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ABSTRACT

Objectives of the study

Research problem of this study is to find answerthé question of how performance appraisal
and payment determination processes can be combmedprocess and as an IT-tool in SAP.
This study also introduces how case company Kela parformed this combination. In addition,
this study gives further information regarding wiest the benchmarked companies are
combining appraisal and payment determination @®e® and what are their experiences
regarding the combination / non-combination, aslvasl how their IT-tools support these

processes.

Academic background and methodology

Earlier literature introduced in this study prowsdeackground information to the topic, including
support and criticism regarding should paymentibleetl to performance. Methodology of this
research is a case study. In addition, this rebdaas also elements of Action Design Research
(Sein et al.,2011). Qualitative empirical studylirdes benchmarking of four companies. Scope
of the benchmark study is companies who are uigizbAP in performance appraisal or who
have experience in combining the performance apgirand payment determination processes.

Findings and conclusions

There exists both support and criticism regardingutd payment be linked to performance.

Psychological and economic theories supportindittkage of performance and payment imply

that combining payment and performance would erdhéime individual employees’ performance.
According to critics, payment is not the main mator for employees, but job satisfaction can
be derived from eg. responsibility, recognitionoptimal amount of challenges. It seems that no
single truth is available to the questions whetpay should be linked to performance. In

addition, it seems that linking pay to performamntgublic sector is more challenging than in

private sector. Within the benchmarked companibsret exists more support for keeping

payment and performance as separate process, imglseparate discussions.

Keywords

Performance appraisal, payment system, paymenasfi|m, payment determination, e-HRM,
SAP, pay-for-performance, HR, HRM
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ABSTRAKTI

Tutkimuksen tavoitteet

Tutkimuksen tavoitteena on vastata kysymykseen mmitkehityskeskustelu- ja
palkanmaaritysprosessit voidaan yhdistaa yhdekssgssiksi, keskusteluksi sek& yhtenaiseksi
IT-tyOkaluksi SAP:ssa. Téassa tutkimuksessa esitelldmiten Kela on toteuttanut taman
yhdistamisen. Tutkimuksen empiirisessd osassa tsgldn ovatko haastatellut yritykset
yhdistaneet edella mainitut prosessit, mitd kokestaukiiilla on prosessien yhdistdmisesta tai
erillaan pitamisestd, sek& miten IT-tyokalut tukevédita prosesseja.

Kirjallisuuskatsaus ja metodologia

Kirjallisuuskatsauksessa annetaan taustatietoa@sténekuten esitelladn prosessien yhdistamista
tukevaa materiaalia sekd yhdistamiseen kohdistdwvaigkkid. Tutkimuksen metodologia on
tapaustutkimus. Tutkimuksessa on myos elementtejdction Design —tutkimukseen (Sein et
al., 2011). Kvalitatiivinen empiirinen tutkimus &l&3a neljan yrityksen benchmark -haastattelut.
Benchmark -haastatteluien kohderyhmand ovat vymiyksjotka kayttavat SAP:ia
kehityskeskusteluissa tai joilla on kokemusta kedkieskustelu- ja palkanmaaritysprosessien
yhdistamisesta.

Tulokset ja paatelmat

Suoriutumisen ja palkan linkittAmiseen kohdistulkkasdukea ettd kritiikkia. Yhdistamista

puoltavien psykologian ja taloustieteiden teorioideukaan yhdistdminen lisdd yksittaisten
tyontekijoiden tehokkuutta ja suoriutumista. Kkdt puolestaan vaittavat, ettd palkka ei ole
tyontekijdn ainoa motivaattori, vaan tyotyytyvaitgly voi lisatd myos esim. vastuunanto,
tunnustus tai sopiva maard haasteita. Vaikuttad, séittei yhta totuutta |0ydy kysymykseen
pitaisikd palkka maaraytyd suoriutumisen mukaanevaVaikuttaa myods, etta suoriutumisen ja
palkan yhdistaminen on julkisella sektorilla hasatapaa kuin yksityiselld sektorilla.

Tutkimuksen kohdeyrityksissd palkka ja suoriutuminen koettu parhaaksi pitdd erillisina
prosesseina seka palkkakeskustelut omana aihekeh#yskeskustelun ulkopuolella.

Avainsanat
Kehityskeskustelu, palkkausjarjestelma, palkkakst#tu, palkanmaaritys, e-HRM, SAP, HRM
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1. INTRODUCTION

1.1 Background and motivation

Performance appraisal is formal discussion betweraployer and employee with the aim of
evaluating the performance of the employee (Muriny Cleveland, 1995). On the other hand in
payment discussion, the work, work performance @adnent are discussed in order to evaluate
their equivalence, that is, does the work and perémce match with the payment
(Palkkakeskustelut Suomessa, 2011).

In Kela, which is the The Social Insurance Insitimtof Finland the appraisal and payment
determination processes have historically beenratgghboth in process and in system wise. In
practice, these two discussions have been heldfatesht occasions and by utilizing different
SAP functionalities. However, the decision from H&oartment was to combine these processes
in process wise as well as in SAP, which is theéddl-used in these processes. Project regarding
the combination started in autumn 2013 and thenieahpart in the beginning of 2014. The new
combined process and IT-tool supporting it, bothcllare introduced in this thesis, have been

in use since January 2015.

In Kela it is believed, that the common process famdtionality supports goal orientation, the
management of performance and expertise, and thke welfare. In addition, the information

transfers to other needed systems (eg. paymemnsysutomatically. (Norra, 2014)

This research gives benchmark information for KeldR and IT management about how the
benchmarked companies are handling the appraisapayment determination process both in
process wise and as a technical solution. Withitifamation, Kela can evaluate the possible
next steps of developing their process and systemelation to the appraisal and payment
determination process. In addition to the informatderived from the benchmark study, this
research introduces also the theoretical backgroegdrding the topic including the debate

should payment be linked to performance or not.



