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Compensation of employees for their services is important responsibility of human resource manage-
ment. Every organization must offer good wages and fringe benefits to attract and retain talented em-

ployees with the organization. If at any time, the wages offered by a firm are not competitive as compared to other

firms, the efficient workers may leave the firm. Therefore, workers must be remunerated adequately for their services.

Compensation to workers will vary depending upon the nature of job, skills required, risk involved, nature of working

conditions, paying capacity of the employer.

bargaining power of the trade union, wages and benefits
offered by the other units in the region or industry etc.,
Considering that the current trend in many sectors (particu-
larly the knowledge intensive sectors like IT and Services)
is to treat the employees as “creators and drivers of val-
ue” rather than one more factor of production, companies
around the world are paying close attention to how much
they pay, the kind of components that this pay includes
and whether they are offering competitive compensation
to attract the best talent Compensation refers to a wide
range of financial and non financial rewards to employees
for their services rendered to the organization. It is paid in
the form of wages, salaries and employee benefits such as
paid vacations, insurance maternity leave, free travel facili-
ty, retirement benefits etc., Monetary payments are a direct
form of compensating the employees and have a great im-
pact in motivating employees

Components of Compensation

Basic Wages/Salaries Basic wages / salaries refer to the
cash component of the wage structure based on which
other elements of compensation may be structured. It is
normally a fixed amount which is subject to changes based
on annual increments or subject to periodical pay hikes.
Wages represent hourly rates of pay, and salary refers
to the monthly rate of pay, irrespective of the number of
hours put in by the employee. Wages and salaries are sub-
ject to the annual increments. They differ from employee to
employee, and depend upon the nature of job, seniority,
and merit. Dearness Allowance The payment of dearness
allowance facilitates employees and workers to face the
price increase or inflation of prices of goods and services
consumed by him. The onslaught of price increase has a
major bearing on the living conditions of the labour. The
increasing prices reduce the compensation to nothing and
the money’s worth is coming down based on the level of
inflation. The payment of dearness allowance, which may
be a fixed percentage on the basic wage, enables the em-
ployees to face the increasing prices. Incentives Incentives

Incentives depend upon productivity, sales, profit, or
cost reduction efforts. There are:

(a) Individual incentive schemes, and

(b) Group incentive programmers.

Individual incentives are applicable to specific employee
performance. Where a given task demands group ef-
forts for completion, incentives are paid to the group as a
whole. The amount is later divided among group members
on an equitable basis.BonusThe bonus can be paid in dif-
ferent ways. It can be fixed percentage on the basic wage
paid annually or in proportion to the profitability. The Gov-
ernment also prescribes a minimum statutory bonus for all
employees and workers. There is also a bonus plan which
compensates the managers and employees based on the
sales revenue or profit margin achieved. Bonus plans can
also be based on piece wages but depends upon the pro-
ductivity of labour. Non-Monetary Benefits These benefits
give psychological satisfaction to employees even when fi-
nancial benefit is not available. Such benefits are:

(a) Recognition of merit through certificate, etc.

(b) Offering challenging job responsibilities,

(c) Promoting growth prospects,

(d) Comfortable working conditions,

(e) Competent supervision, and

(f) Job sharing and flexi-time.

Commission to managers and employees may be based
on the sales revenue or profits of the company. It is al-
ways a fixed percentage on the target achieved. For taxa-
tion purposes, commission is again a taxable component
of compensation. The payment of commission as a com-
ponent of commission is practiced heavily on target based
sales. Depending upon the targets achieved, companies
may pay a commission on a monthly or periodical basis.
Mixed Plans Companies may also pay employees and oth-
ers a combination of pay as well as commissions. This plan
is called combination or mixed plan. Apart from the sala-
ries paid, the employees may be eligible for a fixed per-
centage of commission upon achievement of fixed target
of sales or profits or Performance objectives. Nowadays,
most of the corporate sector is following this practice. This
is also termed as variable component of compensation.
Piece Rate Wages Piece rate wages are prevalent in the
manufacturing wages. The laborers are paid wage sfore
ach of the Quantity produced by them. The gross earn-
ings of the labour would quivalent to number of goods
produced by them. Piece rate wages improves productivity
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and is an absolute measurement of productivity to wage
structure. The fairness of compensation is totally based on
the productivity and not by other qualitative factors. Em-
ployers decide on what is the right compensation after
taking into account the following points. The Job Descrip-
tion of the employee that specifies how much should be
paid and the parts of the compensation package. The Job
Description is further made up of responsibilities, func-
tions, duties, location of the job and the other factors like
environment etc. These elements of the job description
are taken individually to arrive at the basic compensation
along with the other components like benefits, variable
pay and bonus. It needs to be remembered that the HRA
or the House Rental Allowance is determined by a mix
of factors that includes the location of the employee and
governmental policies along with the grade of the employ-
ee. Hence, it is common to find a minimum level of HRA
that is common to all the employees and which increases
in proportion to the factors mentioned above. The Job
Evaluation that is a system for arriving at the net worth of
employees based on comparison with appropriate com-
pensation levels for comparable jobs across the industry as
well as within the company. Factors like Experience, Quali-
fications, Expertise and Need of the company determine
how much the employer is willing to pay for the employee.
It is often the case that employers compare the jobs across
the industry and arrive at a particular compensation after
taking into account the specific needs of their firm and in
this respect salary surveys and research results done by
market research firms as to how much different companies
in the same industry are paying for similar roles. The com-
ponents of compensation that have been discussed above
are the base requirements for any HR Manager who is in
charge of fixing the compensation for potential employees.
Hence, all HR professionals and managers must take this
following aspect into account when they determine the
compensation to be paid to employees
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