Human Resource Management, Global Edition, 13e (Mondy)

Chapter 9  Direct Financial Compensation

9.1  Multiple-Choice Questions

1) Current trends in executive pay involve linking compensation with ________. 

A) multi-year contract packages 

B) deferred stock options

C) performance results

D) seniority systems

Answer:  C

Explanation:  C) The business and regulatory environment has changed and many organizations are rethinking executive compensation practices, including pay, bonuses, and severance pay. Performance assessment and accountability are the leading trends, and many executive salaries are now linked to performance results. 
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2) Which term refers to the total of all rewards provided to employees in return for their services?

A) benefits

B) commissions

C) bonuses

D) compensation 

Answer:  D

Explanation:  D) Compensation is the total of all rewards provided to employees in return for their services. Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses.
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3) Wages, salaries, bonuses, and commissions are referred to as ________.

A) financial benefits

B) direct financial compensation

C) indirect financial compensation

D) discretionary workplace benefits

Answer:  B

Explanation:  B) Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses. Indirect financial compensation (benefits) consists of all financial rewards that are not included in direct financial compensation, such as health insurance and social security.
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4) Which of the following is an example of indirect financial compensation? 

A) sales commission

B) annual bonus

C) social security

D) hourly wage

Answer:  C

Explanation:  C) Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses. Indirect financial compensation consists of all financial rewards that are not included in direct financial compensation, such as Social Security.
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5) As a pediatric nurse, Cary experiences a significant amount of job satisfaction, which is considered ________. 

A) nonfinancial compensation 

B) indirect compensation 

C) organizational fit

D) personal equity

Answer:  A

Explanation:  A) Nonfinancial compensation consists of the satisfaction that a person receives from the job itself or from the psychological and/or physical environment in which the person works. This aspect of nonfinancial compensation involves both psychological and physical factors within the firm's working environment.
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6) What form of compensation consists of the satisfaction that a person receives from the job itself or from the psychological and/or physical environment in which the person works? 

A) nonfinancial compensation 

B) direct financial compensation 

C) indirect financial compensation 

D) total internal compensation 

Answer:  A

Explanation:  A) Nonfinancial compensation consists of the satisfaction that a person receives from the job itself or from the psychological and/or physical environment in which the person works. This aspect of nonfinancial compensation involves both psychological and physical factors within the firm's working environment.
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7) Which term refers to the motivation theory that involves people comparing their job contributions and benefits to those of others? 

A) expectancy theory 

B) equity theory 

C) reinforcement theory 

D) hierarchy theory 

Answer:  B

Explanation:  B) Equity theory is the motivation theory that people assess their performance and attitudes by comparing both their contribution to work and the benefits they derive from it to the contributions and benefits of comparison others whom they select—and who in reality may or may not be like them. It evolved from social comparison theory—the theory that individuals must assess and know their degree of performance and the correctness of their attitudes in a situation. Lacking objective measures of performance or correct attitudes, they compare their performance and attitudes to those of others.
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8) Which term refers to a perception of fair pay treatment for employees? 

A) direct compensation 

B) financial equity 

C) benchmark job

D) team equity

Answer:  B

Explanation:  B) Financial equity means a perception of fair pay treatment for employees. Ideally, compensation will be evenhanded to all parties concerned and employees will perceive it as such.
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9) Assembly workers at GM receive wages that are comparable to those received by assembly workers at Ford. What form of equity most likely exists at GM? 

A) internal equity

B) employee equity

C) external equity

D) team equity

Answer:  C

Explanation:  C) External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms. Compensation surveys help organizations determine the extent to which external equity is present. Internal equity exists when employees receive pay according to the relative value of their jobs within the same organization.
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10) As an HR manager, what tool would you most likely use to determine if external equity exists at your firm? 

A) job analyses

B) job evaluations

C) labor statistic reports 

D) compensation surveys

Answer:  D

Explanation:  D) External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms. Compensation surveys help organizations determine the extent to which external equity is present.
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11) What form of equity exists when employees are paid according to the relative value of their jobs within the same organization? 

A) internal 

B) employee 

C) external 

D) team 

Answer:  A

Explanation:  A) Internal equity exists when employees receive pay according to the relative value of their jobs within the same organization. External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms.
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12) As an HR manager, what tool would you most likely use to determine if internal equity exists at your firm? 

A) job analysis 

B) job evaluation 

C) compensation survey

D) behavioral methods study 

Answer:  B

Explanation:  B) Job evaluation is a primary means for determining internal equity. Compensation surveys help organizations determine the extent to which external equity is present.
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13) What form of equity exists when individuals performing similar jobs for the same firm are paid according to factors unique to the individual, such as performance level or seniority? 

A) internal 

B) employee 

C) external 

D) team 

Answer:  B

Explanation:  B) Employee equity exists when individuals performing similar jobs for the same firm receive pay according to factors unique to the employee, such as performance level or seniority. Internal equity exists when employees receive pay according to the relative value of their jobs within the same organization.
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14) What form of equity is achieved when work groups are rewarded based on group productivity? 

A) internal 

B) employee 

C) external 

D) team 

Answer:  D

Explanation:  D) Team equity is achieved when teams are rewarded based on their group's productivity. Employee equity exists when individuals performing similar jobs for the same firm receive pay according to factors unique to the employee, such as performance level or seniority. Internal equity exists when employees receive pay according to the relative value of their jobs within the same organization.
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15) In most cases, which of the following is NOT a determinant of direct financial compensation?

A) organization 

B) marital status

C) labor market 

D) employee's job

Answer:  B

Explanation:  B) Historically, the organization, the labor market, the job, and the employee all have influenced job pricing and the ultimate determination of an individual's financial compensation. These factors continue to play an important role, while marital status does not.
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16) Which of the following provides general guidelines for making compensation decisions? 

A) pay leaders

B) market rates

C) compensation policies 

D) compensation packages 

Answer:  C

Explanation:  C) A compensation policy provides general guidelines for making compensation decisions. An organization often, formally or informally, establishes compensation policies that determine whether it will be a pay leader, a pay follower, or strive for an average position in the labor market.
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17) Organizations that pay higher wages and salaries than competing firms are referred to as ________.

A) market rate leaders

B) going rate leaders

C) pay followers

D) pay leaders

Answer:  D

Explanation:  D) Pay leaders are organizations that pay higher wages and salaries than competing firms. Companies that choose to pay below the market rate because of poor financial conditions or a belief that they do not require highly capable employees are pay followers.
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18) Benson Enterprises pays higher salaries than its competitors in order to attract high quality, productive employees. Which type of compensation policy is most likely in place at Benson Enterprises?

A) market rate 

B) pay leader

C) pay follower

D) individual rate 

Answer:  B

Explanation:  B) Pay leaders are organizations that pay higher wages and salaries than competing firms, so Benson is a pay leader. Companies that choose to pay below the market rate because of poor financial conditions or a belief that they do not require highly capable employees are pay followers.
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19) The average pay that most employers provide for a similar job in a particular area or industry is known as the ________ rate. 

A) pay follower 

B) pay leader

C) market 

D) wage

Answer:  C

Explanation:  C) The market (going) rate is the average pay that most employers provide for a similar job in a particular area or industry. Many organizations have a policy that calls for paying the market rate. In such firms, management believes that it can employ qualified people and yet remain competitive.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  4

20) Firms which pay below the average labor market price for jobs will most likely have ________.

A) higher productivity levels

B) higher turnover rates

C) lower unit labor costs

D) fewer grievances

Answer:  B

Explanation:  B) Paying the lowest wage possible does not save money and may be quite expensive. In addition to hiring unproductive workers, organizations that are pay followers may have a high turnover rate, as their most qualified employees leave to join higher-paying organizations.
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21) A method used to obtain data regarding what other firms are paying for specific jobs or job classes within a given labor market is referred to as a ________.

A) market survey

B) turnover survey

C) compensation survey

D) critical analysis survey

Answer:  C

Explanation:  C) A compensation survey is a means of obtaining data regarding what other firms are paying for specific jobs or job classes within a given labor market. Virtually all compensation professionals use compensation surveys either directly or indirectly.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  4

22) What is the most important standard for determining pay? 

