WillisTowers Watson LiI"'I'Ll

>
[=
5
@
(2]
=]
1=
2
©
c
5
2
=
12
53
3
3
2
i)
e}
[ =
[
c
S
2
=
12
5}
S
5
2
h2)
e
5
iy
s
IS
53
e
2
=4
S
(@]
-
=4
3
>
2
I
8
2
=
s
S
2
@
°
5§
4
@
(2]
o
2
2
K=y
2
=
<
c
5
2
=
12
5}
3
3
2
2
~
-
o
Q
©

A New Era in Compensation:

Modernizing Base Pay
Alabama State SHRM Conference
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Remember the days...
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Presenter
Presentation Notes
When life was simpler and a we only needed to focus on the basics – such things as a fair salary, medical, dental and retirement benefits?
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Remember the days...
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Presenter
Presentation Notes
When life was simpler and a we only needed to focus on the basics – such things as a fair salary, medical, dental and retirement benefits?


The number of text messages
sent in the US each day

ource: Forre esearch Group;
https://onereach.com/blog/45-texting-statistics-that-prove-businesses-need-to-start-taking-sms-seriously/



Baby Boomers are retiring
at the rate of

between now and 2029.


Presenter
Presentation Notes
What is your plan for knowledge transfer?


The average U.S. student
today will have 10 to 14 jobs

before
the age
of 40



Percent of children entering
school today who will end up
In jobs that do not exist yet




What percentage of the U.S. population has a LinkedIn profile?



Presenter
Presentation Notes
How we look for talent or search for jobs has already changed today
How will we look for and/or find talent in 20 years?
Frequently clients tell us that their employees say “it’s easier to find work outside of the organization (via LinkedIn etc) than inside their organization” due to lack of technology or transparency.
We want to create the same talent platform inside our companies – as is happening in the external eco system today



Our world has and continues to change

QOO0

Always Connected Ready Everything Technology
online access to IS personal IS everywhere
information
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Presenter
Presentation Notes
We are always online
Anywhere, anytime 	

We are connected
Everything is social

We have access to a wealth of knowledge
The answers are at our fingertips

We personalize our world
We have choice and we personalize our world

Machines become smart
And help us






Our world has and continues to change
Total rewards and employee value proposition

Career

Development
training
Performance
management

Benefits Culture

Values/Beliefs
I-I_earlh Reputation
Retirement Leadership
Paid Time Off Employee Recognition
Value

Proposition

Work

Pay Environment

Base
Variable
Premium

Autonomy
Challenge
Flexibility

WillisTowers Watson L«I*"I"ll
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Presenter
Presentation Notes
Things within the HR world has changed and are a bit mor ecomplex now.


Market trends and realities
Modernization and relevance

WillisTowers Watson L«I*"I"ll 11


Presenter
Presentation Notes
In the new world of work, employers and employees face many pressures to remain relevant. Quick developing market trends, an accelerated pace of innovation, shifting demographics and increasing demands for transparency in many areas, including rewards, are contributing to profound shifts in today’s workplace and beginning to redefine how and by whom work gets done. 
Let’s discuss some of the specific implications of these new and emerging realities – starting with…
We are working in a fast-changing market -- 
Organizations/workforce need to respond to change swiftly
Ambiguity of work requirements as opposed to a clearly defined job
A rise of specific competencies/skills are required to support whenever and wherever needed
Rising contingent workforce and “gig economy” – cherry picking of skill sets
And when it comes to technology – it seems there is constant innovation and change. Fast changing technology
Changing work tools and expectations of the employee experience
Redesign of work – often removing work “in the middle”
Pace of work transformation – remember film developers, in person travel agents and taxi drivers?  What happens next?
Demographic shifts – It’s really happening
We have more generations in the workforce than ever before
55+ employees currently account for 1 out of 5 workers in the U.S. and this group is expected to increase to 1 out of 4 by 2022 outpacing general employment increases by 500%*
Expectations of transparency and individualization are abound
“Living out loud” on social media (such as Glass Door)
Legislative agenda in favour of equity 
Expectation of choice, flexibility and recognition of individual skills and preferences in delivery of the Employee Value Proposition



Generational shift and reward preferences

0% 10% 20% 30% 40% 30% 60% 70% 80% 90% 100%

-
Boomers

Gen X

-

GenY
- Pay and bonus Retirement . Health
N Work-life Career “ariety of
Other . Paid time off arrangements . advancement benefits

Source: 2015/2016 Global Benefits Attitudes Survey, U.S.
Sample: Full-time employees only.

