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Employers are confronting new challenges...

" Changing employee expectations for work experience, work environment and
transparency of total rewards

" Increased focus on Inclusion and Diversity stemming from legislation, talent
expectations and shareholder interest and a recognition that it makes good business
sense

= Advancements in technology driving a need for new skills, an increasingly diverse
talent mix with fewer full-time employees and more non-permanent workers and new
conversations around tasks, rather than jobs

" Never ending focus on cost and optimization of spend

...leading to the need to reevaluate how to attract, engage and retain
talent in this complex, evolving environment.
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Compensation programs must keep pace to stay relevant

Employers must consider...

What is the purpose of base pay?

Do our programs encourage excellence?

Do we have the technology to administer modern pay programs?

" Are we paying fairly?

Do employees understand our pay programs or are they a “black box’?

|
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"' W™ Getting compensation right will require breakthroughs for
% each of these guestions.
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Our findings identify five keys critical to developing relevant, high-
Impact compensation programs

Clarity Differentiation Technology Fairness Transparency
Identify the Improve Make effective Prioritize Build a
factors that differentiation use of fair pay culture of pay

determine base of incentives technology transparency
pay
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Differentiation Technology Fairness Transparency




Base pay programs today — the big picture

= Base pay programs are changing, driven by factors that indicate
organizations are trying to keep up with today’s transforming workforce
and economy

= With these changes has come additional sophistication in how pay
decisions are made — and this sophistication is expected to increase
in the future

= Qrganizations continue to struggle to deliver base pay programs that
effectively reflect and drive performance
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New factors indicate base pay programs are evolving...

Future

We will reward (and
~ consider):

Today

We reward:

Achievement of individual

Achievement of individual goals and team goals

Skills required in the current role
Demonstration of knowledge and ‘ and skills critical to future
skills required in the current role success and perceived

potential

Market competitiveness and

Market competitiveness internal equity and gender pay
equality

...to promote team collaboration, reward potential and skills
necessary for the future and to ensure fair pay.
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Organizations’ ability to transform pay to effectively drive
performance is challenged by several key factors

Limited differentiation

Limited budgets

North America: North America: North America:

Many organizations do not have the budget, capabilities or willingness to
differentiate to support these objectives.
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Only about one third of organizations report getting this right

Overall, only 3 7 % of

organizations globally responded
that their base pay programs are
effective at differentiating pay and
driving higher individual
performance.

When it comes to individual performance...

- North America

say that base salary increases are effective at
driving higher individual performance

¢

Compared to

23%

in North
America:

When it comes to differentiation...

4 1 % North America

say that they can effectively differentiate pay to
reflect individual performance using base pay
Increases
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How to get it right: Clearly define the role of base pay

What tools and
technology do we
need to have in place?

Then, narrow your focus:

For each employee segment,

which factors should we reward

for this employee segment?
How do we equip

managers to make
appropriate decisions
around base pay?

Start by answering:
For the organization as
a whole, what mix of

factors guide decisions
around base pay?
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2. Improve differentiation of incentives

Differentiation
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Despite good intentions, employers are missing opportunities to
differentiate incentive payouts to top performers

When it comes to design, target payouts are not sufficiently tied to performance:

Organizations intend OO/
to pay top performers about 0 3 3(y
O of companies

above target when

funding levels are pay incentives to

normal/on target. employees who do not
meet expectations

When it comes to actual payouts:

When funding is below target: When funding is above target:

5 out of 6 organizations 45% of organizations

cut payouts to top performers increase payouts for other

by as much or more than employees as much or

they do for other employees more as they do for top performers
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The good news? Organizations are eyeing changes

Organizations planning or _
considering changes to * Many employers are planning
the design of their annual “ Sl O EERSE TG Ryl
: . _ new types of recognition
Incentive plans: programs:

Global: Global:

48%

S I

North America:

North America:

These programs are: These programs are:

» Intended to align with the company’s = low cost _ .
performance definitions = offer a quick way to support emerging

= Providing link between pay and skills and changing workplace practices
performance = provide immediate, personalized rewards
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How to get it right: Define what are you paying for