1.2 Objectives and scope

Research problem of this case studyHiew performance appraisal and payment determination

processes can be combined as a process and as an | T-tool in SAP?
Aims of the benchmark study are to give furtheoinfation regarding:

* Whether benchmarked companies are combining appraml payment determination
processes
* What are their experiences regarding the combindtimon-combination & how the case

companies have built the technical solution intretato this process

In addition, the literary review section providesckground information regarding the topics of
performance appraisal, payment determination, paypérformance and also the critics as well

as support towards linking pay with performance.

Scope of this study is companies who are utiliZ#P in performance appraisal or who have
experience of combining the performance appraisdlpgayment determination processes and/or
IT-tools.

1.3 Research design and methodology

Methodology of this research is a case study. @iaie empirical study includes benchmarking

of four companies, which are introduced later on in chapter

Kela has established guidelines and principlesbarchmarking and these are followed in the
benchmarking process. These guidelines consigisrafission for benchmarking, guidelines for
information exchange, communication with benchmar&empany, preparations and execution,
as well as what information can be shared and Howaddition to guidelines regarding

benchmarking, Kela has also established a benclmgapkocess, which is followed in the case

study. This process is introduced in chapter 4.



In addition to case study, the research has atsoesits of Action Design Research. Sein et al.
(2011) define Action Design as a research methamised on building, intervention and
evaluation of artifacts in the organizational sejtilt deals with both theory and influence of

users of the IT artifact.

1.4 Empirical study

Criterions for benchmark selection were that thengany should use SAP in performance
appraisal and/or the company should have experiehcembining performance appraisal and
payment discussions. Several companies were fobhad are utilizing SAP in performance
appraisal. From those companies three companies g@grsen. One company was found that
had experience of combining the performance apglraisd payment determination. Luckily,
that company is also a public organization. Sirced out of the four benchmarked companies

wished to stay anonymous, all the companies ardlédms anonymous in this study.

1.5Results

Concerning discussion of should payment issuesniied with performance, there exists both
support and resistance to the topic. It seemsthi@gasuccess of the combination is also heavily
related to the payment system and organizationo/teg to research performance appraisals
are considered to be more effective in cases wtereoutcome of the results were linked to
payment determination (Lawner, 2003). Accordingtizer research, merit pay was more related
to improved employee attitudes than improved perforce (Heneman and Werner, 2005).
There exist both psychological and economic themsigporting the linkage of performance and
pay implying that the combination of the paymentd goerformance would enhance the
individual employees’ performance and by that iasee the overall performance of the

organization (Maanieniemi, 2013). As well as suppalso criticism is found towards linking

pay-to-performance, including eg. that paymentoisthe main motivator for employees, but job
satisfaction can be derived from eg. responsibifi#gognition or optimal amount of challenges.

(Maaniemi, 2013). It seems that no single truthvailable to the questions whether pay should



be linked to performance. In addition it seemst timking pay to performance in public sector
seems to be more challenging than in private sedtbis is because lack of clear linkage
between performance and outcome, as well as ladknaling for rewarding good performance
(Ingraham, 1993). In addition in public sector ngera do not have enough flexibility,

legitimacy and control over the budged, and emmsyi@ the public sector may be motivated

better by other means than actual monetary paynagitgham, 1993).

Main finding of this research, based on the benckmtudy is that there seems to exists more
support for keeping payment and performance asateptopic and process, including separate
discussions. This finding is based on the expeeeraf the case companies regarding separate
and joint discussions. It should be however notedtf even though the performance appraisal
and payment discussions were separated into tveosins in one of the case companies, there
exists still strong link between performance angnpant since the targets are set in the payment

discussions.

This study has limitations among others what coteegeneralizability of the results due to
small sample size. Topic of combining performanggraisal and payment discussion definitely
needs further investigation both from public ashaslprivate sector.

1.6.Structure of the thesis

This thesis is structured as follows. Chapter lvigked an introduction to the topic, including
overview regarding background and motivation, ofojes and scope, research design and
methodology, empirical study, and summarized thexmesults. Chapter 2 builds a theoretical
foundation for the study by defining more thorouygtile main concepts including performance
appraisal, payment discussion and pay-for-perfoomaht also includes theoretical background
regarding how knowledge of pay and payment systatisfaction affect to performance and
introduces the psychological and economic theaigsporting linking pay to performance as
well as critics towards the linkage. In chaptertl3¢ performance appraisal and payment
determination of Kela is introduced including téroduction to the new combined process and

IT-tool as well as reasoning behind the combinat©napter 4 introduces the research problem



and methodology and provides introduction to thachenark company selection. Chapter 5
includes the empirical study, containing introdaotio the performance appraisal and payment
determination of the benchmarked companies. Chaptummary and discussion as well as
limitations and the suggestions for the future aesle. The benchmark questions are included in
Appendix A.

2. LITERATURE REVIEW

2.1. Performance appraisals —what and why?

Performance appraisal is a formal discussion betveseployer and employee with the aim of
evaluating the performance of the employee (Murghg Cleveland, 1995). According to Grote
(2002) performance appraisal can also be calledhear terms, such as performance assessment,
performance evaluation and performance review.oPadnce appraisal serves a variety of
different purposes including target setting and sneament, providing feedback, evaluation of
training and personal development needs and gaats,evaluation of performance, possible
compensation changes as well as possible promofGrae, 2002). In addition, performance
appraisal process can include topics related tawetk planning and succession planning (Grote,
2002).