A) pay leaders 

B) market rates 

C) geographic areas 

D) organizational levels

Answer:  B

Explanation:  B) Of all the wage criteria, market rates remain the most important standard for determining pay. In a competitive environment, the marketplace determines economic worth, and this is the critical factor.
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23) If a person is to maintain a previous level of real wages, then a pay increase must be roughly equivalent to the ________.

A) cost of living increase 

B) industry average 

C) national average 

D) market rate

Answer:  A

Explanation:  A) Although not a problem in recent years, the logic for using cost of living as a pay determinant is both simple and sound: when prices rise over time and pay does not, real pay is actually lowered. A pay increase must be roughly equivalent to the increased cost of living if a person is to maintain his or her previous level of real wages.
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24) What are the two primary factors that affect cost of living? 

A) salaries and location

B) location and inflation

C) inflation and food prices

D) housing prices and location

Answer:  B

Explanation:  B) Inflation is not the only factor affecting cost of living; location also comes into play. A pay increase must be roughly equivalent to the increased cost of living if a person is to maintain his or her previous level of real wages.
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25) When the United Auto Workers negotiate with GM and Ford for higher wages, which legislation supports the union's right to engage in collective bargaining?

A) Civil Rights Act

B) Equal Pay Act

C) Davis-Bacon Act

D) Wagner Act

Answer:  D

Explanation:  D) The National Labor Relations Act (Wagner Act) declared legislative support, on a broad scale, for the right of employees to organize and engage in collective bargaining. The Davis-Bacon Act of 1931 was the first national law to deal with minimum wages. 
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26) An escalator clause in a labor agreement that automatically increases wages as the U.S. Bureau of Labor Statistics' cost-of-living index rises is known as a ________.

A) BARS

B) COPE 

C) COLA 

D) POS

Answer:  C

Explanation:  C) When a union emphasizes cost of living, it may pressure management into including a cost-of-living allowance. A cost-of-living allowance (COLA) is an escalator clause in the labor agreement that automatically increases wages as the U.S. Bureau of Labor Statistics cost-of-living index rises. 
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27) All of the following are typical results of a booming economy EXCEPT ________. 

A) greater competition for workers 

B) higher cost of living

C) greater supply of labor

D) higher price of labor

Answer:  C

Explanation:  C) The economy definitely affects financial compensation decisions. For example, a depressed economy generally increases the labor supply. A booming economy results in greater competition for workers and the price of labor is driven upward. In addition, the cost of living typically rises as the economy expands.
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28) Which Act was the first national law to deal with minimum wages? 

A) Davis-Bacon Act 

B) Railway Labor Act 

C) Norris-LaGuardia Act 

D) Fair Labor Standards Act 

Answer:  A

Explanation:  A) The Davis-Bacon Act of 1931 was the first national law to deal with minimum wages. It mandates a prevailing wage for all federally financed or assisted construction projects exceeding $2,000. The Secretary of Labor sets the prevailing wage at the union wage, regardless of what the average wage is in the affected locality.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

29) Which Act requires federal construction contractors with projects valued in excess of $2,000 to pay at least the prevailing wages in the area? 

A) Railway Labor Act 

B) Davis-Bacon Act 

C) Norris-LaGuardia Act 

D) Fair Labor Standards Act 

Answer:  B

Explanation:  B) The Davis-Bacon Act of 1931 mandates a prevailing wage for all federally financed or assisted construction projects exceeding $2,000. The Secretary of Labor sets the prevailing wage at the union wage, regardless of what the average wage is in the affected locality.
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30) Which Act requires companies with federal supply contracts exceeding $10,000 to pay prevailing wages? 

A) Davis-Bacon Act 

B) Walsh-Healy Act 

C) Norris-LaGuardia Act 

D) Fair Labor Standards Act 

Answer:  B

Explanation:  B) The Walsh-Healy Act of 1936 requires companies with federal supply contracts exceeding $10,000 to pay prevailing wages as determined by the Secretary of Labor.
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31) Which Act establishes a minimum wage, requires overtime pay and record keeping, and provides standards for child labor? 

A) Davis-Bacon Act 

B) Walsh-Healy 

C) Norris-LaGuardia Act 

D) Fair Labor Standards Act 

Answer:  D

Explanation:  D) The FLSA attempts to eliminate low wages by setting a minimum wage, and to make long hours expensive by requiring a higher pay rate, overtime, for excessive hours. It also requires record keeping, and provides standards for child labor.
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32) The Fair Labor Standards Act (as amended) provides for all of the following EXCEPT ________.

A) minimum wage

B) overtime pay

C) age discrimination

D) child labor standards

Answer:  C

Explanation:  C) The FLSA attempts to eliminate low wages by setting a minimum wage, and to make long hours expensive by requiring a higher pay rate, overtime, for excessive hours. It also requires record keeping, and provides standards for child labor. However, it does not address age discrimination.
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33) Which federal law established standards for child labor?

A) Social Security Act

B) Walsh-Healey Act

C) Fair Labor Standards Act

D) Labor Management Relations Act

Answer:  C

Explanation:  C) The FLSA attempts to eliminate low wages by setting a minimum wage, and to make long hours expensive by requiring a higher pay rate, overtime, for excessive hours. It also requires record keeping, and provides standards for child labor.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

34) Overtime pay is not legally required for ________.

A) nonexempt employees

B) exempt employees

C) blue-collar workers

D) salaried employees

Answer:  B

Explanation:  B) Although the FLSA covers most organizations and employees, certain classes of employees are specifically exempt from overtime provisions. Exempt employees are categorized as executive, administrative, professional, or outside salespersons.
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35) A senior statistician would probably be categorized as what type of employee under the Fair Labor Standards Act? 

A) administrative 

B) executive 

C) professional 

D) outside salesperson 

Answer:  C

Explanation:  C) A professional employee, such as a senior statistician, performs work requiring advanced knowledge in a field of learning, normally acquired through a prolonged course of specialized instruction. An executive employee is essentially a manager with broad authority over subordinates. An administrative employee, although not a manager, occupies an important staff position in an organization and might have a title such as account executive or market researcher. 
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36) Which of the following would NOT be an exempt employee under the Fair Labor Standards Act? 

A) production manager

B) machine operator 

C) senior statistician 

D) outside salesperson 

Answer:  B

Explanation:  B) Exempt employees are categorized as executive, administrative, professional, or outside salespersons. A machine operator would be nonexempt.
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37) Which 2009 law requires publicly-traded covered institutions to permit a shareholder vote to approve compensation for top executives?

A) Fair Labor Standards Act 

B) National Labor Relations Act

C) Emergency Economic Stabilization Act

D) American Recovery and Reinvestment Act 

Answer:  D

Explanation:  D) In 2008, the Emergency Economic Stabilization Act (EESA) created the Troubled Assets Relief Program (TARP) and included certain executive compensation provisions that were to apply to any financial institution that received financial assistance under TARP. In February of 2009, the American Recovery and Reinvestment Act (ARRA) amended the executive compensation provisions that apply to institutions that would receive or had already received TARP funds, so-called "covered institutions." According to ARRA, any publicly-traded covered institution had to permit, in any proxy or consent for any shareholder meeting, a nonbinding shareholder vote to approve the compensation of the institution's executives.
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38) Management techniques used for determining a job's relative worth include all of the following EXCEPT ________.

A) job analysis

B) job enumeration

C) job descriptions

D) job evaluation

Answer:  B

Explanation:  B) Before an organization can determine the relative difficulty or value of its jobs, it must first define their content. Normally, it first does job analysis. The primary by-product of job analysis is the job description. Job descriptions serve many different purposes, including data for evaluating jobs. They are essential to all job evaluation methods that depend heavily on their accuracy and clarity for success.
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39) What is the primary by-product of job analysis? 

A) human resource planning 

B) job evaluation 

C) equity analysis 

D) job description 

Answer:  D

Explanation:  D) The primary by-product of job analysis is the job description, a written document that describes job duties or functions and responsibilities.
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40) What is the process that determines the relative value of one job in relation to another? 