WillisTowers Watson L«I*"I"ll
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The business case for having a superior EVP

Best practice EVP companies achieve better outcomes

more likely to report lower voluntary

their employees are - turnover
highly engaged outperforming peers

Source: 2016 Towers Watson Global Talent Management and Rewards Study

WillisTowers Watson L«I*"I"ll 13



Base pay remains a critical component of your EVP

o

>3

Build the
fundamentals

Focus on the
key drivers

Areas in which
every organization
needs to excel

Job architecture
and job leveling
Competencies

« Technology
« Measuring costs

and satisfaction

gﬂ

Leverage the
accelerators

[ ]

Align programs with
the key drivers of
attraction, retention
and sustainable
engagement

« Effective delivery
of base pay and STI

e Career
management

« Effective leadership

« Effective managers

[ ]

Strategies that
help take company
performance to the
next level

o Workforce
segmentation

+ Creating a
consumer-like
experience

+ Strategic alignment

WillisTowers Watson L«I*"I"ll
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Presenter
Presentation Notes
So what does it take to achieve a superior employment deal? 

This year’s research builds on prior years’ insights about the importance of the employment deal – but it is evolving.  As you look at this slide, you’ll see a lot of familiar items – but we’ve moved some elements around based on our own deeper understanding of what it takes to achieve a superior deal, and where key aspects of the deal should sit when we talk about this with our clients.

In developing the superior employment deal, all organizations MUST excel in the basics or the Fundamentals. You need to have a globally consistent job architecture and a formal approach to job leveling, and competencies.  You need to leverage technology and generate meaningful metrics for programs, their costs, and also measure employees’ satisfaction with your employment deal.  Sometimes we consider these the infrastructure or building blocks – but the key point here is that every organization needs to have these programs in place in order to build from a strong foundation.

Secondly, focus on the Key Drivers. What are the drivers of attraction, retention and sustainable engagement. Why do employees choose to join and/or stay with your company – and what is driving them to perform. What has emerged from the research are what we can call the big four. You have to get your house in order around base pay and STI design and importantly, demonstrating effective delivery of pay; you need to have solid career management programs, and then all of this backed by effective managers and leaders.

Lastly, to continue the build, what more can you do? Once you have the fundamentals in place, and your program design and delivery is hitting the key drivers, next will be to leverage the Accelerators. These are strategies that will help get your company to the next level of performance in terms of employee performance, financial performance and sustainable engagement.  Accelerators include things like workforce segmentation and creating a consumer-like experience for your employees; and also strategic alignment – ensuring that your rewards and talent management program designs are aligned with organizational priorities, goals and objectives. 

You will see how this model demonstrates how our thinking about what it takes to achieve a superior employment deal has evolved. There are findings for example, that say yes – pay for performance is important and something that all companies should continue to strive for, but to varying degrees perhaps, depending on what you indicate as your strategic priorities. We will get into some of that a bit later.




Before and now ... integrated total rewards
Base Pay — foundational and performance based reward

Career & Environmental Rewards

Employee Value

Performance-Based Rewards

Proposition

= Base pay

increases
(merit, =
Total : Base pay promotion)
Rewards . ) .
Philosophy & Strategy . . .
Program Design . -

Program Delivery

WillisTowers Watson L«I*"I"ll 15



Base pay administration
Heightened pressure

@ Iy

* Pay fairness

r'éwards Messages

Pay tranSparenCy

g Employee
Perceptions

/-} Data

. Data availability & Governance

. Stafﬁnglresources
. TimelCostIResu\t

)/

representatiop,
groups

" Compensatio,
Committee

K . Shareholders
\_/ } .:':.5

Stakeholder
View

N

* Proxy disclosure

Extenal = Braciiin
Communications o
» .lmpact on brand
Image

.-"’r-

J--.er
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Presenter
Presentation Notes
This leads us to understand the challenges employers are facing with:

Managing employee perception: Employees want employers to treat them like customers, have targeted reward program based on individual choices facing life cycle segments, etc. This includes clear reward programs alongside equity and market competitiveness. More and more we hear our clients investing time and resource to understand the employee segments using some of our tools like: Total Rewards Optimization or cater to re-designing targeted reward programs which have flexible working options or more time off, etc. There is a growing expectation particularly amongst younger generations entering the workforce that information will be shared openly.
Stakeholder View: Global Village challenges profitability of organizations, Shareholders are eyeing profitability alongside compensation committees to ensure their investments are intact and growing. With markets stabilizing, reward budgets are still restrictive and customization can be expensive. We would like to offer robust, futuristic solutions to clients which improve their profitability as well as value proposition with different stakeholders
Data & Governance :  Data analytics and forecasting is helping organization to be more informed about their talent needs and how the industry or market in which they operate is changing. The need for validation and productivity to fuel profitability is at its peak nowadays, we partner with clients to provide tools and processes to equip them for analysis and future focused strategies. 
External Communication: There is a demand for disclosure and quick disclosure. We see that media, especially social media enables communications to be quick and reachable which builds pressure on organizations to be responsive and responsible.


When it comes to modernizing base pay
Our clients are asking...

How can we
That's all well and good that better differentiate

merit matrices seem outdated merit awards... or
but what replaces them SHOULD we?

Scrapping annual
increases, seriously?

How can we make
substantial base
pay increases more

meaningful to
employees?

Are we really setting
the right salary budgets?

