Module Introduction
Readings
Required
· Chapters 10 & 12 in Managing Human Resources
Recommended
· U.S. Department of State. (n.d.). Quarterly report indexes of living costs abroad, quarters allowances, and hardship differentials. Retrieved from https://aoprals.state.gov/content.asp?content_id=186&menu_id=81
· Geppert, M., & Williams, K. (2006). Global, national, and local practices in multinational corporations: Towards a sociopolitical framework. International Journal of Human Resource Management, 17(1), 49-69.
For Your Success
This module requires that you be able to distinguish between different types of compensation and defend management decisions regarding payment systems and benefits. During this week, complete a draft of your Portfolio Project, which is due before midnight of Week 9. Remember that proofreading your project before submission is important.

Learning Outcomes
1. Differentiate between types of pay systems and determine which one best fits a specific organization.
2. Understand how compensation decisions fit within the context of a legal framework.
3. Explain how an organization creates a benefits strategy. 
4. Discuss cost-containment strategies for different types of employee benefits.
1. Compensation and Benefits

The compensation and benefits packages offered by organizations are important to employees, and HR managers must understand the complexities involved in administering these packages in order to effectively manage organizational resources and employee expectations. Compensation refers to quantifiable rewards employees receive for their labor. Compensation includes an employee’s base pay or salary, pay incentives that reward employees for performance, and benefit packages.
2. Compensation

Compensation seeks to reward employees for performance and at the same time motivate them to improve future performance, but HR managers must realize that issues related to compensation impact employees sociologically and psychologically as well as financially. The perception that compensation is fair is a primary concern when designing a compensation plan. When employees consider an organization’s pay structure to be fair, the compensation system has internal equity. When an organization’s pay structure is considered fair in comparison to other employers within the same field, the compensation system has external equity. Both types of equity are important for an organization, as fair pay structures attract and motivate qualified workers.
Compensation systems are usually job-based or skill-based. Job-based plans allow organizations to set values for employee work based on the jobs they perform within the organization. Not all jobs are equally important to an organization, and as a result, job-based compensation systems allow organizations to set higher compensation levels for positions that are more important and lower compensation levels for jobs that are less important. Skill-based compensation plans are structured differently. In an organization with a skill-based compensation system, employees can increase their compensation level by acquiring new skills or increasing their mastery of existing skills.
3. Benefits

Benefits are rewards that employees share as part of their association with an organization, and these benefits are considered a form of indirect compensation. Benefits can include such things as health insurance, paid vacations, or retirement plans. While the benefit packages offered by organizations can vary drastically, there are six basic categories of benefits.
six basic categories of benefits:


Legally Required Benefits
	Legally required benefits: Social Security, worker’s compensation, 	unemployment insurance, and family/medical leave.
Health Insurance
	Health insurance: Because of the passage of the Affordable Care 	Act (ACA), organizational policies and practices concerning the 	decision to offer company-funded health insurance benefits are in 	a state of flux. The ACA requires organizations with 50 or more 	employees either to offer health insurance or pay a fine. For large 	organizations that choose to offer health insurance, the plans they 	offer must also be considered “affordable.” As a result of the ACA, 	HR managers are faced with several new challenges related to 	offering a health insurance benefit.
Retirement
	Retirement: Retirement benefits include pension and 401K plans. 	Retirement plans can be classified as either defined-benefit or 	defined-contribution plans.
Insurance
	Insurance: This is a benefit that provides death or disability 	insurance for an employee’s dependents. 
Paid Time Off
	Paid time off: This covers benefits that provide pay for days not 	worked, including personal or vacation days, holidays, sick leave, 	and severance pay.
Employee Services
	Employee services: This covers a wide range of benefits with some 	examples being employee credit unions, fitness memberships, food 	services, housing and moving services, and recreational services. 
Legal Considerations
As with other aspects of the HR function such as hiring and workplace performance, HR professionals must pay attention to state and federal regulations when overseeing compensation and benefits systems. The two primary laws impacting compensation are the Fair Labor Standards Act (FLSA) and the Equal Pay Act (EPA). The FLSA regulates federal minimum wage, the number of hours an employee can work, and child labor while the EPA helps ensure that men and women are paid at similar rates for similar work. HR managers must also make compensation decisions based on the Internal Revenue Code, which impacts the percentage of compensation employees are allowed to keep and what types of compensation are subject to tax. Because changes in the tax code can affect an employee’s net compensation, poor management decisions can adversely affect motivation.
Some benefits provided by organizations are legally required by federal law. These include Social Security, workers’ compensation, unemployment insurance, unpaid leave for family or medical reasons, and with the passage of the ACA, in some circumstances health insurance. Payments made to Social Security cover three separate types of benefits: disability benefits for workers who are unable to work due to a disability, survivor benefits that provide income for a deceased employee’s dependents, and old-age insurance benefits, which include retirement income and the availability of health insurance through Medicare. Other benefits, while not required by law, are subject to federal regulation and oversight once the benefit is offered to employees. Pension plans are an example of such a benefit. The Employment Retirement Income Security Act (ERISA) sets minimum conduct standards and disclosure requirements for pension and health plans voluntarily established by organizations in order to protect beneficiaries.
Benefits are a costly consideration for organizations, and in order to effectively manage benefit offerings, HR managers should develop a benefits strategy. The benefits strategy considers three factors: the mix of benefits an organization will offer, the amount of total compensation that the benefit package represents, and the level of flexibility employees have in choosing their own benefit packages. Regardless of an organization’s benefits strategy, it is important for HR managers to clearly communicate with employees on the availability and value of benefit packages.
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