Sources of performance appraisal information arpleyses’ personal qualities as well as how
he/she masters the job. Thus, the criterions fdiopeance evaluation are personal capabilities
as well as professional expression. Performanceasah methods can be qualitative (non-
numerical data) or quantitative (numerical datagufFe 1 sums the performance appraisal
sources, criterions and methods. (Chen and Fu,)2008
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Figure 1 Performance appraisal sources, criterionand methods (Chen and Fu 2008)

According to Grote (2002) the performance apprgsatess is often considered to include four

steps consisting of:

1. Performance planning
2. Performance execution
3. Performance assessment
4

Performance review

Often these one-on-one meetings between employdeeaployer are held twice a year,

consisting of performance planning for the comimgiqad and performance assessment of the

past period. It is however recommended, that at leae review is held during the assessment

period. (Grote, 2002)



Despite of its benefits, performance appraisalfisnoconsidered as frustrating constraint that
takes time and effort but does not bring any acta#le. Reasoning behind these perceptions
and the resistance both from employer and emplgj@de can be related to poorly managed
appraisal process or system for handling the apglsaiOne way to enhance the appraisal system
and at the same time increase the motivation anenpgloyees is to include them into the
development of the appraisal system and that wenease the acceptance of the system. This
increases feeling of job-related autonomy, gets éhwloyee’s voice heard, increases their
acceptance to the performance ratings, enablesutiization of performance information
possessed by the employees, and increases thbaralian and support from personnel towards
the system. (Mulvaney et al., 2012)

2.2Performance appraisal and payment system as part obverall business
strategy

Performance management system and performanceisgdprahould be heavily linked to the

organization’s strategy, which should set the dioacof the company as well as long-term goals
and plans. Based on these goals and plans organizabverall objectives should be formulated
and cascaded to each unit and finally to each graploptimally resulting in a situation where

everyone has objectives supporting the unit styategd by that way the overall organization

strategy. (Grote, 1996)

Chen and Kuo (2004) note, that in addition to teedto ground performance appraisal to
organization strategy, the organization should alsderstand its strengths before designing the
performance appraisal system. In order to estalgestiormance appraisal system to support
organization’s strategy and competitive advantagenCand Kuo (2004) propose three steps as
illustrated in Figure 2 to be taken into considerat These include identification of competitive
status, setting the strategy, and aligning perfoceamanagement system based on these.
Identification of the competitive status includesbysis of the strengths and weaknesses of the
competitive environment. Setting strategies inctufteFmulation of corporate strategy and HR

strategy as well as identifying the needed empldy&leavior to support them. Finally, in the



performance management aligning stage the perfarenamiteria and type of performance

appraisal method are chosen. (Chen and Kuo, 2004).

Identifying competitive
status

Aligning performance
Setting strategies gning p
management

. . Identifying Performance
orporate needed HR strategy iteri
strategy employee e

behavior

Figure 2 The Process of performance management (Ghand Kuo, 2004)

Strengths &
weaknesses of
the competitive
environment

Type of
appraisal
method

In addition to performance management system aniwrpgance appraisal, also compensation
strategy, including compensation in forms of botbnetary and non-monetary incentives and
benefits is essential in supporting the fulfillmemtorganization’s overall objectives. Methods of
compensation can be either extrinsic (eg. salagmption, retirement plans, stocks) or intrinsic

(eg. respect, relationship, achievement). (ChenFan@008)

Payment system as part of compensation strategydsbkopport the overall management system
of the organization and by that way support thes@anel to aim and to achieve the overall
targets of the organization. Without this linkagee payment system does not possess enough

meaning. (Huuhtanen et. all, 2005)

Figure 3 by Lawler (1990) illustrates the linkadestvategy, structure, rewarding, personnel and

processes to the competitive advantage of a company



Strategy and targets

Processes Structure

Compatibilit

Personnel Rewarding

Figure 3 Linkage between strategy, structure, rewating, personnel, processes and

competitive advantage (Lawler, 1990)

2.3 Payment discussions — what and why?

Payment discussion is a discussion held with eeenployee and in this discussion the work,
work performance and payment are discussed in ¢odevaluate their equivalence, that is, does
the work and performance match with the paymentihtand the payment discussion is often
mixed with payment raise discussion, although thgnpent discussion is not merely about
applying for payment raise. (Palkkakeskustelut Segsa, 2011)

Payment discussion originates from the Nordic caoemtfrom mid-1990s. In 2008 in Finland
only appr. 20% of the white collar and upper wititdlar employees and 10% of the blue collar
employees had payment discussions with their sigmess This is muss less than the percentage
of employees included in the annual performanceagga discussions (white collar and upper
white collar appr. 90% and blue collar appr. 50%atistics of payment discussions in Finland
are compiled in Figure 4. There has been foundeend between companies utilizing payment
discussions and the increase in their productivityis link has traditionally been explained by
the incentive effect created by linking increasemtfgrmance with better payment. Payment
discussions also increase the payment knowledgeusked more in chapter 2.5) and help

matching payment with the actual work effort. (Ralkeskustelut Suomessa, 2011)



Annual payment

Blue collar discussion with each
employee

m Systematic evaluation of

DS
and work performance
. ®m Annual target,
Upper white collar L productivity and
performance discussions

» . » . » with every employee
0% 20% 40% 60% 80% 100%

Figure 4 How employees’ competence and performaneeas evaluated in Finland in 2008.
(Palkkakeskustelut Suomessa, 2011: EK:n palkkausjgstelmatiedustelu 2008)

