advancement
• Increased Autonomy
• Training & Education
• Parties and other fun activities
• Prizes

• The most popular we will address on the following slides!

Cash Rewards (including credit / debit cards)

Pros:
 Cash rewards are easy to administer and most people will not

complain if you give them free cash.
 Easy to distribute.
 Can be used to purchase anything.
 No shelf life.

Cons:
 To serve as an incentive, a significant amount of cash may be

necessary (one large cash prize as opposed to many smaller ones.
 Must be given separately – not as part of an employee’s paycheck

or regular compensation.
 May have tax consequences.
 Consider Overtime issues
 No “trophy” value – cannot display this in your office for other

employees to admire.

Gift Cards (to specific merchants)

Pros:
 Employees can treat themselves to merchandise in a store or restaurant they

may not otherwise frequent.
 Easy to distribute.

Cons:
 Gift cards often go unredeemed because they are forgotten or discarded.
 May be treated like cash for tax purposes
 Many gift cards are used by employees to purchase household necessities, as

opposed to gifts or other non-essentials for themselves.
 They are not always effect performance enhances because people may not

connect emotionally with cards.
 Recipients cannot are not likely to show off gift cards to colleagues.
 Gift cards can expire
 Gift cards may have hidden fees.
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Other Merchandise or Tangible Awards

Pros:
 Employees may not have otherwise purchased this item and so they feel as

though they earned this award through hard work (this logic applies to awards
such as electronics, and not company t-shirts or mugs).

 Offer long lasting value and serves as a reminder to the employee of a job well
done.

 Offer budget flexibility for employers (items may be anywhere from $10 up)>
 Catalog award programs or point-based incentives can offer flexibility for both

employers and employees in administration and choice of award.

Cons:
 Too many mugs!!!! Employees no longer desire pens, watches, clocks, etc.

bearing the company logo.
 Smaller gifts may not be effective motivators (how much extra effort do you

give for a shirt?)

Other Merchandise or Tangible Awards

Pros:
 Employees may not have otherwise purchased this item and so they feel as

though they earned this award through hard work (this logic applies to awards
such as electronics, and not company t-shirts or mugs).

 Offer long lasting value and serves as a reminder to the employee of a job well
done.

 Offer budget flexibility for employers (items may be anywhere from $10 up).
 Catalog award programs or point-based incentives can offer flexibility for both

employers and employees in administration and choice of award.

Cons:
 Too many mugs!!!! Employees no longer desire pens, watches, clocks, etc.

bearing the company logo.
 Smaller gifts may not be effective motivators (how much extra effort do you

give for a shirt?)

Praise

Pros:
 Cheap and easy.
 Employees appreciate praise.
 Of all the recognition incentives listed, simple praise is most likely to

boost an employee’s performance and self-esteem.
 High visibility; serves as a message to other employees that the

recipient of such praise performed well and that such hard work is
noticed and acknowledged.

Cons:
 None



5/1/2015

9

Tax Treatment of Awards

• Tax implications abound for individuals receiving cash awards
and cash equivalents (including gift certificates).

• Tax issues vary by state and by type of award and are subject to
complex federal regulations.

• To be tax exempt, an employee incentive reward cannot be in the
form of cash, charge, credit/debit card or a gift certificate.

• Travel, vacations, meals, lodging, tickets to theater or sporting
events are also NOT tax exempt.

• Gifts bearing the company logo that are under $4 in value are tax
free. Anything with a value of $4 or more is taxable, whether or
not it contains a logo.

Final Thoughts

• Compensation programs should be tailored to meet the unique
needs of an organization.

• Communicate with your staff to find out what they value in order
to plan for incentive pay, rewards and recognition.

• Compensation plans are not just about money