2% — 3%... the business
says the market is not
moving that fast

How do we determine
the marketplace when

jobs and the workforce
are rapidly changing?

WillisTowers Watson L«I*"I"ll 17



To design and deliver an effective compensation program...

An organization must understand how their compensation program fits into their
employee value proposition (EVP)

Cost
and importance
s \\ithin total rewards

Transparency
and communications
context

Link to pay
progression
and
performance

Segmentation
&
market diversity

WillisTowersWatson LiI"I"1:0L.8



Base Pay Philosophy, Design and
Delivery

willistowerswatson.com WillisTowers Watson Lil*"I'lLl 19
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There’s no escaping the fundamentals

The key drivers of attraction and retention have remained fairly steady over the past two years and
continue to reflect the fundamentals — base pay, and career advancement opportunities

Retention Driver

R

1
2 Job Security Career advancement opportunities

3 Career advancement opportunities Physical work environment

4 Challenging Work Job Security

5 Opportunities to learn new skills Ability to manage work-related stress

Sources: 2016 Global Talent Management and Rewards Study — Employee View

WillisTowers Watson L«I*"I"ll 20



Fundamentals ... determining market position

What is your Market Position?

Considering the need to pay Considering the capacity to pay
Business plans/HR strategy Company profitability
Turnover/ease of recruitment Social/political sensitivity

Feedback from employees/ industry Future forecasts

comparisons Company life cycle

CETY LIS | EEElien Base vs. Total Cash position

Market Position

WillisTowers Watson L«I*"I"ll



Factors influencing positioning strategy

External Factors (Market Specific)
Supply of Talent High Low
Talent Mobility Low High

Industry Stability High Low

Industry Attractiveness High Low

Internal Factors (Company Specific)

Role Criticality Low High

Company Image Good Poor

Performance Targets Low High

Workload Low High

Employee Value Proposition Strong Weak

Hiring Needs Low High

High

Impact of Turnover

Low

WillisTowers Watson L«I*"I"ll 22
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Fundamentals ... job evaluation methods

Senior Mgt (n= 616) 3% 6% 16% 2%
Mid-Mgt (n=625) 3% 7% 19% 2%
Professional (n=625) 2% 7% 20% 2%
Sales (n = 552) 2% 7% 17% 2%
Administrative (n= 2% 8% 20% 2%
623)

Production (n = 543) 3% 10% 17% 2%

Source: World at Work Job Evaluation and Market Pricing Practices Study — 11/15

WillisTowers Watson L«I*"I"ll


Presenter
Presentation Notes
First and foremost you do still need to ensure you are paying fair and competitive pay.  

As you can see here – most use market pricing to ensure pay competitiveness (which is allowing market data to drive compensation decisions, grade assignments, etc.) and does so on an annual or bi-annual basis.

Mark Avery, from MarketPay, will discuss further best practices in market pricing as well as leveraging technology.


Lead, meet or lag strategy
Is it the same for all or different for key segments

% COMPETITIVE

Legacy Skills, High

Critical Skills, High
Demand Talent

Supply Talent

WillisTowers Watson L«I*"I"ll 24


Presenter
Presentation Notes
Often employers get caught up with trying to fit a square peg into a round hole and not taking into consideration the different skills and talent issues they face with 


Fundamentals ... market pricing
Why survey the market?

= Helps organizations understand the
influence of supply and demand on the
cost of labor

— Where is the market shifting, how quickly
and by how much? Are we able to
respond to ‘hot’ jobs — those with critical

skills

Survey
Says!

= Provides data to assist with pay
decisions; helps to eliminate guesswork
and emotion
= remember compensation is an art not a science

= Assists in identifying and/or establishing
career levels and reward practices

WillisTowers Watson L«I*"I"ll 25



Determining market position

How to collect Market Data?

Informal networking
Conduct own survey
Buy data off the shelf

Subscribe/Participate in
independent third party survey

Sponsor an independent survey

What to look for:

= Methodology

= Benchmark Jobs

= Participation

= Sample size & data collected

= Sector focus & geographic
representation

= Value (quality, cost, timeliness)

= Confidentiality & consultant
expertise

= Service quality

WillisTowers Watson L«I*"I"ll 26



Surveys —the good, bad and ugly
Data is everywhere .... yet quality sources are scarce.

I N o) title or Keyword
aryY.onm Q

A About the job Salary + Bonus || Benefits Similar Jobs Statistics || Job Openings
Job Title Accountant I Methodology
Accountant || Memphis, TN

ererm || EEELD Amnual Y[ 455,071
Location
Memphis, TN 10% 25% 75% 50%

344 506 345588
change )

360997 366,352

Company Size

& of employees v

Industry :
type of business - Projected Salary
Unknown

WillisTowers Watson L«I*"I"ll


Presenter
Presentation Notes
There is data everywhere in our technology savvy world. One only needs to enter a search prompt and the Internet will provide more alternatives than a top-notch buffet. Regrettably, quality sources are scarce. Much of the data available on the Internet is gathered by people lacking professional knowledge and done in a manner that makes the data unusable for anyone adhering to high-quality standards. 