Criticism and benefits of linking payment and pemfance discussions are more thoroughly
discussed in 2.4.1, but without payment discussgaveral companies have lacked means and
process for discussing payment topics apart fraerpty discussion held when new employee is
hired. Payment discussions can help this deficiengyfostering communication between
employee and manager and emphasize supportive aangdyment of all employees of the

company. (Palkkakeskustelut Suomessa, 2011)

There has been a lot of discussion among shouldchgalybe discussed simultaneously with
performance. Fear has been that the payment gscawol draw the employees’ attention from
other issues and hinder the performance discussi@ome means. Pros and cons of combining
the performance and payment discussions is disgussenext chapter. (Palkkakeskustelut
Suomessa, 2011)
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2.4 Pay-for-performance

Combining performance appraisal and payment detetion processes is one example of pay-
for-performance practices, which refer to linkinqayment determination to the actual
performance to some extent (Milkovich and Newma&iQ)5). By doing this management often
aims eg. at increasing motivation of employees KMilch and Newman, 2005). For a pay-for-
performance plan to serve its purpose, it needsotdain job specific performance with clear
measures for low and high performance, thorough ael-structured appraisal discussion
process, and finally, justified rules for merit i@ases related to the performance. (Mulvaney et
al., 2012)

Performance-based pay increases can be fixed (p@gfjitor variable (bonus) and paid either on
individual or collective level. In addition, measwg the performance can be based on more
subjective or objective measures. Subjective meastefer to behavioral issues, for example
developed skills. Objective measures on the othedlrefer to more result-oriented issues like

financial effectiveness or sales figures amongrsti&aliméki and Heneman, 2008)

Merit pay is considered as a fixed pay type, whishresulting from actual individual
performance and is based on performance appraidadubjective measures. Often the merit pay
is a result of long-term performance and not nerdgdased merely on the performance of the
present appraisal period. Therefore, merit pay ifferchg from traditional annual bonuses.
(Heneman, 1992)

2.4.1. Support and criticism regarding pay-for-performance

Concerning discussion of should payment issuesnizied with performance, there exists both
support and resistance to the topic. It seemsthtigasuccess of the combination is also heavily
related to the payment system and organizationed&el by Lawner (2003) done in USA with

102 large companies revealed, that performanceamsas where considered to be more
effective in cases where the outcome of the reséte linked to payment determination. On the
other hand, research by Heneman and Werner (2008 fout that merit pay was more related

to improved employee attitudes than actual impropedormance. In addition to previous
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studies, there exist both psychological and ecoaotheories supporting the linkage of

performance and pay. These are introduced nexsamenarized in Table 1.

Economic theories supporting the linking pay tof@enance are for example tournament theory,
utility theory, agency theory and efficiency wadedry (Maaniemi, 2013). In tournament

theory, the prize, in this case payment is basegklaive performance and is divided so that the
best performer gets highest pay and worst perfotimerlowest pay (Knoeber and Thurman,
1994). Utility theory traditionally implies that ipe of a good or service is compared to its
marginal utility (Aleskerov et al., 2007). In pagrfperformance concept it can be interpret that
the utility, in this case payment, is compared wiité price, in this case performance (effort) and
the marginal utility needs to be at least the samgreferably greater than the utility of another
job. Agency theory examines the relationship betwgincipals and agents and the problems in
case the goals and targets of these two are idicdomind if the principal is not able to ensure
what the agent is doing (Gasaway, 2000). From pgyetformance point-of-view it could be

interpret that the employee acts as agent and geplas principal. Efficiency wage theory

implies that payment is set above the equilibriuayrpent level in order to increase the
employee’s productivity/performance due to moreal®mployees who are willing to put effort

in keeping the job and the payment level (Akeréoftl Yellen, 1986).

Psychological theories supporting the pay-for-penfnce include reinforcement theory
(Skinner 1953), expectancy theory (Vroom 1964),itggheory (Adams 1963) and goal setting
theory (Locke and Latham 1990). Reinforcement thsaggest, that work performance is based
on its consequences, meaning that in case théirkisetween performance and pay, there shall
be increased performance (Skinner 1953). When aqgpgxpectancy theory, linking payment to
performance would increase the employee’s motinaiio case employees value the payment
and are confident that they can perform on a neésled in order to earn the payment (Vroom
1964). Equity theory according to Adams (1963)asdd on an assumption that what individual
gets is based on the amount what he/she contrilamigghis contribution and outcome is then
compared to the contribution and outcome of otHarsase there is inequity, according to equity
theory, the individual shall try to balance thequogy either by changing attitudes or amount of
performance. According to goal setting theory, witlials are intentionally targeting to goals,

which are motivating them in case those goals halenging, specific and accepted (Heneman
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and Werner, 2005). Psychological and economic teemupporting pay-for-performance are

summarized in Table 1.

Table 1 Psychological and economic theories suppory) pay for performance

Psycgological theories supporting pay-for-pe rformane
Reinforcement theory |Link between performance and pay increases perfarena

Expectancy theory Link between performance and pay increases mativétpayment is valued
Employee's compares his/hers payment and corprioatiothers and tries t
Equity the ory balance possible inequity by changing attitudeanoount of contribution
Employee is targeting to goals, which are motigatitem in case those goals
Goal setting theory |are challenging, specific and accepted

Economic theories supporting pay-for-pe rformance

Payment (prize) is based on relative performandesadiivided so that the
Tournament theory best performer gets highest pay and worst perfaimedowest pay

Utility theory Employee compares the utility (payment) with theep(work effort)
Relationship between principals (employer) and eg@@mployee) and the
problems in case the goals and targets of thesatevam conflict and if the
Agency theory principal is not able to ensure what the agenbisgd

Payment above equilibrium increases employeesuptiily sine they are
Efficiency wage theory|more loyal and eager to keep the job and paymeeik le

|=)

Both economic and psychological theories suppottireglinkage imply that the combination of
payment and performance would enhance individuglleyees’ performance and by that way
increase the overall performance of the organimatMaanieniemi, 2013). According to Gerhart
et al. (2009) this linkage can increase motivabgmmeans of incentive effect and sorting effect.
Incentive effect implies, that higher amounts oy pead to higher amounts of effort. Sorting
effect on the other hand implies, that employee® whe motivated by payment based on
performance are eager to work in organizations widse payment systems and those who are

not, will be leaving the company at some point (et et al., 2009).