A) job specification 

B) job description 

C) job evaluation 

D) job analysis 

Answer:  C

Explanation:  C) Job evaluation is a process that determines the relative value of one job in relation to another. Job analysis is the systematic process of determining the skills and knowledge required for performing jobs. 
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41) The primary purpose of job evaluation is to ________.

A) prepare job descriptions 

B) eliminate internal pay inequities

C) lay the groundwork for job analysis

D) price jobs within a geographic area

Answer:  B

Explanation:  B) Job evaluation determines the value of the job to the company. The primary purpose of job evaluation is to eliminate internal pay inequities that exist because of illogical pay structures. Job descriptions are essential to all job evaluation methods.
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42) What is the LEAST likely reason that a firm would use job evaluation? 

A) eliminating pay inequities

B) identifying the organization's job structure

C) estimating the average industrial wage rate 

D) developing a hierarchy of job value for creating a pay structure

Answer:  C

Explanation:  C) Many firms continue to use job evaluation to identify the organization's job structure; to eliminate pay inequities and bring order to the relationships among jobs, and to develop a hierarchy of job value for creating a pay structure. It is less likely that job evaluation would be used for determining the average wages in an industry.
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43) Irene, an HR manager, needs to use a quantitative job evaluation method. Which two methods would meet Irene's needs? 

A) point and ranking 

B) ranking and classification

C) point and factor comparison 

D) factor comparison and classification 

Answer:  C

Explanation:  C) The four traditional job evaluation methods are the ranking, classification, factor comparison, and point. The ranking and classification methods are nonquantitative, whereas the factor comparison and point methods are quantitative approaches.
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44) Omar works in the HR department at a large manufacturing firm. Omar needs a simple method for conducting a job evaluation. Which method would be most appropriate for Omar? 

A) factor comparison

B) classification 

C) ranking 

D) point 

Answer:  C

Explanation:  C) The ranking method is the simplest of the four job evaluation methods. In the job evaluation ranking method, the raters examine the description of each job being evaluated and arrange the jobs in order according to their value to the company.
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45) Which job evaluation method involves defining a number of grades to describe a group of jobs? 

A) ranking 

B) classification 

C) factor comparison 

D) point 

Answer:  B

Explanation:  B) The classification method involves defining a number of classes or grades to describe a group of jobs. In the job evaluation ranking method, the raters examine the description of each job being evaluated and arrange the jobs in order according to their value to the company.
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46) In which job evaluation method do evaluators make decisions based on five universal elements?

A) ranking 

B) classification 

C) factor comparison 

D) paired-comparison 

Answer:  C

Explanation:  C) The factor comparison method of job evaluation assumes that there are five universal factors consisting of mental requirements, skills, physical requirements, responsibilities, and working conditions. The evaluator makes decisions on these factors independently.
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47) How many universal job factors are there with the factor comparison job evaluation method? 

A) 3 

B) 5 

C) 7 

D) 9 

Answer:  B

Explanation:  B) The factor comparison method of job evaluation assumes that there are five universal factors consisting of mental requirements, skills, physical requirements, responsibilities, and working conditions. The evaluator makes decisions on these factors independently.
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48) Which of the following is NOT one of the universal job factors of the factor comparison method? 

A) working conditions

B) abstract thinking skills

C) physical requirements

D) responsibilities

Answer:  B

Explanation:  B) The factor comparison method of job evaluation assumes that there are five universal factors consisting of mental requirements, skills, physical requirements, responsibilities, and working conditions. Abstract thinking skills are not a specific category with this method. 
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49) Eric, an HR manager, is using a job evaluation method in which he assigns numerical values to specific job factors before calculating the sum of the values. Which method is Eric most likely using? 

A) factor comparison 

B) classification 

C) ranking

D) point 

Answer:  D

Explanation:  D) In the point method, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth. 
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50) Historically, some variation of which job evaluation plan has been the most popular option? 

A) ranking 

B) classification 

C) factor comparison 

D) point 

Answer:  D

Explanation:  D) Historically, some variation of the point plan has been the most popular option. In the point method, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth. 
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51) Nicole, an HR professional, needs to develop a job evaluation for a data analyst position at her firm. Nicole's manager wants a quantitative job evaluation that will be useful for a long time. Which method would be most appropriate?

A) point 

B) profile

C) classification 

D) ranking 

Answer:  A

Explanation:  A) In the point method, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth. Historically, a redeeming feature of the method has been that, once developed, the plan was useful over a long time. Ranking and classification methods are nonquantitative.
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52) Which job evaluation plan uses the compensable factors of know-how, problem solving, and accountability?

A) Hay guide chart-profile method 

B) classification method

C) factor comparison method

D) point method

Answer:  A

Explanation:  A) The Hay guide chart-profile method (Hay plan) is a widely used refined version of the point method used by approximately 8,000 public- and private-sector organizations worldwide to evaluate clerical, trade, technical, professional, managerial, and/or executive-level jobs. It uses the compensable factors of know-how, problem solving, accountability, and additional compensable elements.
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53) As the HR manager at a new firm, Kelly is responsible for the process of job evaluation. Kelly has completed a job evaluation for each position at the firm. What will most likely be the result of Kelly's work?

A) job hierarchy

B) financial equity

C) job enlargement

D) organizational fit

Answer:  A

Explanation:  A) The process of job evaluation results in a job hierarchy. It might reveal, for example, that the job of senior accountant is more valuable than the job of machinist, which, in turn, is more valuable than the job of receptionist. At this point, you know the relative value of these jobs to the company, but not their absolute value.
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54) Placing a dollar value on a job's worth is called ________. 

A) job analysis

B) job enlarging

C) job evaluation

D) job pricing

Answer:  D

Explanation:  D) Job pricing results in placing a dollar value on a job's worth. It takes place after evaluation of a job and the relative value of each job in the organization has been determined. Firms often use pay grades and pay ranges in the job-pricing process.
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55) Which term refers to a grouping of similar jobs to simplify job pricing?

A) job analysis

B) pay range

C) pay grade

D) job pricing

Answer:  C

Explanation:  C) A pay grade is the grouping of similar jobs to simplify pricing jobs. A pay range includes a minimum and maximum pay rate with enough variance between the two to allow for a significant pay difference. Firms often use pay grades and pay ranges in the job-pricing process. 
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56) Which tool is frequently used by managers to determine the appropriate number of pay grades for a company?

A) bar graphs

B) pie charts

C) flow charts 

D) scatter diagrams

Answer:  D

Explanation:  D) Plotting jobs on a scatter diagram is often useful to managers in determining the appropriate number of pay grades for a company. When this tool is used, a certain point spread determines the width of the pay grade.
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57) In determining pay grades, each dot on a scatter diagram represents ________.

A) one job

B) one worker

C) a job cluster

D) a department 

Answer:  A

Explanation:  A) Plotting jobs on a scatter diagram is often useful to managers in determining the appropriate number of pay grades for a company. Each dot on the scatter diagram represents one job. The location of the dot reflects the job's relationship to pay and evaluated points, which reflect its worth. 
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58) The fitting of plotted points to create a smooth progression between pay grades is known as a ________.

A) job cluster 

B) wage curve 

C) wage range 

D) pay range 

Answer:  B

Explanation:  B) A wage curve is the fitting of plotted points to create a smooth progression between pay grades. A pay range includes a minimum and maximum pay rate with enough variance between the two to allow for a significant pay difference.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

59) In the ________ of job evaluation, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth.

A) point method 

B) factor comparison method 

C) classification method 

D) chart profile method 

Answer:  A

Explanation:  A) In the point method, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  6

60) What includes a minimum and maximum pay rate with enough variance between the two to allow for a significant pay difference? 

A) job cluster 

B) pay curve 

C) job rank

D) pay range 

Answer:  D

Explanation:  D) A pay range includes a minimum and maximum pay rate with enough variance between the two to allow for a significant pay difference. A pay curve is the fitting of plotted points to create a smooth progression between pay grades.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

61) Pay differentials need to be greater to be meaningful, especially ________.