Balancing external market competitiveness and internal job equity

External Competitiveness

Internal Equity

=  Supports desire to = Reflects the perceived
ground pay programs in relative relationships of
competitive market jobs within a
practices D function/division and/or
Ul [ e across the organization
= Market data as the <— job “valuing” —
foundation for “job balance = Addresses career
valuing” is consistent development
with market practice requirements and
hierarchy

= Final job hierarchy

[
»

A

= Pay grades and ranges

WillisTowers Watson L«I*"I"ll 28



Fundamentals ... pay structures

A formal salary structure is an important component of an effective compensation

program

Focus on Internal
Position Value

Market
Pay range per referenced Pay
grade range per grade Job Families
= No market = Market informed = One range per
reference, purely level, per job
internally driven Pay ranges family

constructed with
reference to
selection of
market data
points

Blended

Job Families
with Dual
ranges

Use of standard
and premium
ranges

Those with a high
rate in the market
in premium
ranges

One set of each
per job
family/level

Market anchors

Focus on
External Market

Broad Bands

Market data = |ndividual rate for

gathered for as
many roles as
possible

the job

= Purely market
data driven

Jobs in a ladder

level clustered

based on market

pay rate

Typically 3-4 per
job family/level

Ensures no
individual more
than 10% beyond
their market
reference point

Default position

WillisTowers Watson L«I*"I"ll
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How do we pick which type of structure to use?

= A salary structure should reflect an organization’s structure and management values

= One key question is how much the organization emphasizes managing its people vs.
managing its costs

Traditional/Narrow/Thin grade

Broad band

Companies with this type of
organization structure...

Hierarchical
Multiple layers
Many jobs/titles

Finite distinctions between
grades/bands

Flatter organization
Fewer levels/layers
Fewer jobs/titles

...and these

management values...

Centralized control

Focus on jobs more than
individual employees

Focus on promotion vs.
career growth

Internal equity

Greater emphasis on
managing labor costs

Decentralized control with
greater emphasis on line
manager accountability

Person based

Focus on career growth vs.

promotion
Externally focused
Flexible

...tend to use this

approach to base salary

Analysis-heavy job evaluation
models

Multiple, narrower
grades/ranges

Pay is an administrative
function

Competency-based plans
Fewer, broader grades/bands

Flexible salary increase
guidelines
Pay is a strategic lever used to

drive business objectives and
reinforce cultural norms

WillisTowers Watson L«I*"I"ll 30



Structure development process
Remains relatively traditional in nature

SICTONMEN Organize jobs into grades or levels
SICTOA Review the market rates for benchmark jobs in each level
SICIOCEIN Determine midpoints and midpoint progressions

SO/ Determine range spreads

SICTORSI Calculate range overlap

SO Impact analysis and costing

WillisTowers Watson L«I*"I"ll
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Merit Increases and Pay for
Performance

willistowerswatson.com WillisTowers Watson Lil*"I'lLl 32
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Pay for performance and merit increases
Current state

' ARy Pay for performance
o ' AR L D’ includes any total reward
' element that is
differentiated on the
basis of performance
delivered (however
performance is defined)
at the enterprise, team
and/or individual level.

(9
- 0\"

It may feel like the odds are stacked against us:

* |ncreased disclosure and governance requirements put pay under a laser-sharp spotlight

= Countless hours spent managing 2.5% - 3.0% merit budgets to achieve differences that are
nominal

Source: 2016 Willis Towers Watson Global Workforce Study

WillisTowers Watson L«I*"I"ll 33



Don’t give up — you know why?

= Boards and Compensation Committees

= Significant financial and resource
investment in programs

= Employees -those with a positive view
of pay for performance are more likely to
be highly engaged

Highly engaged
= All respondents.........ccoooiiii i, 37%

= My organization does a good job

explaining our performance 50%

ManNagement ProCESS.........cuvreereeeeenenannnnn.

= People are held accountable for
their performance at my organization.............

Source: 2016 Willis Towers Watson Global Workforce Study

WillisTowers Watson L«I*"I"ll 34



Have merit increases outlived their purpose?
We know our research tells us...

40+

of companies say base salary or
“merit” increases are effective
at driving higher levels of
individual performance

99

of employers deliver base pay
increases on an annual cycle,
versus tailoring delivery to the
business model

55

of companies say that merit
increases are effective at
differentiating pay based on
individual performance

70+

of employers determine
merit budgets by local
market rates, versus
organization performance

Over one third of
employers expect
to pay more for
employees with
certain critical
skills over the
next three years

WillisTowers Watson L«I*"I"ll
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Base salary increases
Same headline, different story?