Critics regarding linking pay to performance arguang that payment is not the main motivator
for employees, but job satisfaction can be derivech eg. responsibility, recognition or optimal
amount of challenges. One viewpoint is that if éhelnall be increase in the performance, that is
only temporary, and the long-term commitment isebasn interest towards the job, not the

payment. Criticism has also included arguments tiwg linkage can even decline the
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employee’s motivation to perform better. In additi@a lot of problems are seen in the
implementation of these pay systems. These prablaniude subjective measures instead of
objective ones leading to inadequate performancasures, biased and conflict-avoiding
managers, lack of open communication, and paynmentases based on non-performance issues.
In addition it is argued, that the payment increakeuld be large enough to create actual
motivation increase. Unfortunately, the implemebotatchallenges can end up creating poor
acceptance of the system both within employeesvaarthgers. Table 2 summarizes the criticism

and possible problems in linking pay to performaridaaniemi, 2013)

Table 2 Criticism and possible problems in linkingpay to performance

Criticism and possible problems in linking pay to frformance

» payment is not the main motivator for employgels gatisfaction from other things)
« performance increase is only temporary (long-teommitment is based on interest towards the jol)
« inkage can even decline the employee’s motimatioperform better

* subjective measures instead of objective onésagdequate performance measures
« hiased and conflict-avoiding managers

* lack of open communication

* payment increases based on non-performance issues

» payment increase should be large enough to cesdiial motivation increase

2.4.2. Pay-for-performance in public sector

In the 1990s there was structural payment systevegion in the public sector in Finland with
the first new payment systems implemented in 189dviously the payment had been based on
organizational position, title and service yearsisTwas considered to be too hierarchical,
inflexible and not supporting the productivity, deiship and recruitment of competent personnel.
In addition, the new payment system was targetedipport fairness better than the previous one.
The new system takes into account three groundsagment determination; 1) level of demand
and value of the work, 2) productivity and profioeg of the employee, and 3) performance of
the employee, work group or organization. Paymenobn the other words based on work,

productivity and performance. (Huuhtanen et. @02
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In the current payment system the main part ofpngnent concerns the actual work and how
demanding it is. Parts of the payment system aodmgis for the payment are described in
Figure 5. Following the payment system and grodndgayment the different organizations of

the public sector have however been able to demmdebuilt their own measurement systems to

suit best the needs of their own organization. (tianen et. all, 2005)

Payment Payment
Grounds component
(" . Performance of )
What is the Outcome Bonus individual, team,
outcome of group or
 the work? organization )
(" .
How work Qualities and
is done? Personnel performance of
’ group or individual
\
( )
What work Demand level
is done? Work of the work
g J

Figure 5 Payment grounds and components (Huuhtaneet al., 2005)

Huuhtanen et. all (2005) have summed in their stbdyoutcome including the difficulties of the
payment system renovation in the public sectosefms that the positive outcome is that they
enhance discussion about contents of the work grithds way support the clarification of the
job descriptions and targets. However, there cao la¢ difficulties and pressure in defining the
value of different work since different tasks ar@ued with higher points than others are.
Historically in Finland, evaluation criterions likllaboration skills have been more unclear and
unaccepted criterions compared to for example theah measurable outcome of the work. In
sum, the payment system renovation was seen asvposhd needed change. However, there
was stated work still to be needed in the actuliration and implementation of the new system
and that the actual value will be derived basedh@n well the management and personnel are

able to utilize the payment system. (Huuhtanenlet2005)
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There is also other earlier literature about theffpay-for-performance systems in public sector,
which is of interest to this thesis since Kela apes in public sector. Based on this earlier
research, linking pay to performance in public seseems not be a success story (Maaniemi,
2013). Merit pay in public sector is not argued itwrease employee motivation and
organizational performance. In general, it seerasithplementation problems of these payment
systems are even more challenging in public contb&meprivate sector (Maaniemi, 2013).
Reason for this can be the differences betweeretives sectors. Ingraham (1993) has listed
possible reasons for successful payment systememwitations in private sector and by
comparing the list with public sector, this gap danthe explanation to poor pay-to-perform
system success in public sector. The reasons mah@hagers’ having enough legitimacy to
reward good performance — and there is enough ignidir this rewarding, but and in addition
they can also take needed actions in case of prtormance. In addition, there exists ability to
link pay to performance and clear measures for uatislg employee and organizational

successful performance (Maaniemi, 2013).

To summarize, the challenges with linking pay tdgenance in public sector include according
to Ingraham (1993):

1. No clear linkage between performance and outconite thiat is, no motivation triggered.

2. Not enough funding for rewarding good performantecuately.

3. Managers do not have enough flexibility, legitimagyd control over the budged due to
bureaucracy and complex rules in the public semtganizations.

4. Employees in the public sector may be motivatedebdiy other means than actual

monetary payment.