A) at lower job levels

B) at higher job levels

C) during periods of recession

D) during periods of inflation

Answer:  B

Explanation:  B) The rate ranges established should be large enough to provide an incentive to do a better job. At higher levels, pay differentials may need to be greater to be meaningful. For example, a $200-per-month salary increase means more to an employee earning $2,000 per month (a 10 percent increase) than to an employee earning $5,000 per month (a 4 percent increase). Assuming an inflation rate of 4 percent, the latter employee's real pay would remain unchanged.

Diff: 3

Chapter:  9

Skill:  Concept

LO:  7

62) What is a technique that collapses many pay grades into a few wide bands to improve organizational effectiveness? 

A) job banding 

B) job clustering 

C) downsizing

D) broadbanding 

Answer:  D

Explanation:  D) Broadbanding is a technique that collapses many pay grades (salary grades) into a few wide bands to improve organizational effectiveness. Organizational downsizing and restructuring of jobs have created broader job descriptions, with the result that employees perform more diverse tasks than they previously did. Broadbanding creates the basis for a simpler compensation system that de-emphasizes structure and control and places greater importance on judgment and flexible decision making.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

63) What creates the basis for a simpler compensation system that de-emphasizes structure and places greater importance on flexible decision making? 

A) job evaluation

B) broadbanding 

C) gainsharing

D) clustering 

Answer:  B

Explanation:  B) Broadbanding is a technique that collapses many pay grades (salary grades) into a few wide bands to improve organizational effectiveness. Broadbanding creates the basis for a simpler compensation system that de-emphasizes structure and control, and places greater importance on judgment and flexible decision making.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

64) Ryan, an HR manager at a publishing firm, may begin broadbanding jobs. Which of the following is NOT a benefit of broadbanding?

A) focusing on vertical promotional options

B) simplifying the firm's compensation system 

C) encouraging employees to develop laterally 

D) adding flexibility to the firm's compensation system

Answer:  A

Explanation:  A) Broadbanding creates the basis for a simpler compensation system that de-emphasizes structure and control and places greater importance on judgment and flexible decision making. Broadbanding may add flexibility to the compensation system, promote lateral development of employees and direct attention away from vertical promotional opportunities. 

Diff: 3

Chapter:  9

Skill:  Application

LO:  7

65) As an HR manager at an electronics firm, you learn that the position of Technician I at your firm is underpaid. What would be the best way to handle this situation?

A) notify the affected workers and their union representatives

B) immediately increase the pay for workers in that job 

C) give workers in that job a bonus at the end of the year 

D) wait until the next broadbanding opportunity 

Answer:  B

Explanation:  B) Good management practice would be to correct this inequity as rapidly as possible by placing the job in the proper pay grade and increasing the pay of those in that job. Waiting too long could be a problem if the employees find out before the pay is corrected.

Diff: 3

Chapter:  9

Skill:  Application

LO:  7

66) As an HR manager, you learn that an employee is being overpaid. What would be the best way to handle this situation?

A) promote the employee to a job in a higher pay grade

B) bring the job rate and employee into line with a pay cut

C) freeze the rate until cost-of-living increases bring it into line

D) redesign the job by quantifying it with the factor comparison method

Answer:  A

Explanation:  A) An ideal solution to the problem of an overpaid job is to promote the employee to a job in a higher pay grade. Another possibility would be to bring the job rate and employee pay into line through a pay cut, but this is generally not a good management practice. Somewhere in between these two possible solutions is a third: to freeze the rate until across-the-board pay increases bring the job into line.

Diff: 3

Chapter:  9

Skill:  Application

LO:  7

67) Todd, a financial analyst, was recently hired by Maxwell Enterprises. After one year with the firm, Todd will be eligible to receive a pay increase added to his base pay that is based on his performance level. Which term best describes this type of compensation?

A) commission

B) merit pay

C) piecework

D) spot bonus

Answer:  B

Explanation:  B) Merit pay is a pay increase added to employees' base pay based on their level of performance. Piecework is an incentive pay plan in which employees are paid for each unit they produce. Spot bonuses are relatively small monetary gifts provided to employees for outstanding work or effort during a reasonably short period of time.

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

68) Which type of compensation increases an employee's base pay?

A) bonus

B) merit pay

C) spot bonus

D) variable pay

Answer:  B

Explanation:  B) Merit pay is added to an employee's base pay. Variable pay, which includes bonuses and spot bonuses, is a one-time financial award.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

69) What is the most common variable pay for performance? 

A) merit pay 

B) bonus 

C) skill-based pay

D) piecework

Answer:  B

Explanation:  B) The most common type of variable pay for performance is the bonus, a one-time annual financial award, based on productivity that is not added to base pay. Merit pay, which is not variable, is a pay increase added to employees' base pay based on their level of performance. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

70) Which term refers to a one-time annual financial award based on productivity?

A) bonus

B) merit award

C) skill-based pay

D) competency-based pay

Answer:  A

Explanation:  A) The most common type of variable pay for performance is the bonus, a one-time annual financial award, based on productivity that is not added to base pay. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

71) Ellen received a one-time bonus of $500 from her employer as a reward for her significant contribution on a project. Which of the following did Ellen most likely receive? 

A) a performance incentive

B) an experience bonus

C) a premium payment

D) a spot bonus

Answer:  D

Explanation:  D) Spot bonuses are relatively small monetary gifts provided to employees for outstanding work or effort during a reasonably short period of time. If an employee's performance has been exceptional, the employer may reward the worker with a one-time bonus of as low as $50 and $100 or $500 and perhaps $5,000 shortly after the noteworthy actions.

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

72) Claudia works as a seamstress at a clothing company. She receives $10 for each pair of pants she sews. What type of pay plan is Claudia's employer most likely using? 

A) variable pay 

B) piecework 

C) lump sum pay 

D) skill-based pay 

Answer:  B

Explanation:  B) Piecework is an incentive pay plan in which employees are paid for each unit they produce. Claudia is paid $10 a unit, so if she produces 10 units a day, Claudia will earn $100. 

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

73) John works at a company that uses a variety of heavy machines. John knows how to operate three of the machines, and if he learns how to use another one, his pay will increase. Which type of compensation plan is most likely used by John's employer? 

A) variable pay

B) invariable pay

C) lump sum pay

D) skill-based pay

Answer:  D

Explanation:  D) Skill-based pay is a system that compensates employees for their job-related skills and knowledge, rather than his or her present job. The system assumes that employees who know more are more valuable to the firm and, therefore, they deserve a reward for their efforts in acquiring new skills.

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

74) Which performance-based pay system assumes that employees who know more are more valuable to the firm and deserve to be rewarded for their efforts in acquiring new skills? 

A) variable pay 

B) merit pay 

C) lump sum pay 

D) skill-based pay 

Answer:  D

Explanation:  D) Skill-based pay is a system that compensates employees for their job-related skills and knowledge, rather than his or her present job. The system assumes that employees who know more are more valuable to the firm and, therefore, they deserve a reward for their efforts in acquiring new skills.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

75) Anna, a marketing manager, frequently takes development and training courses to learn new skills. Anna is financially rewarded by her employer each time she acquires a new capability. What type of compensation plan is most likely used by Anna's employer? 

A) variable pay 

B) skill-based pay 

C) lump sum pay 

D) competency-based pay 

Answer:  D

Explanation:  D) Competency-based pay is a compensation plan that rewards employees for the capabilities they attain. It is a type of skill-based pay plan for professional and managerial employees. Variable pay involves receiving bonuses for specific accomplishments.

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

76) Labor unions tend to favor ________ as the basis for compensation changes.

A) performance

B) experience

C) seniority

D) skill

Answer:  C

Explanation:  C) Although management generally prefers performance as the primary basis for compensation changes, unions tend to favor seniority. Many union leaders consider performance evaluation systems to be too subjective, permitting management to reward favorite employees arbitrarily.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

77) The provision of vacation days is generally provided on the basis of ________.