The Reality:

Limited financial resources — companies cannot afford to
deliver significant pay increases to all employees each year

Homogeneity — employees are generally subject to the
same merit increase guidelines, regardless of talent segment

Differentiation — merit increase differentiation is challenging
given small budgets

Entitlement mentality — employees expect an annual
increase each year, regardless of their job marketability

Focus on the future — when making base pay decisions,
managers give more weight to the present and future, rather
than past, which is typically not prescribed within the
program design

, ,

Suggesting a need to challenge

conventional thinking...

WillisTowers Watson L«I*"I"ll 36


Presenter
Presentation Notes
Pay still remains a strong factor for skills which will be scarce or highly demanded but are we ready to step in the arena of war for talent to ensure we (organizations) are ahead: transparent, leading and proactive? If you do recall, enablement is a key driver of sustainable engagement and 58% of enablement in 3 years will be derived from embracing flexibility as part of the Total Reward package. We can help organizations to understand, decipher and disseminate these drivers to work for them in the long run as well. Pay is not just about the amount you pay it is also about how pay progression is managed over time.  Do your employees understand how your pay progression mechanisms work?



Pay for performance
Where have we been and why change now?

In the Challenges organizations are facing today:
current world.... Optimizing ROl and maximizing engagement

Performance is typically Segmenting reward for different generations
rewarded with base pay
increases and cash
bonuses:

Largely one size fits all
Tried and tested

Easy to administer
Low risk

Easy to design

Treating employees as consumers

Organization have responded by moving to increased flexibility
Flexible benefits

Healthcare exchange
Flexible working arrangements

....S0 why continue to be so limited with
performance-based rewards?

Introducing flexibility in the way performance-based rewards
are delivered assists at recruiting, motivating and retaining
top, critical talent

WillisTowers Watson L«I*"I"ll 37


Presenter
Presentation Notes
Performance-based Flexible Rewards - providing flexible and customizable rewards packages linked to the level of performance achieved
drives employee performance, satisfaction and engagement



Rethinking merit increases: how to modernize your approach

o PURPOSE e e QUANTUM
D,

e

Less emphasis on last Meets an age of Meaningful amounts
yeal"S performance transparency » Performance-based or
= Broader future oriented *= The degree of individual promotion increases
and skills view and career pay variance may differ by should be perceived as
progression talent segment meaningful or “zero”
= Objectives for aligning to = Salary increases may also increases are provided
“market” be differentiated by talent = “Meaningful” may vary by
» Integrated segment job level and salary

= Clear communication of
differentiation criteria is
essential

TIMING e BUDGET
Rethlnk the annual cycle Revisit and prioritize your budgets
= “Annual’ may not be right cadence for all = Ensure budgets meet business and talent
talent segments objectives

WillisTowers Watson L«I*"I"ll 38



PURPOSE

What’s your salary for?
Where you plot answers on this continuum will shape program design

Pay for the Internal External
Job/Work Equity Competitiveness

Tracking more closely to market for
some jobs may mean differentiated

increase budgets and structures for
their administration

Pay the Limited Last Year's Currency Future Potential
Person Differentiation Results of Skills & Development

If you are using performance ratings to inform increase decisions do

your performance rating definitions align with the purpose of the base
pay program?

WillisTowers Watson L«I*"I"ll 39



PURPOSE

De-stigmatizing ratings

Am|l average?

Communicate that the "middle” rating is not equivalent to
a C in school, but rather like shooting par in golf. Par
doesn’'tmean perfect. Par also doesn’'t mean average or
mediocre or middle of the road. What par represents is the
number of golf strokes considered necessary to complete a
hole or course in expert play. A pro golfer can oftendo
better but par is what is expected of an expert.

Use labels for the middle performance categorysuch as
"Solid Performer,” "Meaningful Contributor" or "Fully
Effective.” People take greater pride in these designations
than labels like "Competent" or "Satisfactory” which denote
mediocrity.

WillisTowers Watson L«I*"I"ll 40



PURPOSE

De-stigmatizing ratings

5 Level Rating Scale 3 Level Rating Scale

i'.'

Exemplary/ FE
Outstanding Tt
WOW!
Commendable P
Meaningful Contributor s <
Approaching Competent/ ;{
Developing
Unsatisfactory

WillisTowers Watson L«I*"I"ll 41



TIMING

Rethinking the annual cycle

Frequency
TIMING :
There may be some exceptions to an annual cycle

= More frequent for targeted critical skill groups or
Rethink the annual cycle fast-moving markets

= “Annual” may not be right cadence for all Slow moving markets may mean that there are
talent segments some years where “broad-based increases” - are
not required — requires significant change
management and must be considered in relation
to all programs

Timing

= Consider decoupling either the communication or
timing (balanced with administrative burden) of
market adjustments vs. individual
performance/skills based increases

* Pros and cons exist in a variety of approaches and
will vary by organization culture and program
emphasis

WillisTowers Watson L«I*"I"ll 42



Pay for performance
The importance of segmentation

Best practice: Segmentation

= Different roles impact/contribute to the business differently; improved performance of some roles add more value

to the business than others

= |dentify categories of roles that will be treated differently because of pivotalness to the organization or the nature

of their contribution/performance

Return on Improved Performance (ROIP)