2.5Knowledge of pay, payment system satisfaction andheir effects to

performance

Since combined performance appraisal and paymeéatrdmation processes involve the issue of
payment, it also touches the employees’ knowledgeag. In practice good knowledge of pay

means that the employee knows the payment proitesgrounds for the payment determination
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and understands how his/her performance is relatettie pay. This important, however not
always clear issue is heavily related to how paynsemves as managing instrument and as a
means of motivating personnel to perform accordmthe desired knowledge and performance
level. Payment as a motivator can also help toifglahe goals and missions for single
employees. Overall, the employees’ knowledge ofhpes/studied to increase the motivation, job
satisfaction and performance level. (Moisio et28ll12)

Research from 2012 by Moisio et. al. studied thvellef satisfaction towards payment level and
payment system in Finland. The study shows that shiesfaction can be increased with
increasing the employees’ knowledge of the basyemeet, fostering open communication, and
securing the fair application and thus perceivesige of the payment system. In addition, these
elements enhance also employees’ commitment andk \&tmosphere, however, can also
advance competition among employees. The resedsohreveals, that in general the level of
payment knowledge in Finland is in quite low levedpecially concerning basic payment (more
than 50% of the respondents were not aware of #yepnt determination principles). What
comes to the satisfaction level, in general 42%hef respondents were dissatisfied with the
payment level. Notable result is also the levehhof dissatisfaction towards the actual payment

system and the inconsistent process related to @atydetermination. (Moisio et. al. 2012)

In order to foster payment knowledge among empleybisio et. al. (2012) have also listed
rules of thumb related to the communication of pagtrdetermination in order to increase the

payment knowledge. These include among others:

» Setting common ground for payment determinatiomwitll managers

* Having payment grounds and payment determinatiocgss descriptions available to
everybody in intranet

» Making payments within own unit visible to all mgeas

» Linking payment grounds tightly with actions andafgoof the organization

» Designing the payment increase process so thamtieager nominates, second level
manager approves and HR organization gives finaleyal for the payment increase

» Payment related information sessions held by HRudepent

» Training new managers regarding payment system
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» Giving needed decision rights to managers regandaygnent within certain boundaries
 Making sure that after the payment determinationcess is over, each manager

communicates the outcome to each employee

Overall, it is crucial that the payment system ighty related to well-defined performance
management process with clear rules and guide(Messio et. al. 2012).

2.6e-HRM

Although performance appraisals and payment dismussan be mastered without involving
any IT-systems, competence systems do offer varlmersefits by functionalities such as
registering and storing competence data and outcoimine appraisal discussion, enabling
analysis of possible competence gaps, and mappingnt and targeted future performance
levels (Hustad and Munkvold, 2005).

Handling development appraisal and payment detetmim processes with IT-system, for
example in SAP as in the case of Kela is one exarople-HRM, which refers to IT-based
Human Resources Management (Ruel and Bondaroul4)2@xamples of e-HRM are e-
recruiting, e-selection, e-learning and e-compemsatLin, 2011). According to Ruél and
Bondarouk (2004) IT can support all HR processed,the stages of e-HRM can be divided in
to three types as follows:

1. Operational; automation of operational HRM, eg.rpdy

2. Relational; automation of basic processes and ifumalities, eg. recruiting, training and
performance management

3. Transformational; linking HR to business strategyniiatching eg. strategic competence

management and knowledge management with the bbesahess strategy

According to Ruél and Bondarouk (2004) reasons wrggnizations want to implement e-HRM
are willingness to focus on strategic HRM issuest ceduction and efficiency possibilities, and
giving better customer service to employees andaggment in HR processes. Outcomes of e-

HRM implementation are cost-effectiveness, incrdasemmitment of staff by increased
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interaction and trust, increased competence of stafiking new tasks and roles, and finally,

increased congruence of all stakeholders of thepeom (Ruél and Bondarouk, 2004). In

addition, supporting HRM processes with IT decreade administrative tasks in the HR

department, enables decentralization of HR taske/els as supports the standardization and
harmonization of HR processes (Ruél and Bondardd84). Parry & Tyson (2011) include also

improvement of organizational image in terms ofvging technological sophistication into the

list of e-HRM goals. Linking performance appraisald payment system to overall business
strategy was discussed in chapter 2.2. e-HRM cppatin performing the corporate strategy
(Lin, 2011). Goals, types and outcomes of e-HRMpas Ruél and Bondarouk (2004) with

addition from Parry and Tyson (2011) are gathendéigure 6.

e-HRM goals e-HRM types e-HRM outcomes

 Strategic role of HR

* Customer service * Operational » Cost-effectiveness
* Costreductions & » Relational » Congruence
efficiency * Transformational * Competence
» Standardization * Commitment
» Decentralization of
HR tasks

* Organizational image

Figure 6 Goals, types and outcomes of e-HRM (Ruéhd Bondarouk, 2004 & Parry and
Tyson, 2011)

According to Technology Acceptance Model (TAM) deyed by Davis et al. (1989) user
acceptance towards IT system is related to howub#ef system is perceived and how easy it is
to use. In case the system is perceived as diffitoulise, the usage will be low although the
usefulness of the system would be perceived as higgrefore, the usability of e-HRM systems
should be highlighted when designing e-HRM todla\s et al., 1989)

Does e-HRM then fulfill the value creation promisaspractice? Study by Ruel and van der
Kaap (2012) confirms link between e-HRM usage aallies creation. Value in this respect is

meaning a benefit provided eg. in terms of improed@ctiveness, efficiency and customer
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service. According to the study, the prerequisitess e-HRM to create value are to have
contextual factors facilitating the usage and tocbyonize the usage with the intended purpose.
Contextual factors in this respect refer to quatifythe data, technological competence of HR
department and HRM policies and processes in liitle the e-HRM tool. (Ruel and van deer
Kaap, 2012)