A) seniority 

B) team performance

C) organization membership

D) experience and knowledge

Answer:  C

Explanation:  C) Employees receive some compensation components without regard to the particular job they perform or their level of productivity. They receive them because they are members of the organization. For example, an average performer occupying a job in pay grade 1 may receive the same number of vacation days, the same amount of group life insurance, and the same reimbursement for educational expenses as a superior employee working in a job classified in pay grade 10. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

78) Firms most likely reward all employees regardless of position the same group life insurance in order to ________. 

A) lower expenses 

B) recognize loyalty

C) avoid litigation

D) overcome biases

Answer:  B

Explanation:  B) Employees receive some compensation components without regard to the particular job they perform or their level of productivity but because they are members of the organization. The purpose of rewards based on organizational membership is to maintain a high degree of stability in the workforce and to recognize loyalty.

Diff: 2

Chapter:  9

Skill:  Application

LO:  7

79) Which of the following is a disadvantage associated with team-based pay? 

A) Exemplary performers become disgruntled and quit.

B) Performance standards are difficult to develop.

C) Output is difficult to categorize and assess.

D) Members lack the time to assist others.

Answer:  A

Explanation:  A) Team incentives have both advantages and disadvantages. On the positive side, firms find it easier to develop performance standards for groups than for individuals, the output of a team is more likely to reflect a complete product or service, and employees may be more inclined to assist others and work collaboratively. A potential disadvantage for team incentives relates to exemplary performers who perceive that they contribute more than other employees in the group then become disgruntled and leave.

Diff: 3

Chapter:  9

Skill:  Concept

LO:  8

80) Entry-level engineers at A-1 Manufacturing are paid as much as engineers who have been with the firm for five years. Which of the following best describes the situation at A-1? 

A) single-rate pay system

B) competency-based pay

C) union representation

D) salary compression

Answer:  D

Explanation:  D) Salary compression occurs when less experienced employees are paid as much as or more than employees who have been with the organization a long time due to a gradual increase in starting salaries and limited salary adjustment for long-term employees.

Diff: 2

Chapter:  9

Skill:  Application

LO:  8

81) A compensation plan that results in the distribution of a predetermined percentage of the firm's profits to employees is referred to as ________.

A) team sharing

B) piecework

C) profit sharing

D) broadbanding

Answer:  C

Explanation:  C) Profit sharing is a compensation plan that results in the distribution of a predetermined percentage of the firm's profits to employees. Many firms use this type of plan to integrate the employees' interests with those of the company.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  8

82) Which type of profit sharing plan provides payment to employees in cash or stock as soon as profits have been determined?

A) deferred plan

B) current plan

C) performance plan

D) gainsharing plan

Answer:  B

Explanation:  B) Current plans provide payment to employees in cash or stock as soon as profits have been determined. Deferred plans involve placing company contributions in an irrevocable trust, credited to individual employees' accounts. The funds are normally invested in securities and become available to the employee (or his or her survivors) at retirement, termination, or death.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  8

83) Which type of profit sharing plan places company contributions in an irrevocable trust and credits individual employees' accounts?

A) deferred plan

B) current plan

C) stock plan

D) defined plan

Answer:  A

Explanation:  A) Deferred plans involve placing company contributions in an irrevocable trust, credited to individual employees' accounts. The funds are normally invested in securities and become available to the employee (or his or her survivors) at retirement, termination, or death. Current plans provide payment to employees in cash or stock as soon as profits have been determined. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  8

84) Vesting on a graduated basis has a tendency to ________.

A) discourage participation

B) improve recruiting 

C) increase hiring

D) reduce turnover

Answer:  D

Explanation:  D) Vesting determines the amount of profit an employee owns in his or her account. A gradual approach to vesting encourages employees to remain with the firm, thereby reducing turnover.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

85) Which of the following is a profit sharing plan designed to bind employees to the firm's performance by providing incentive payment based on improved company performance?

A) deferred 

B) job sharing

C) compression

D) gainsharing

Answer:  D

Explanation:  D) Gainsharing plans are designed to bind employees to the firm's productivity and provide an incentive payment based on improved company performance. The goal of gainsharing is to focus on improving cost-efficiency, reducing costs, improving throughput, and improving profitability.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

86) Which of the following is a gainsharing plan that provides a financial reward to employees for labor cost savings resulting from their suggestions? 

A) deferred plan 

B) Scanlon plan 

C) current plan 

D) Rucker plan 

Answer:  B

Explanation:  B) The Scanlon plan provides a financial reward to employees for savings in labor costs resulting from their suggestions. Employee-management committees evaluate these suggestions. Participants in these plans calculate savings as a ratio of payroll costs to the sales value of what that payroll produces. If the company is able to reduce payroll costs through increased operating efficiency, it shares the savings with its employees. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

87) What gainsharing plan embodies management-labor cooperation, collaborative problem-solving, teamwork, trust, gainsharing, open-book management and servant leadership? 

A) deferred plan 

B) Scanlon plan 

C) Roth plan 

D) current plan 

Answer:  B

Explanation:  B) Scanlon plans are not only financial incentive systems, but also systems for participative management. The Scanlon plan embodies management/labor cooperation, collaborative problem solving, teamwork, trust, gainsharing, open-book management, and servant leadership.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

88) Individuals performing in professional jobs are compensated initially for their ________.

A) productivity

B) goal achievement

C) knowledge

D) extensive experience

Answer:  C

Explanation:  C) A professional employee performs work requiring advanced knowledge in a field of learning, normally acquired through a prolonged course of specialized instruction. Examples of exempt professionals often employed in industry include scientists, engineers, and accountants. Their pay, initially, is for the knowledge they bring to the organization. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

89) In which method of sales compensation do salespersons receive a fixed salary regardless of their sales levels? 

A) straight commission 

B) variable pay

C) straight salary 

D) spot bonus

Answer:  C

Explanation:  C) The straight salary approach is one extreme in sales compensation. In this method, salespersons receive a fixed salary regardless of their sales levels. At the other extreme is straight commission, in which the person's pay is totally determined as a percentage of sales.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  8

90) When continued service after the sale is essential, a firm will most likely compensate sales representatives with ________.

A) bonus only 

B) straight salary

C) straight commission

D) bonus plus commission

Answer:  B

Explanation:  B) The straight salary approach is one extreme in sales compensation. In this method, salespersons receive a fixed salary regardless of their sales levels. Organizations use straight salary primarily to emphasize continued product service after the sale.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

91) In which method of sales compensation is a salesperson's pay totally determined as a percentage of sales? 

A) straight commission 

B) part salary 

C) straight salary 

D) straight bonus 

Answer:  A

Explanation:  A) With straight commission, the person's pay is totally determined as a percentage of sales. In the straight salary approach, salespersons receive a fixed salary regardless of their sales levels. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  8

92) In most cases, a firm prefers to link the salary growth of its highest level managers to market rates and ________.

A) cost of living increases

B) public compensation policies

C) overall corporate performance 

D) contingent worker compensation

Answer:  C

Explanation:  C) The executive package depends on the magnitude of the responsibility, risk, and effort shouldered by the chief executive. Organizations typically prefer to relate salary growth for the highest-level managers to market rates and overall corporate performance, including the firm's market value.

Diff: 3

Chapter:  9

Skill:  Concept

LO:  8

93) In the ________ incentive plan, employees are paid for each unit they produce. 

A) skill-based 

B) piecework 

C) seniority

D) competency-based 

Answer:  B

Explanation:  B) Piecework is an incentive pay plan in which employees are paid for each unit they produce. For example, if a worker is paid $8 a unit and produces 10 units a day, the worker earns $80. Historically, piecework is especially prevalent in the production/operations area.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

94) What incentive plan allows executives to buy a specified amount of stock in the future at or below the current market price? 

A) stock option 

B) indexed stock option 

C) open-end stock option 

D) closed-end stock option 

Answer:  A

Explanation:  A) Stock option plans give the executive the option to buy a specified amount of stock in the future at or below the current market price. The stock option is a long-term incentive designed to integrate the interests of management with those of the organization.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  9

95) Special benefits provided by a firm to a small group of key executives are known as ________. 

