
COMPENSATION MANAGEMENT





Introduction

• Wage is a monetary payment made by the 
employer to his employee for the work done and 
service rendered. This compensation payment .

• It is like give and take. The workers give his 
service and take payment called wage or 
compensation payment from the employer. 

• In addition to the monetary compensation or the 
direct compensation, the employer gives non-
monetory or indirect compensation to his 
employees like leave pay, medical facilities , 
retirement benefits, leave travel and so on.



• Compensation includes direct cash payments, indirect 
payments in form of employee benefits and incentives to  
motivate the employee to strive hard for higher level of 
productivity.



A note on salary slip (Compensation 
package)

• An employee is given full details  of 
compensation payment on a printed slip 
called as salary slip.

• This document is useful document given to 
the workers and should preserve carefully for 
further reference.



Details of employee Compensation 
Package

1. Wage /Salary

2. Fringe benefits

3. Perquisites

4. Incentives



1. Wage/Salary :

Wage is payment as  per the pay scale decided by the 
employer.

Wage refers hourly rate of pay while salary  is , rate of pay 
irrespective of number of hours put by the employee.

Along with the basic salary, allowances are given to the 
employee that includes:

a. Dearness Allowance (DA)

b. House Rent Allowance (HRA)

c. City Compensatory Allowance(CCA)

d. Transport Allowance (TA)



2. Fringe benefits: 

• These are the supplementary  benefits 
provided to the employees. They include 
benefits of

a. Provident fund

b. Gratuity

c. Medical care

d. Insurance

e. Canteen facility



3. Perquisites

• There are special benefits offered to the managers/ 
executives . 

• The purpose is to retain the competent executives by offering 
them special benefits like

a. Company's car for travelling

b. Furnished house

c. Club membership



4. Incentives

• Monetary incentives are offered as supplement to regular 
wage payment. 

• They are called as performance linked incentives.

• An employees has to show superior performance and has to 
be eligible for the benefit.



FRINGE BENEFITS

• In addition to the regular wages, bonus industrial 
workers are  given supplementary  services and 
benefits known as fringe benefit.

• The purpose of fringe benefit is to retain efficient / 
capable people in the organization.

• They include benefits of
a. Provident fund
b. Gratuity
c. Medical care
d. Insurance
e. Canteen facility





Features of Fringe benefit

• Different from regular wages

• Not directly linked with efforts

• Beneficial to all employees.



Fringe benefits are broadly categorized 
into 

A. Statutory benefits

B. Non-Statutory benefits/Voluntary benefits



A. Statutory benefits

These benefits are mandatory benefits provided 
under the of various labor related acts like:

The Factories Act, 1948

The Mines Act, 1952

Workmen Compensation Act, 1923

The Plantation Labor Act,  1951

Some of the mandatory facilities under these acts 
are working hours, leaves, medical facilities, safety 
measures.



B. Non-Statutory benefits/Voluntary 
benefits

• The benefits provided are provided to workers  by 
organization at their own.

• Such benefits are voluntary and not compulsory 
on their own. 

• Some of them are:
a. Transport facilities
b. Education facilities
c. Housing facilities
d. Recreational  facilities
Voluntary fringe benefits also includes retirements.



PERFORMANCE LINKED INCENTIVES

• Monetary incentives are offered as 
supplement to regular wage payment. 

• They are provided to workmen in recognition 
of their outstanding performance.

• They are called as performance linked 
incentives.

• An employees has to show superior 
performance and has to be eligible for the 
benefit.



Types of Incentive plans

• Individual Incentive plan

• Group Incentive plans



Individual Incentive plan

• This plan is meant for individual employee. 



Group Incentive plans

• This incentive plan is not for a individual 
employee but for the group of employee 
working in one department.

Two type of plans are there:

1. Profit sharing

2. Bonus payment



A Note on performance related Pay

Two methods of payment are there:

1. Time rate

2. Piece rate



1. Time rate: The wage payment is linked to the 
amount of time spend by employee in 
factory.

2. Piece rate: Wage payment is based on 
performance and not on amount of time 
spend in factory.