Flight
attendant

Pilot

Experience)

Value to organization
(in terms of Customer

Legally Airline’s Discretionary
required minimum services or
elements of job performance behavior
performance expectations

Performance Tolerance Analysis

~
o

Flight Attendants

% of employees

o

Poor Average

Outstanding

Quality of performance

ﬁ B
Limited ROIP

Role Type:

» Proficiency focus might suggest greater
emphasis on competency development
versus performance improvement

» Limited implications of exceptional
performance on client/customer service or the
organizational results

» Tight range of acceptable performance in
goal and target-setting

PM Approach Difference

+ Narrower performance distribution
guidelines

» Narrower degrees of pay differentiation,
particularly on high side

+ Narrower degree of leverage in Total Reward
system as a result of performance rating

)

Higher ROIP

Role Type:
» Performance focus

« Greater impact of exceptional
skills on client/customer service
or organizational results

» Broader range of acceptable
performance in goal and target
setting

PM Approach Difference

+ Wider performance distribution
guidelines (more dispersion off
the middle rating/score)

» Wider degrees of pay
differentiation, particularly on
high side (more dispersion off the
middle rating award)

43
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Goal of purpose and differentiation
May lead to segmented approaches lllustrative

Specialized program to retain high potential Presenting Issue
“early career” professionals .
Market pay progression for early career customer

$ $$ analytics roles was found to be high — lots of
opportunity for pay growth by changing employers
Review Re;iew = Tracking to external market pay considered a high
; > priority for the first two levels of the career track
Start of Year 6 Months Year-End . .

* Roles were moved to bi-annual increase cycle

= More frequent increases (bi-annual)) for review

= Based on skill assessment = Increase amounts tied to market reference points

= Lower tolerance for below market positioning — within the career level and an assessment of skill

simulate the external market practice of “big q tential (i t aut fi
increases” for demonstrated experience of currency and potentia (mcrease not automa 'C)

emerging skills = Need to re-assess program annually

WillisTowers Watson L«I*"I"ll 44



Pay for performance — linking with other programs
Differentiating across total rewards

Best practice: Differentiating across various reward elements

Organizations significantly advance alignment across systems by specifying how various reward elements vary by
performance, where relevant

Reward Elements

Does Not Meet
Minimum
Expectations

Approaching
Competent

Meaningful
Contributor

Exceeds Expectations

Exemplary
Performance

Merit Increase

Short-term
Incentive Award
(or GIP)

Training
Opportunities

Development
Opportunities

Promotions

Percent of
Population

0 x average merit
(e.g., 0%)

No incentive

Minimal training;
focus on
performance

Immediate

performance
improvement plan

Not eligible for
promotion

5% — 10%

Y4 — Y5 X average
merit (e.g., 1% —
1.5%)

No incentive to ¥2

target incentive

Remedial training

Close monitoring and
coaching

Not eligible for
promotion; but may
be eligible for lateral
move

10% — 15%

Average merit
(e.g., 3%)

Target incentive

Normal training

Eligible for
development
assignments

Eligible for
promotional
consideration

60%

1% -2 x average
merit (e.g., 4.5% —
6%0)

1 % x target incentive

High-performer
training opportunities

Targeted for
developmental
assignments

Targeted for
promotional
consideration

10% — 15%

>2.5x average merit
(e.g., 8%)

2x target incentive

High-performer
training opportunities

Identified as high-
potentials and
targeted for special
assignments

Targeted for

promotional
consideration

5% — 10%
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Pay for performance — linking with other rewards

Segmentation

Program
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Presentation Notes
While almost 2/3 of organizations use a ‘one-size fits all approach’ to pay for performance, segmentation can be a core building block in the design and delivery of a performance-based pay strategy and critical to improving ROI on rewards investments. Recent research has found that organizations that customize their total rewards strategy by critical workforce segments see five times higher levels of engagement and two times better financial results (Towers Watson 2012-2013 ).  



Pay for performance

Your Basic Package is:

Reward Element

Basic pay

Fixed cash allowances
Children’s education benefits
Annual leave days

Other leave days
Retirement

Life and disability insurance
Unemployment insurance
Basic medical insurance
Health assessment

Mobile phone

Workplace flexibility

Note: point calibration is illustrative

Mark, you have been recognised as a high performer, thank you
for your hard work!

Your Performance Points Balance is:
from your Performance Rewards Shop...