A) incentive bonuses

B) golden parachutes

C) stock options

D) perquisites

Answer:  D

Explanation:  D) Perquisites (perks) are any special benefits provided by a firm to a small group of key executives and designed to give the executives "something extra." A golden parachute contract is a perquisite that protects executives in the event that another company acquires their firm or if the executive is forced to leave the firm for other reasons. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  9

96) An executive perquisite that protects executives in the event that the executive is forced to leave the firm is known as a ________.

A) golden parachute contract

B) stock option plan

C) Scanlon plan 

D) spot bonus

Answer:  A

Explanation:  A) A golden parachute contract is a perquisite that protects executives in the event that another company acquires their firm or if the executive is forced to leave the firm for other reasons. At times, golden parachute contracts have been abused but such contracts appear to be lessening.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  9

97) The objective of ________ is to improve productivity by rewarding those who best assist in achieving this goal. 

A) performance-based pay

B) cost-of-living allowances

C) skill-based pay

D) salary compression

Answer:  A

Explanation:  A) The objective of performance-based pay is to improve productivity by rewarding those who best assist in achieving this goal. It is based on the assumption that given the proper incentives, most employees will work harder and smarter.

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  7

98) PetFair, a national chain of pet supply stores, employs nearly 1,000 workers. In the past two years, the firm's market share has dropped and employee turnover has increased. The vice president of human resources at PetFair suggests implementing a new compensation policy to improve the firm's performance and retain quality workers. Currently, PetFair employees receive compensation primarily based on years with the firm and job level. Which of the following, if true, best supports the argument that PetFair should implement a competency-based pay system? 

A) PetFair uses the classification method to price management jobs.

B) PetFair sales representatives earn straight commissions.

C) PetFair managers experience variable work assignments.

D) PetFair offers a profit-sharing plan to top executives.

Answer:  C

Explanation:  C) Competency-based pay is a type of skill-based pay plan for professional and managerial employees. The disappearance of the traditional job provides the primary rationale for this change. If managers at PetFair have variable and unstable work assignments, with roles that cannot be assigned a valid pay rate in traditional job evaluation plans, then a competency-based pay system is appropriate. 

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  7

99) The ________ of the Dodd-Frank Act gives shareholders an advisory vote on executive pay. 

A) cap and trade proviso

B) clawback policy

C) say on pay provision

D) golden parachute clause

Answer:  C

Explanation:  C) The provision for say on pay gives shareholders in all but the smallest companies an advisory vote on executive pay. This is something that governance advocates have long wanted. Those who support the concept of say on pay believe that the vote will cause greater accountability on executive pay decisions.

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  9

100) PetFair, a national chain of pet supply stores, employs nearly 1,000 workers. In the past two years, the firm's market share has dropped and employee turnover has increased. The vice president of human resources at PetFair suggests implementing a new compensation policy to improve the firm's performance and retain quality workers. Currently, PetFair employees receive compensation primarily based on years with the firm and job level. Which of the following, if true, best supports the idea of offering a Scanlon plan to employees at PetFair?

A) The environment at PetFair lacks teamwork, trust, and collaboration among employees. 

B) Perquisites for key executives at PetFair were eliminated during the 2008 recession.

C) PetFair uses broadbanding to price jobs at all levels of the organization.

D) The Hay plan is already utilized successfully at PetFair.

Answer:  A

Explanation:  A) The Scanlon plan provides a financial reward to employees for savings in labor costs resulting from their suggestions. The Scanlon plan embodies management/labor cooperation, collaborative problem solving, teamwork, trust, gainsharing, open-book management, and servant leadership, so offering the Scanlon plan may improve the PetFair environment. Perks, broadbanding, and the Hay plan are less relevant to the issue of the Scanlon plan.

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  8

9.2  True/False Questions

1) Compensation is the total of all rewards provided to employees in return for their services. 

Answer:  TRUE

Explanation:  Compensation is the total of all rewards provided to employees in return for their services. The overall purposes of providing compensation are to attract, retain, and motivate employees.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  1

2) Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and health benefits. 

Answer:  FALSE

Explanation:  Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses. Indirect financial compensation consists of all financial rewards that are not included in direct financial compensation, such as health benefits.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  1

3) Indirect financial compensation consists of all financial rewards that are not included in direct compensation, such as commissions and spot bonuses. 

Answer:  FALSE

Explanation:  Indirect financial compensation consists of all financial rewards that are not included in direct financial compensation, such as health benefits. Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  1

4) Nonfinancial compensation consists of the satisfaction that a person receives from the psychological environment in which the person works. 

Answer:  TRUE

Explanation:  Nonfinancial compensation consists of the satisfaction that a person receives from the job itself or from the psychological and/or physical environment in which the person works. This aspect of nonfinancial compensation involves both psychological and physical factors within the firm's working environment.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  1

5) According to equity theory, people are motivated by financial compensation and prestige.

Answer:  FALSE

Explanation:  Equity theory states that a person is motivated in proportion to the perceived fairness of the rewards received for a certain amount of effort as compared with what others receive. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  2

6) Financial equity refers to the perception of fair pay treatment for employees. 

Answer:  TRUE

Explanation:  Financial equity means a perception of fair pay treatment for employees. Firms and individuals view fairness from several perspectives. Ideally, compensation will be evenhanded to all parties concerned and employees will perceive it as such.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  2

7) External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms. 

Answer:  TRUE

Explanation:  External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms. Compensation surveys help organizations determine the extent to which external equity is present.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  2

8) Employee equity exists when employees receive pay according to the relative value of their jobs within the same organization. 

Answer:  FALSE

Explanation:  Employee equity exists when individuals performing similar jobs for the same firm receive pay according to factors unique to the employee, such as performance level or seniority. Internal equity exists when employees receive pay according to the relative value of their jobs within the same organization.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  2

9) Team equity is achieved when teams are rewarded based on their group's productivity. 

Answer:  TRUE

Explanation:  Team equity is achieved when teams are rewarded based on their group's productivity. However, achieving equity may be a problem when it comes to team incentives. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  2

10) The labor market, the job, the employee, and the organization are the primary factors that influence job pricing and compensation. 

Answer:  TRUE

Explanation:  Historically, the organization, the labor market, the job, and the employee all have influenced job pricing and the ultimate determination of an individual's financial compensation. These factors continue to play an important role.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  3

11) A benefit policy provides general guidelines for making compensation decisions. 

Answer:  FALSE

Explanation:  A compensation policy provides general guidelines for making compensation decisions. Some employees may perceive their firm's compensation policies as being fair and unbiased and others may have different opinions.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  4

12) Pay leaders usually attract more highly qualified applicants than lower paying firms in the same labor market. 

Answer:  TRUE

Explanation:  Pay leaders are organizations that pay higher wages and salaries than competing firms. These higher-paying firms usually attract more highly qualified applicants than lower-paying companies in the same labor market.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  4

13) The pay leader rate is the average pay that most employers provide for a similar job in a particular area or industry. 

Answer:  FALSE

Explanation:  The market (going) rate is the average pay that most employers provide for a similar job in a particular area or industry. Pay leaders are organizations that pay higher wages and salaries than competing firms.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  4

14) Firms use compensation surveys to develop budgets and compensation structures. 

Answer:  TRUE

Explanation:  Organizations use surveys for two basic reasons: to identify their relative position with respect to the chosen competition in the labor market, and to provide input in developing a budget and compensation structure.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  4

15) Cost-of-living allowances are becoming increasingly popular in labor union contracts. 

Answer:  FALSE

Explanation:  A cost-of-living allowance (COLA) is an escalator clause in the labor agreement that automatically increases wages as the U.S. Bureau of Labor Statistics' cost-of-living index rises. Recently, cost-of-living allowances in union contracts have been disappearing.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

16) The Walsh-Healy Act was the first national law to mandate a minimum wage.