Study by Parry & Tyson (2011) investigated e-HRMLOorganizations and indicated that there
are several factors that influence the realizatibthe goals set for e-HRM. These include skills
of HR department to be transformed from administeatasks to more strategically-oriented
tasks, adequate e-HRM training provided for udawslitating engagement with e-HRM system,
designing the e-HRM system to match needs and gauser-friendliness into account, and

finally, level of familiarity with technology withm the organization. (Parry & Tyson, 2011)

Study by Ruta (2005) regarding implementation oplaiyee portal on the other hand revealed,
that in the implementation of e-HRM tools not otitg Technology Acceptance Model (TAM),
but also change management principles should takeconsideration. In this consideration, the
TAM model focuses on “what” determines usage anange management model on “how”
usage can be influenced. Change management peadiptiude taking into consideration the
contextual factors both in the industry and complaneg! (including eg. competition, customers,
technological competence etc.) as well as procastors (implementation plans including

change strategy, change agents and managememisaetin). (Ruta, 2005)

According to Lin (2011) e-HRM can also improve argational innovation but it has two
crucial cornerstones; IT adoption and virtual oigation adoption. IT adoption refers to the
level in which IT-tools are adopted in the everydagtivities of the organization. Virtual
organization refers to virtualized functions andms. Virtual organizations include potential

advantages by:

» Enabling focus on organization’s core competenai®s giving possibility to outsource
other activities
» Creating connection between core and non-coreitesiwia IT-tools

» Enabling virtual teams and flexible organizatiomusture
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These cornerstones can foster rapid informatiomirgipacreation of new knowledge and in
addition, give HR management real-time informatlmased on which they can measure and
manage personnel and make proactive decisions b@sethanges in the organization and
competition environment. In addition, Lin (2011)estses the importance of HR managers to
understand the corporate strategy, IT adoptionthadheed to keep themselves updated about

the latest developments and innovations in the &kiRea. (Lin, 2011).

Effectiveness of e-HRM in public sector has beenlisd by Bondarouk et al. (2009). The study
implies that the quality of the e-HRM system shdoédthe key focus leaving the easiness of use
to lower importance, even if the easiness incretieesisage. In practice, this means that even if
the users would consider the e-HRM tool as easyséoand the usage would be high, the actual
effectiveness of the e-HRM tool is derived from thality of the content and design of the IT-
tool. It should however be noted, that effectivenean mean different things for different

stakeholders, like employees and managers. (Bookiatoal., 2009)

3. PERFORMANCE APPRAISAL AND PAYMENT
DETERMINATION IN KELA

Case company Kela (Kansaneldkelaitos in Finnishijchvis the Social Insurance Institure of
Finland is independent social security institutsupervised by the Finnish Parliament. Kela
handles social security benefits related to chittibi study, sickness, unemployment and
retirement. Kela’s mission is tesécure the income and promote the health of theeemation,
and to support the capacity of individual citizeiescare for themselvésKela's values are
respect for the individual, expertise, cooperatod renewal. In 2014 Kela had approximately 6

300 employees (Kela’s web pages)

All the material in this section is based on Kelaiternal material, including material from
Kela’s intranet pages, as well as material prepamed compiled by HR Coordinator Sanna
Norra who was working as a project manager in teeopmance appraisal and payment
determination combination project. In addition tee tinternal material, this section includes
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material also from the interviews of Ariana Hellmaworking as is Development Manager of
Kela responsible of the performance appraisal m®cand Tuija Jokinen working as

Employment Relations Manager of Kela.

3.1 Performance appraisal and payment determination proess as part of

Kela’s business strategy

According to Development Manager Ariana Hellman&as only one strategy, meaning that
besides overall strategy there is no separate H&egy. However, HR department has
developed development program of personnel ressurgeHenkilostévoimavarojen

kehittdmisohjelma” in Finnish) which has strateglements. Hellman sees it crucial that this
development program is derived from Kela’'s strategyl that the linkage between Kela’'s
strategy and personnel development program shoeldtiengthened. She adds that Kela’'s
strategy should be more heavily related to perdgplaening and in the evaluation of what kind
of resources and knowledge is needed in Kela. \Wbiates to the project regarding combining
performance appraisal and payment determinationeggand system, it is related to Kela’'s
overall strategy via personnel development progriigure 7 is Kela’'s internal material and

illustrates how Kela's strategy is linked to penfance appraisal discussions.
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Interaction in VA
* Management Groups

* Unit meetings

* Seminars and events

* Performance appraisals
» Feedback discussions

Administrative Board

Kela’s strategy

CEO
and success factors

Management Group

VA

Kela’s targets, business plan,
Performance card

@ Area Managers
‘Q, Department Heads

Insurance Area Directors
. Assistant Directors
2 Group Directors

"'\'9
%,
%
%.

Office Managers
Service Managers
Development Managers

Team Leaders

Group, office and team targets

Personal targets and development plans agreed in the
performance appraisal discussions Employees

Figure 7 From strategy to performance appraisal irkela

3.2 Previous performance appraisal process in Kela anceasoning for change

Previously in Kela the performance appraisal disicuss were held between November and
February and payment discussions during Februady March. Both discussions were held
separately, meaning in two different occasionsxiprity of the timing and overlapping contents
were causing frustration and challenges with tilgeduling. Two different discussions were a
burden for both subordinates and supervisors, anfdnance evaluation was discussed in both

processes.