You may need to take a
step backwards to move
forward

Cultivate a High

Define Drive the Right Reward for

Performance
Performance Performance Performance

Culture

= Define all key = Ensure objectives = Determine the = Genuinely committo a

performance (e.g., results-based, performance change strategy to
dimensions for behavioral, cultural) are  dimensions to be build and embed the
incentives (e.g., results, aligned to deliver on the “rewarded” by desired performance
potential, behaviors, defined performance workforce segment culture
culture, collective, dimensions using incentives = Ensure all leaders and
individual) and h0\_/v and , Improve the managers are
where they may differ performance communicating and

engaging in an
ongoing dialogue with
employees on
performance

by workforce segment experience through

efficiency and
effectiveness
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How to get it right: Differentiate enough to make it

meaningful

Ensure your incentive
payouts deliver
appropriate upside to
the right employee
groups

Review your funding
targets at all
performance levels to
ensure you are
optimizing opportunities
to reward top talent

Consider adding new
programs such as
recognition programs
that reward employees
without increasing fixed
costs, like base pay

© 2019 Willis Towers Watson. All rights reserved.

WillisTowers Watson LiI'I"Ll 15



3. Make effective use of technology
(NN N

888
Technology
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Organizations are administering 215t century compensation
programs with 1990’s technology

Fewer than half Those still relying on
of organizations US€ software SpreadSheetS_ are
to support implementation more than twice E

of Base Pay (50%) as likely to say that
/ ¢ not having the right

- technology is a challenge to

and STI (43%)

effective pay-for-performance

One in eight (13%) |:| |:|
But ChangeS have recently added
are on the new technology ol _J:: o S

' Another
horizon... are planning to add new
22% technology this year

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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New technology could make the difference between staying
competitive or falling behind on pay program development and
delivery

Over One Introducing new Catching up Out in front

quarter of technology 20% 20%

organizations in
North America
have technology
challenges and
aren’t addressing
them. They are

Not introducing _
new technology Left behind Status quo

likely to fall 26% 34%

behind on pay

program

development and Tachnoloay e ———
. echnologyis a echnology is not a

dellvery. challenge challenge

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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How to get it right: Prioritize the use of decision support tools

WHAT: To make the right Job leveling Benchmarking Robus_t reportin_g_gnd
. . . 0000 analytics capabilities

compensation decisions, x Y Y Y

you need software with A —

integrated functionality that x& .

will support:

HOW: Start by Consum_ergrade Configurability Integr_ated Reporti_ng,analytics,
assessing compensation experience solutions decision support

software vendors ———
that provide: l =" I

AND...Improve the employee experience by delivering compensation information to
employees via a total rewards portal.
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4. Prioritize fair pay

M

Fairness

willistowerswatson.com WillisTowers Watson 1:1"I*l:1 20

© 2018 Willis Towers Watson. All rights reserved. Proprietary and Confidential. For Willis Towers Watson and Willis Towers Watson clientuse only.



Why fairness has to be considered

Regulation Talent needs

and investors 1 lg l

expectations

Brand
Impact
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Fairness is an important part of good business

Diversity improves business performance

McKinsey study: Why diversity matters?

Ethnically diverse
companies

Gender-diverse
companies

more likely to
outperform

more likely to
outperform

Paying fairly improves the employee experience

Employees
as
Consumers

Perceived inequality leads to reputational risk

Google sued by women for pay discrimination
in potential class action suit

BBC China editor Carrie Gracie
stands down in gender pay row

German employers forced to reveal
gender pay gap

Paying fairly can form part of your external brand

2 Follow

D Audi

Women are still paid 21% less than men. As a
brand that believes in progress, we are
committed to equal pay for equal work.
#DriveProgress

Audi #DriveProgress Big Game Commercial - “Daughter”
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Where diversity and inclusion programs exist, gender is a top focus

What employee groups do you target for your diversity and inclusion programs?