Answer:  FALSE

Explanation:  The Davis-Bacon Act of 1931 was the first national law to deal with minimum wages. The Walsh-Healy Act of 1936 requires companies with federal supply contracts exceeding $10,000 to pay prevailing wages.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

17) One of the primary purposes of the Fair Labor Standards Act of 1938 was to eliminate low wages and excessive working hours. 

Answer:  TRUE

Explanation:  The purpose of the FLSA is to establish minimum labor standards on a national basis and to eliminate low wages and long working hours. The FLSA attempts to eliminate low wages by setting a minimum wage, and to make long hours expensive by requiring a higher pay rate, overtime, for excessive hours.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

18) Nonexempt employees are categorized as executive, administrative, professional employees, and outside salespersons. 

Answer:  FALSE

Explanation:  Exempt employees are categorized as executive, administrative, professional, or outside salespersons. These classes of workers are exempt from overtime provisions.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  5

19) Job evaluation is a process that determines the relative value of one job in relation to another. 

Answer:  TRUE

Explanation:  Job evaluation is a process that determines the relative value of one job in relation to another. Basically, it determines the value of the job to the company. The primary purpose of job evaluation is to eliminate internal pay inequities that exist because of illogical pay structures.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  6

20) The classification method of job evaluation is the simplest job evaluation method and requires comparing a job description with a class description.

Answer:  FALSE

Explanation:  The classification method involves defining a number of classes or grades to describe a group of jobs. In evaluating jobs by this method, the raters compare the job description with the class description. However, the ranking method is the simplest of the four job evaluation methods. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  6

21) In the ranking method of job evaluation, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth. 

Answer:  FALSE

Explanation:  In the job evaluation ranking method, the raters examine the description of each job being evaluated and arrange the jobs in order according to their value to the company. In the point method, raters assign numerical values to specific job factors, such as knowledge required, and the sum of these values provides a quantitative assessment of a job's relative worth.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  6

22) The Hay guide chart-profile method is a refined version of the point method that is used by both public and private-sector organizations.

Answer:  TRUE

Explanation:  The Hay guide chart-profile method (Hay plan) is a widely used refined version of the point method used by approximately 8,000 public and private-sector organizations worldwide to evaluate clerical, trade, technical, professional, managerial, and/or executive-level jobs.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  6

23) The Hay plan is exclusively used for evaluating federal and state government jobs. 

Answer:  FALSE

Explanation:  The Hay guide chart-profile method (Hay plan) is a widely used refined version of the point method used by approximately 8,000 public and private-sector organizations worldwide to evaluate clerical, trade, technical, professional, managerial, and/or executive-level jobs.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

24) Pay grades and pay ranges are frequently used in the job-pricing process.

Answer:  TRUE

Explanation:  Job pricing results in placing a dollar value on a job's worth. It takes place after evaluation of a job and the relative value of each job in the organization has been determined. Firms often use pay grades and pay ranges in the job-pricing process.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

25) A pay grade is the grouping of similar jobs to simplify pricing jobs. 

Answer:  TRUE

Explanation:  A pay grade is the grouping of similar jobs to simplify pricing jobs. In following this approach, you avoid a false suggestion of preciseness.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

26) Firms typically prefer single pay rates rather than pay ranges because of the simplicity and preciseness the system offers. 

Answer:  FALSE

Explanation:  Pay ranges are generally preferred over single pay rates because they allow a firm to compensate employees according to performance and length of service. A pay range includes a minimum and maximum pay rate with enough variance between the two to allow for a significant pay difference. 

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

27) Job pricing is represented by a wage curve that represents a smooth progression between pay grades.

Answer:  FALSE

Explanation:  Job pricing results in placing a dollar value on a job's worth. It takes place after evaluation of a job and the relative value of each job in the organization has been determined. Firms often use pay grades and pay ranges in the job-pricing process.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

28) According to research, merit pay, which is similar to an annual bonus, is highly successful in motivating employee performance and improving compensation satisfaction.

Answer:  FALSE

Explanation:  Merit pay is a pay increase added to employees' base pay based on their level of performance. Past studies by compensation professionals have determined that merit pay is marginally successful in influencing pay satisfaction and performance.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

29) Merit pay is a one-time financial award based on productivity. 

Answer:  FALSE

Explanation:  Merit pay is a pay increase added to employees' base pay based on their level of performance. A bonus is a one-time annual financial award based on productivity and not added to base pay.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

30) Merit payments are relatively small gifts given to employees for outstanding work or effort during a brief period of time. 

Answer:  FALSE

Explanation:  Spot bonuses are relatively small monetary gifts provided to employees for outstanding work or effort during a reasonably short period of time. Merit pay is a pay increase added to employees' base pay based on their level of performance. 

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

31) Piecework is an incentive pay plan where employees are paid for each unit they produce. 

Answer:  TRUE

Explanation:  Piecework is an incentive pay plan in which employees are paid for each unit they produce. Piecework is especially prevalent in the production/operations area.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

32) Competency-based pay plans are increasingly common as employees shift from traditional jobs to variable work assignments.

Answer:  TRUE

Explanation:  Competency-based pay is a compensation plan that rewards employees for the capabilities they attain. The disappearance of the traditional job provides the primary rationale for the shift towards this system. Today, employees are said to have variable and unstable work assignments, with roles that cannot be assigned a valid pay rate in traditional job evaluation plans.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

33) Seniority is the length of time an employee has been associated with the company, division, department, or job. 

Answer:  TRUE

Explanation:  Seniority is the length of time an employee has been associated with the company, division, department, or job. Although management generally prefers performance as the primary basis for compensation changes, unions tend to favor seniority.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  7

34) During the recession of 2008/2010, salary compression was not a problem for HR managers because of pay cuts and layoffs.

Answer:  FALSE

Explanation:  Salary compression continued to be a major challenge for compensation managers even in a recession when pay cuts and freezes were the focus of the daily news. As workers discover inequities in their pay, resentment and lower productivity may follow with the employees ultimately leaving the company when the economy improves.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  7

35) Profit sharing is a compensation plan that helps HR managers with recruiting and retaining employees.

Answer:  TRUE

Explanation:  Profit sharing is a compensation plan that results in the distribution of a predetermined percentage of the firm's profits to employees. Profit-sharing plans can aid in recruiting, motivating, and retaining employees, which usually enhances productivity.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

36) Gainsharing plans are intended to link employees to organizational productivity by focusing on cost-efficiency. 

Answer:  TRUE

Explanation:  Gainsharing plans are designed to bind employees to the firm's productivity and provide an incentive payment based on improved company performance. The goal of gainsharing is to focus on improving cost-efficiency, reducing costs, improving throughput, and improving profitability.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

37) The Scanlon plan provides a financial reward to employees for savings in labor costs that result from their suggestions and serves as a type of participative management program.

Answer:  TRUE

Explanation:  The Scanlon plan provides a financial reward to employees for savings in labor costs resulting from their suggestions. Scanlon plans are not only financial incentive systems, but also systems for participative management.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  8

38) Bonuses and performance-based pay have become popular for executive compensation packages because the U.S. tax laws do not allow firms to deduct more than $500,000 of an executive's salary. 

Answer:  FALSE

Explanation:  The U.S. tax law does not allow companies to deduct more than $1 million of an executive's salary; therefore, most firms keep it below that amount. It is because of the million dollar deduction maximum that bonuses and performance-based pay have become popular.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  9

39) A golden parachute contract is a perquisite that protects executives in the event that another company acquires their firm.

Answer:  TRUE

Explanation:  A golden parachute contract is a perquisite that protects executives in the event that another company acquires their firm or if the executive is forced to leave the firm for other reasons.

Diff: 1

Chapter:  9

Skill:  Concept

LO:  9

40) Clawback contract provisions are required for TARP-covered institutions to recover any incentive compensation paid to top executives that was based on inaccurate financial data. 

Answer:  TRUE

Explanation:  A clawback policy allows the company to recover compensation if subsequent review indicates that payments were not calculated accurately or performance goals were not met. TARP-covered institutions are required to implement "clawback" provisions that operate to recover any bonus, retention, or other incentive compensation that was paid to any senior executive officer or any of the next twenty most highly compensated employees of the institution as a result of financial information that is later found to be materially inaccurate.

