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According to compensation consult-
ant Brent Longnecker, president of
Resources Consulting Group (www.

rcg.com), “The development of formalized
total compensation strategies for employ-
ees is on the rise.” Longnecker believes
that a good employee compensation strat-
egy will ensure competitiveness in the
marketplace by establishing parameters to
determine the correct compensation for
employees.

Traditionally, smaller firms tend to “fly
by the seat of their pants” when it comes
to compensating employees, says Allison
Sumrow, a managing director and senior
consultant with People Solutions (www.
peoplesolutions.com), a human resources
(HR) management consulting and outsourc-
ing firm. Sumrow explains that smaller firms
often lack the resources to establish pay
scales for each position in their company.
Says Sumrow, “Employee compensation deci-
sions in a smaller firm will be based prima-
rily on what the company can afford, while
other important compensation issues are
frequently ignored.”

The Total Package
Longnecker contends that an effective
employee compensation program should
view total compensation as a strategic collec-
tion of several programs developed to accom-
plish specific organizational objectives:
• Incentives—additional variable pay

based on performance against objec-
tives and payable in cash, stock, or tax-
deferrable arrangements. 

• Protection—programs that insure
employees against loss of life or earn-
ing ability, as well as against major
current expenses. These include life
insurance, medical insurance, survivor’s
income, and disability income. 

• Perquisites—company-paid allowances
beyond direct pay (free parking, auto-
mobile and operating expenses, expense
allowance, total medical reimbursement,
club memberships, etc.). 

• Paid time off—vacations, holidays, fami-
ly leave, jury duty, etc. 
The way employee compensation is allo-

cated to and communicated to a compa-
ny’s employees has a profound impact on
the effectiveness of the programs. Larger
firms that have the staff to implement a
comprehensive employee compensation

program will usually touch all of the right
bases, but smaller firms are often compelled
to take shortcuts, and that’s when problems
can begin. Aubrey Daniels of Daniels & Asso-
ciates, Inc., a compensation consulting firm,
says, “What many small firms pay an incom-
ing employee depends a lot on that employ-
ee’s personal persuasiveness. Daniels says
that on many occasions, incoming employ-
ees are paid more than their peers, which
can cause grave morale problems. “For
instance, a few years ago many dot-com
firms, in their rush to staff up, paid new
employees more than onboard employees
were earning. Clearly, a firm must consid-
er its onboard employees when making an
offer to an incoming employee.”

In large firms, the HR department is
intimately involved in the employee recruit-
ment process, and overpaying an incom-

ing employee isn’t as likely. If a firm lures
an employee by offering an attractive
performance-based compensation package,
the chance of creating jealousy and envy
is greatly diminished. “A compensation
package that contains at-market base
pay and performance-based bonuses and
other perks won’t upset your other employ-
ees,” says Daniels. 

“If you don’t pay your people compet-
itive wages, you’re going to lose them,”
adds Longnecker. “Compensation must be
market-based. No matter who you ask, there
is almost unanimous support for perform-
ance-based compensation for employees.
Performance-based compensation is key
to the future success of firms that operate
in highly competitive markets.” 

As a result, small businesses must be
that much more competitive in their
employee compensation practices to attract
and maintain qualified employees. Compen-
sation experts agree that traditional formu-
las of paying employees on a seniority or
merit basis fail to properly balance orga-
nizational profitability and employee profes-
sional goals. To produce a win–win scenario,
virtually all compensation experts recom-
mend incentive-based employee compen-
sation plans. These plans reward employ-
ees for their performance. Most incentive
compensation plans are based on reward-
ing employees who meet or exceed prof-
itability goals. Companies that pay their
employees more for exceeding profitability
goals tend to be more profitable than compa-
nies that still try to control profitability
mainly on the expense side by paying their
employees as little as possible.

Wages and Benefits 
As listed above, compensation plans comprise
more than just wages and other cash
payments. However, wages and bonuses are
still most employees’ main focus. Incentive
compensation programs can help the best
employees earn anywhere from 5 to 50% on
top of their base salaries. Incentive-based
plans require a higher level of performance,
and still may not result in bonuses if a busi-
ness does not grow and prosper. 

Economic downturns are part of any
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Small businesses need to balance a total package
of wages and other incentives.



business, so compensation consultants
recommend that compensation plans carry
bonuses based on results of a year or less
and additional incentives based on longer-

term performance. Companies can also base
bonuses for top employees on improvements
in return on equity or similar criteria.

Offering supplemental retirement

programs is a good way to attract and keep
good employees. Known as golden hand-
cuffs, these programs can help a compa-
ny or institution build a compensation plan
to foster its own long-term stability and
growth. Another retention strategy is to
award employees stock or bonuses that
they do not actually receive for 10 years.

The Bottom Line
Determining appropriate employee compen-
sation in small- to medium-size companies
is an art, not a science. Often, other consid-
erations creep into the pay-setting process,
creating unintended problems. If you link
the compensation of employees to perform-
ance and conduct salary surveys to gauge
what others are paying, you’ve taken some
very important steps toward establishing an
effective employee compensation program.

Milton Zall is a freelance writer in Silver
Spring, MD. He is a certified internal audi-
tor and a registered investment adviser.
Send your comments or questions about this
article to tcaw@acs.org or to the Editorial
Office address on page 3. ◆

46 TODAY’S CHEMIST AT WORK OCTOBER 2003 www.tcawonline.org

The Root of All Dissatisfaction?

Relatively few employees are satisfied
with the wages they receive, according
to a 2001 report by the Conference Board,
a business study group in New York. In
a year 2000 survey of 5000 U.S. house-
holds, the number of respondents indi-
cating satisfaction with their wages
decreased significantly from 39.3% in
1995 to 35.6% in 2000. Only 20.5% of
year 2000 survey respondents said they
were satisfied with their companies’
bonus plans. 

Companies’ promotion policies also
were a major source of dissatisfaction. In
1995, only 23.4% said they were satis-
fied with their employer’s promotion poli-
cies, and this dipped further to 22.2%
in 2000. Just 28.2% of respondents are

satisfied with the job training and educa-
tion provided by their employers.

Overall, only 50.7% of respondents said
they were satisfied with their current jobs.
That was a significant decrease from the
58.6% of those indicating job satisfaction
when asked the same question in 1995.

Furthermore, employees could become
cynical when a company lays off employ-
ees to help improve its finances but
then produces no evidence of improved
profitability, according to a 2001 Ohio
State University study. Highly cynical
salaried employees were much less like-
ly than others to think they would be
paid more if they performed well, the
researchers said. Their questions meas-
uring cynicism had nothing to do with
compensation, yet highly cynical employ-
ees still saw a connection. 