Gender 87% 05%%
People with disabilities N — 6160:/30%
Age _51 (y?S%
Racial and ethnic groups e 86%
orentation I 41% oo
Religious groups ] 220/%6%
Previous military service I 20% 63%

[ )
o 0'
B 5% '
Other 506
B Global = US

Note: Based on respondents that have formal programs targeted at diverse employee populations

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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Most organizations do report having formal processes to prevent bias or
Inconsistency across hiring and pay decisions

My organization has a formal process in place to ensure there is no bias or inconsistency in:

I 71%

Hiring decisions

63%
. I 0
Starting salaries 62%
. I 0
Base pay increases 62%
o I 0
Annual incentive payouts 64%
- I — 79
Performance reviews 49%
eicions N o
Promotion decisions ’
46%
Career development opportunities °
45%
LTI eligibility and receivership °
53%
Ad hoc monetary recognition R <29
y g 30% mGlobal us

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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Globally, what companies are doing to promote fairness

‘®{ i O O

Recruitment and Fair Pay Diagnostic Inclusive culture Flexible work
promotion processes arrangements

Half 56% 66% 3%
L L I

Half of respondents Over half (56%) Two-thirds of employers ~ Nearly three quarters
globally (47%) have or globally responded globally (66%) (73%) globally
are planning to review that they have or are responded that they responded that they
their recruitment and intending to conducta  have or are planning/ have or are intending to
promotion processes to  gender pay or pay considering increasing ~ Promote flexible
reduce any conscious equity diagnostic their communications of ~ WOrking arrangements.
and unconscious bias. activities to promote an

inclusive culture.
North America: North America: North America: North America:
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\ N
How to get it right: Make fair pay integral in your

% &
= =
compensation programs -' :

Effective compensation programs include fair pay:

" Fair pay enables organizations to ensure their programs are accomplishing
their total rewards goals and optimizing employee engagement

" |t also helps to uncover risks in reward and talent frameworks and
administration, where plans might be creating unintended consequences

" Pay fairness analysis is part of a broader inclusion and diversity agenda

We see fairness as an integral part of the overall
~ employee proposition and experience. Moving from local
2

market compliance activities to a clearer group-wide position

‘ enhances the impact of rewards programs.
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Clarity Differentiation Technology Fairness




The case for transparency

What we know from our research...

Percentage of
employees who claim
they know how their
total compensation
compares to the typical
employee at their
organization*

47%

51%

Percentage of
employees who think
they are paid fairly in
comparison to other
employees at their
organization*

@ The new reality: Transparency is a core principle of Total Rewards

* Willis Towers Watson 2016 Global Workforce Study
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Expectations of pay transparency are growing
But organizations are struggling to move the needle

A combination of generational preferences, legislation and publicly available comparative
data are contributing to today’s heightened expectations with regard to pay transparency.

5 7 /O of organizations Compared to
globally say their employees 4 (y
understand how their base 5 0
pay is determined .

In North

This has increased only 4 — 5% -
over the last 4 years. Am erica

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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Transparency is at the core of the narrative

How transparent is your organization with your pay programs?

Salary ranges and How programs are delivered
how they’re set in a gender neutral way

How pay Individual’s percent

Making salari

Setting standard salaries
by level

Totally silent Transparent Transpa

is determined in range or compa ratio

How transparent is your organization with your diversity and fair pay objectives?

Communicate with Share metrics and
HR and managers progress

Communicate Make your journey public Make the commitment

with leadership (externally) out loud to employees

Totally silent Transparent Transparent
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But change is on the horizon

Is your organization planning to increase the level of transparency around pay
decisions?

Already taken action:

19%
16%

Planning to take action this year:

20% 48% of employers

18% globally are planning to take

Considering taking action over next 3 years: action this year or within the
* 28% next three years to increase
34% the level of transparency in
=Global - North America pay decisions

Source: 2018 Willis Towers Watson Getting Compensation Right Survey
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How to get it right: Establish a clear reward strategy
and education/marketing plan to help explain
compensation decisions

" Communicate your reward strategy and accompanying pay
philosophy.

" Clearly explain the mix of factors influencing pay
decisions as well as the reasoning behind the results —
especially in countries where organizations must meet pay
disclosure regulations.

" Provide areward and career framework that serves as the
foundation for open conversations about pay decisions and
facilitate communications about the skills, career opportunities
and other factors required to be successful.

" Equip managers with the necessary training and tools to
explain the basis for pay decisions in the context of the
broader reward mix.

" Provide employees with personalized information and
education to better understand their pay
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Putting it all together — the five keys
to getting compensation right

asaes
] ]
HO® [
- .
<~ HER ‘=
asaesn
Clarity Differentiation Technology Fairness Transparency
Identify the Improve Make effective Prioritize Build a
factors that differentiation use of fair pay culture of pay
determine base of incentives technology transparency

pay
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