Diff: 2

Chapter:  9

Skill:  Concept

LO:  9

9.3  Essay Questions

1) Compare and discuss skill-based and competency-based systems of pay. 

Answer:  Skill-based pay is a system that compensates employees for their job-related skills and knowledge, rather than how well he or she performs on the present job. Essentially, job descriptions, job evaluation plans, and job-based salary surveys are replaced by skill profiles, skill evaluation plans, and skill-based salary surveys. The system assumes that employees who know more are more valuable to the firm and, therefore, they deserve a reward for their efforts in acquiring new skills. When employees obtain additional job-relevant skills, both individuals and the departments they serve benefit. 

Competency-based pay is a compensation plan that rewards employees for the capabilities they attain. It is a type of skill-based pay plan for professional and managerial employees. Today, there are many alternatives to choose from–core, organizational, behavioral, and technical competencies. The disappearance of the traditional job provides the primary rationale for this change. Today, employees often have variable and unstable work assignments, with roles that cannot be assigned a valid pay rate through traditional job evaluation plans. Often, considerable time must be spent determining the specific competencies needed for the different jobs. Blocks of competencies are then priced, and management must invest considerable time in developing, implementing, and continuing such a system.

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  7

2) How does executive compensation differ in the U.S. and Europe? Why do you think this difference exists? 

Answer:  The pay gap between the most affluent executives and the average worker in the U.S. remains wide. In 2009, CEOs averaged 343 times the annual pay of typical U.S. workers. By contrast, the ratio is 22 in Britain. Whereas people in the United States derive great status from high pay, nations in large parts of Europe and Asia shun conspicuous wealth. Governance of executive pay varies from country to country but there is a definite increase in shareholder influence on executive pay issues from Europe to North America to Asia Pacific and beyond. Executives at French firms face binding shareholder votes on certain aspects of their pay packages, including share options and retirement packages. Starting in 2003, public companies in the United Kingdom were required to give shareholders an advisory up-or-down vote on executive pay packages. Investors in the Netherlands, Sweden, and Norway cast a binding vote on executive pay. Some firms in Spain and Switzerland have voluntarily introduced advisory votes. Across Europe, companies are making efforts to improve executive pay disclosure.

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  10

AACSB:  Multicultural and Diversity

3) What is salary compression? How can firms overcome the problem of salary compression?

Answer:  Salary compression occurs when less experienced employees are paid as much as or more than employees who have been with the organization a long time due to a gradual increase in starting salaries and limited salary adjustment for long-term employees. As workers discover inequities in their pay, resentment and lower productivity may follow with the employees ultimately leaving the company when the economy improves. The solution to salary compression is simple; unfortunately, the solution usually requires money, which is limited for most organizations. A company may build in compression funding to any annual budget increases. Another way to remedy salary compression is to focus a primary portion of raises to your best employees and not waste compensation on across the board adjustments. 

Diff: 3

Chapter:  9

Skill:  Critical Thinking

LO:  7

4) What is compensation? Define direct financial, indirect financial and nonfinancial compensation.

Answer:  Compensation is the total of all rewards provided to employees in return for their services. Direct financial compensation consists of the pay that a person receives in the form of wages, salaries, commissions, and bonuses. Indirect financial compensation (benefits) consists of all financial rewards that are not included in direct financial compensation. This form of compensation includes a wide variety of rewards normally received indirectly by the employee such as paid vacation and medical care. Nonfinancial compensation consists of the satisfaction that a person receives from the job itself or from the psychological and/or physical environment in which the person works.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  1

5) In a brief essay, describe job evaluation and job pricing.

Answer:  Job evaluation is a process that determines the relative value of one job in relation to another. This process determines the value of the job to the company. The primary purpose of job evaluation is to eliminate internal pay inequities that exist because of illogical pay structures. The process of job evaluation results in a job hierarchy. It might reveal, for example, that the job of senior accountant is more valuable than the job of machinist, which, in turn, is more valuable than the job of receptionist. At this point, you know the relative value of these jobs to the company, but not their absolute value. Job pricing results in placing a dollar value on a job's worth. It takes place after evaluation of a job and the relative value of each job in the organization has been determined. Firms often use pay grades and pay ranges in the job-pricing process.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  6

6) How do the organization and the job affect an individual's direct financial compensation?

Answer:  A firm that pays well attracts many applicants, enabling management to pick and choose the skills and traits it values. It holds on to these quality hires by equitably sharing the fruits of its financial success, not only among the management team but also with the rank-and-file. A firm's compensation policies provide guidelines for compensation decisions. A firm determines if it will be a pay leader, pay follower, or an average player in the labor market. A firm's financial strength and size also determine how it compensates employees. The individual employee and market forces are also prominent as wage criteria. The job itself is especially significant in firms that have internal pay equity as an important consideration. These organizations pay for the value they attach to certain duties, responsibilities, and other job-related factors such as working conditions. Before an organization can determine the relative difficulty or value of its jobs, it must first define their content by analyzing jobs.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  3, 6

7) What is equity theory? How does it pertain to compensation? 

Answer:  Equity theory is the motivation theory that people assess their performance and attitudes by comparing both their contribution to work and the benefits they derive from it to the contributions and benefits of comparison others whom they select–and who in reality may or may not be like them. Equity theory states that a person is motivated in proportion to the perceived fairness of the rewards received for a certain amount of effort as compared with what others receive.

Understanding equity theory is very important as it pertains to compensation. Organizations must attract, motivate, and retain competent employees. Because a firm's financial compensation system plays a huge role in achieving these goals, organizations ought to strive for equity.

Financial equity means a perception of fair-pay treatment for employees. As will be seen, firms and individuals view fairness from several perspectives. Ideally, compensation will be evenhanded to all parties concerned and employees will perceive it as such. However, this outcome is elusive.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  2

8) What is a profit-sharing plan? Identify and discuss the three basic profit-sharing plans.

Answer:  Profit sharing is a compensation plan that results in the distribution of a predetermined percentage of the firm's profits to employees. Many firms use this type of plan to integrate the employees' interests with those of the company. There are several variations of profit-sharing plans, but three basic kinds of plans used today are current profit sharing, deferred profit sharing, and combination plans. Current plans provide payment to employees in cash or stock as soon as profits have been determined. Deferred plans involve placing company contributions in an irrevocable trust, credited to individual employees' accounts. The funds are normally invested in securities and become available to the employee (or his or her survivors) at retirement, termination, or death. Combination plans permit employees to receive payment of part of their share of profits on a current basis, while deferring payment of part of their share.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  8

9) What is a compensation survey? How do organizations benefit from using compensation surveys? 

Answer:  A compensation survey is a means of obtaining data regarding what other firms are paying for specific jobs or job classes within a given labor market. Virtually all compensation professionals use compensation surveys either directly or indirectly. Organizations use surveys for two basic reasons: to identify their relative position with respect to the chosen competition in the labor market, and to provide input in developing a budget and compensation structure. External equity exists when a firm's employees receive pay comparable to workers who perform similar jobs in other firms. Ideally, compensation will be evenhanded to all parties concerned and employees will perceive it as such.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  2, 5

10) What are the advantages and disadvantages of team-based pay?

Answer:  Team-based pay is determined by how well the team performs in the accomplishment of the job. Team incentives have both advantages and disadvantages. On the positive side, firms find it easier to develop performance standards for groups than for individuals. For one thing, there are fewer standards to determine. Also, the output of a team is more likely to reflect a complete product or service. Another advantage is that employees may be more inclined to assist others and work collaboratively if the organization bases rewards on the team's output. When teams perform highly, it is the interaction among team members, not the members themselves, that creates the high performance. If a team member is asked who was responsible for the high performance of the team, he or she would likely say "We were" and mean it. A potential disadvantage for team incentives relates to exemplary performers. If individuals in this category perceive that they contribute more than other employees in the group, they may become disgruntled and leave.

Diff: 3

Chapter:  9

Skill:  Synthesis

LO:  8
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