. Select

Reward Element Cost (Points) Select

Cash bonus 10 points per dollar @
Additional annual leave 1,000 points per day @
Sabbatical 20,000 points per month ©)
Retirement contribution 6 points per dollar O
Child care vouchers 6 points per dollar ©)
Emergency eldercare 6 points per dollar O
Gym membership 1,000 points per month ©)
Additional medical insurance 8 points per dollar O
Child_ren’_s education account 8 points per dollar o
contribution

Company car 50 points per day o
Training course 20 points per dollar @
Career management programs 100-200 points ©)
Enhanced maternity/paternity 500 points per day O
Tuition reimbursements 8 points per dollar o

Points
based on
previous
performance
period and
increase in
line with
higher

performance
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Revisit and prioritize budgets
..... to meet business and talent objectives

Actual dollars invested in salary increases often exceed those reported in published survey data. Why?
Increases resulting from “promotions to vacancies” and “internal transfers” are often lost as part of
budgeted headcount expenses. Unveiling the total spend takes courage, but the result is a more
transparent, thoughtful view of the base pay management story and measured correctly

Budget Categories Should be Clarified — Even if they Are Administered Together

Market Performance or Event/Milestone
Adjustments Skills Based Driven
= Uplift of entire job roles due » Increases based on defined = Promotion or progression to
to market movement criteria (i.e. the definition of a vacant role
(generally performance performance to be rewarded | = “Inline” promotion within a
“agnostic” excluding through base salary) career track tied to defined
documented low performers) milestones

= May reflect a “simulation” of
market progression

WillisTowers Watson L«I*"I"ll 48



Prioritizing budgets
..... to meet business and talent objectives

Market
Adjustments

Performance or
Skills Based

Event/Milestone
Driven

Prioritize When.... Cadence

» Close alignment to market is the = At pace with market — in today’s
primary purpose environment, excluding “hot skills”

» When traditional “merit” has may be less frequent than annual

yielded inconsequential
differentiation

When distinguishing job based
market adjustments from
“individual” rewards increase
transparency

When the purpose of base pay is May be annual with caveats —

to distinguish for a defined, amounts should reflect minimum
measurable definition of tolerance standards
performance

Reward for internal development Tied to milestone achievement
and skills progression is a primary
purpose of base salary (over other

definitions of performance)
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Pay Transparency
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Transparency is a given...

In the ever changing workplace, transparency and openness is becoming a
critical issue

Every 1 in 6 employees have taken the
opportunity to research pay issues online

m Active = Non Active

Source: 2016 WTW TM&R and Global Workforce Studies
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Presentation Notes
62.9% of the world’s population has access to Mobile technology that is approximately 4.77 billion people across the globe. We have more access to information globally and with that we see that more and more employees want to learn more about their compensation and be able to make informed decisions.

Every one out of six employees is actively researching pay related information on the internet, it is a concern for employers as the information the employee may fall upon may not be the most credible leading to disengagement or false expectations. Technology is opening doors as well as forcing organizations to be more transparent, consistent and focus on communication


.

Companies are increasingly required to be...

Transparent
Open communication is becoming the norm to establish a

positive culture and meet compliance requirements

Leading

Organizations want to be best-in-class to create an engaging,
fair and honest dialogue with employees to promote the
understanding of total rewards across all employee segments

Proactive

Mounting requests and a growing need to be on top of the
Issues makes it inevitable to pre-plan and respond to the
changes in advance

WillisTowers Watson L«I*"I"ll 52


Presenter
Presentation Notes
Compensation Uncovered reinforces three themes: 

Transparency internally and externally
Leading in practice, position and dialogue
Proactive and staying ahead of competition


Why initiate the transparency dialogue...

Changing Employee Changing Legislation
Expectations
Low levels of employee « CEO Pay Ratio
understanding * Gender Pay Equity
Retention is at risk » Gender Pay Gap Reporting
Diversity trends and perceptions And there is likely to be more
What will the future of work look coming down the line
like: changing working patterns

Percentage of employees who agree they understand how...

62%
0 54%
44% 47%
’ . .
total compensation total compensation total compensation bonus is determined base pay/salary is
compares to the CEO at compares to the typical compares to the typical determined
my organization employee at other employee in my
organizations like mine organization
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Presentation Notes
Changing Employee Expectations and Legislation are key requirements for organizations to respond. What does this actually entail?
We see that retention drivers are changing as technology and globalization take the front seat. Employees want quicker, clearer and more customized experiences at work and expect balanced lives leading to less stress and more flexibility. They also want more information about their rewards and opportunities – actual and potential.
We see with different types of skills available in the current market and varied requirements of skills, organizations are looking for creative resourcing solutions from being outsourced to virtual teams to sourcing talent from talent platforms
Diversity is no longer a conversation starter, it’s a given to have equity for diversity to strengthen inclusion: in terms of pay, reward, talent opportunities or mobility
Local legislation ranging from state specific (US) to country specific requirements (UK) are prime drivers for organizations to adapt and onboard the transparency and leading practices to ensure fairness and to meet disclosure requirements e.g. CEO pay ratio, gender pay gap. 

We also see that the more people understand the detail components and policies of compensation and the regulations impacting them .  If we consider that the age of transparency means understanding not only my pay in my own personal context, but also with more information and data points available how my pay compares to others, we see an emerging gap in understanding.  In the US context, how will employees respond to such questions after CEO and median pay ratios are disclosed?  


Legislation is driving us towards greater transparency
Equal pay, gender pay, CEO pay, pay ratio

What is it? Legislation varies around the world but pay equity and transparency is
| becoming an increasingly important dialog for companies to be compliant

Who does it In many jurisdictions, legislation is far reaching and impacts the majority of
affect? companies

It is a foundational element of compensation administration and compliance in
the mature markets; talent landscape is changing globally. Talent is diverse
and spread across geographies becoming increasingly accessible

Why is it
important?

There has been an upward trend in lawsuits; violations may lead to civil and
criminal penalties, extensive investigation by the authorities in the Labour
Department, and heavy settlement costs. Employer brand is tarnished

Why else is it

important?
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Has been primarily applicable to US and UK in the past but the landscape is developing especially for our global clients. We foresee that the trend of transparency is becoming more widely appreciated by talent acquirers as well as talent themselves.

A foundational element of compensation administration in the mature markets; it has implications on employee earnings, job levelling and architecture, and other programs and processes (e.g., flexible workweeks, paid time off). Talent is the driver: those days are long gone when the workforce was dominated by male counterparts only. More and more talented people want the flexibility to work outside of the typical workplace setup. Technology supports the notion by providing access to information as stated earlier

Some specific laws which you should watch out for: FLSA - US, Equal Pay Act – UK. In countries which have strong works councils and unions present, transparency, fairness and awareness reinforces the mutually agreeable conditions for both the employer and the employees.

Asia Pacific is becoming more aware about pay equity and talent wars. There is an unsaid hierarchy in the form of age, tenure, seniority, but our research suggests that only 48% employees in the region understand how their bonus is determined. 

In conclusion: transparency is slightly different from total disclosure. Transparency leads to trust and credibility which is most important to build for organizations to retain talent. Total disclosure may not drive trust as disclosing salary may not answer the question of how remuneration works For more details on the specific legislation impacting US/UK you can reach out to the experts in our network listed on the last page of this slide deck.



Changing Employee Expectations

What does it mean to be transparent?

Black Box Complete Transparency

« Structure and
number of levels

 We have a structure
with X levels

» We have a structure
and formal approach
for managing

« Nothing is
communicated

» Everything is known:

« Structure and all

compensation « Your job is assigned o Grad_e assignment of ranges
tolevel ¥ your job » Grade assignments
of all jobs
range of pay your job:

. « Target incentives
established for your d

e There is a formal ' o Pay opportunity for

level » Salary range for all levels
« Incentive targets « Compensation
management
\ policies

Implications

« Difficult to manage » Gives employee sense of o Employees understand e Full disclosure can promote
employee expectations fair treatment structure and their own pay greatest sense of trust,
regarding compensation opportunity fairness and consistency

« No sense among o Remains difficult to « Improves perceptions of « Requires training of
employees of fair or manage expectations fair treatment managers to improve their
consistent treatment ability to deliver

communications
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It’s a spectrum and where a company chooses to be might depend on:
Where it is now – if you are very open and transparent it can damage trust if you take this away
Culture – how openly shared are other topics in the company?
Maturity – how mature are managers as they will need to support this?
Location – some countries/states expect/require more openess


In closing
Keys to creating a competitive, effective compensation program

1. Determine how compensation aligns with your strategy and
culture.

2. ldentify your key employee groups, their reward preferences
and segmentation strategy.

3. Prioritize pay design.
= To ensure external pay equity, carry out comprehensive benchmarking but focus on critical roles.
= To ensure internal pay equity, establish a global job-leveling system and salary structure.

4. Revisit criteria for merit pay and pay for performance.
= Adopt a more holistic view of performance.

= Evaluate a broader set of performance dimensions
= Go beyond individual performance considering the past and include factors such as team goals and potential.

5. Ensure manager education and advocacy

= Equip them with training, tools and technology to make effective compensation decisions and have
effective compensation discussions.
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# “.

In a constant struggle for top talent

a credible, competitive

l . 4 compensation program can mean
- the difference between attracting
and retaining top talent or

“ * settling for leftovers.
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Presentation Notes
The world is moving faster, the traditional way of doing a lot of things is being upended, and that includes managing compensation. Talent markets are evolving very quickly. If you’re waiting 12 months to check in on what’s happening in some of your key geographies, or positions, you may be losing talent that has found a more market-informed company interested in the services of your key employees before you even realize you’re behind the market.


Willis Towers Watson: A Comprehensive Offering

Risk and Re/insurance

Thank You!!! Capital Brokerage
Management and Advisory

' Powerful
Global
Talent Growth
and Platform
Rewards

Advisory,

WillisTowers Watson Lil"I"Isl
Pamela Murray

Senior HR Consultant
Value Added Services, HR Partner

Broad Appeal to Clients

225 Schilling Circle Worldwide

Hunt Valley, MD 21031

E pamela.murray@willistowerswatson.com
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