According to Ariana Hellman, at first the aim wasdevelop only the appraisal functionality
since the results of internal personnel baromédtewed declining trend regarding satisfaction
towards the appraisal. According to the internatobeeter in 2012 only 63,5% of Kela’s
personnel considered performance appraisal dismusseful and there had been a declining
trend in these results since 2010. HR departmedt dlso received direct feedback from
managers about the heavy workload that two sepdrstessions about almost the same topics

created for them. In addition, the internal insmecthad given feedback about the appraisal
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process and had recommended coordinated developphétiR-related processes as a whole.

The topics and concerns highlighted in the repornfinternal inspection (2011) concerned:

* The role andurisdiction of managers in the performance appiamocess and how
process-like leadership can affect them: how mamsegfeould implement strategy

» Target setting and follow-up of results: how to elep measurement of productivity and
accomplishments

» Evaluation of competencies (what information andb® used by who) should be
developed and long-term development needs shoulddognized and also be forecasted

* Interaction between manager and employee in thénpesnce appraisal discussion
should be increased and employee’s activenessashewdupported

In addition to the barometer results, direct feettb@nd report from internal inspection also the
pilot from 2010 concerning reassuring expertise faachd several development items. These
included:

* Form-orientated performance appraisal discussieaviness of the form, difficultness to
set targets

* Too much variation in the target follow-up and also the rewarding of good
performance

» Both performance appraisal discussion and paynisatission included same topics and
were done in quite the same time of the year

» Poor timing of the discussion since the turn ofytear is busiest time of the year

» It was felt that the evaluation of competenciesrthtigive additional value

* Managers need more support on their yearly disonssi

It was therefore decided, that the performance apgr process should be evaluated from
performance management, expertise, and work wellgbeoint-of-view. It was seen, that
managing performance was heavily related to setanggts, following fulfillment of them and
rewarding of it and therefore these elements weren dogically related. In addition, for
increasing the satisfaction regarding performarmerasal, easing the workload of managers,

goal for combining performance appraisal and paynugtermination processes were also
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increasing the payment knowledge among personralmidn sees it very important, that the
managing of performance should be highlighted ie thscussions between employee and

manager.

In Kela’s management system the performance elehmsbeen fundamental item and the idea
has always been that the company-level strateggfliscted in the unit level targets. How the
individual target setting with each employee asl\aelthe job description is then anchored to
these targets and strategy was something that &Kelahagement saw as issue that needed to be
highlighted.

According to Ariana Hellman each company and ommtion should consider their own
functionality and operations when considering stopkerformance appraisal and payment
determination be combined. She sees that in thigt,pibere were strong reasoning to execute
the combination in Kela, but in case the new pre@®l system at some point in Kela’s future
seems inappropriate, the process and system csepbeated again or otherwise developed. This
is also something that is taken into account whewelbping the IT-system (SAP). She also
believes that professional managers have alreaifyabbridge between performance appraisal
and payment determination discussions and havegimeh conflicting feedback in these two
discussions. Therefore combining the discussionsatsiral in order to clarify how payment
relates to performance management. However, ibig &hallenge that payment system as such
does not at the moment support performance managesne@ugh and it creates pressures to
develop the payment system in the long run.

According to Employment Relations Manager Tuijaidek, there had been discussions about
combining the performance appraisal and paymermrah@tation processes already before, but
there was strong resistance from the employee wsidm It was in the history considered by the
union representatives that monetary issues shatldba discussed together with development
topics or the latter will not be given enough atitem and employees are not able to give honest

and straightforward feedback to managers in adekrsing possible payment raise.
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3.3 Payment determination process in Kela

Kela has own collective agreement. What comes td® Sénctionality regarding payment
determination, it is completely tailor-made to d(&la’s needs. As discussed, previously in Kela
there was payment discussions held during FebramagdyMarch. Contents of these discussions
between employee and manager was to go througjolthdescription, consisting the role and
tasks of the coming period. Based on this the fioation of job grade” —document was created
and approved by the manager. In addition the désonsncluded evaluation of personal work
performance, touching issues of expertise, colkaam, productivity and quality. This was then
approved by the payment decision approver (ChiefNdhager). Details of these evaluations

and payment determination is introduced next.

Payment in Kela consists of job-related componedt@ersonal component, which is maximum
32,5% of the total payment. Job-related componenterns the level of demand of the work,
and personal component the employee’s performaBgaluation of personal components
(performance) consists of following items:

* Managing the work; level of knowledge and experesrieveloping own skills
» Collaboration skills; within work community, custens and other stakeholders

» Productivity and quality; achievements, takingiative, responsibility

Based on these criterions, employee receives pargmints. Maximum number of personal
points is 56. Figure 8 describes the payment detation in Kela. (Kelan
palkkausjarjestelmaopas, 2014)
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Payment in Kela

Personal
Component /
points(max 56)
(max 32,5%)

Job-related
component

1\

* Managing the work

* Collaboration skills

* Productivity and
quality

Administrative
raise

Level of demand of the
work (+ collective
agreement)

Figure 8 Payment determination in Kela

Level of demand of different tasks is evaluatededasn general job descriptions, which are

classified based on the level of demand of the wieaktors affecting the level of demand are:

* Education needed

* Experience needed

» Expertise and knowledge needed

* Problems solving skills needed

* New information and personal development needed
» Cooperation skills and personal relationship skibeded
* Responsibility of the work’s outcome

* Independence of the work

(Kelan palkkausjarjestelméopas, 2014)
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When the demand level of the work rises, the maneg&uates the new level of demand of the
work and employee gets administrative raise, whishpart of the job-related payment
component. Changed demand level of the work inwklvays that the personal component
points are evaluated simultaneously. When the eyeplperforms more demanding work and
gets administrative raise, the personal componenttp are lowered simultaneously. (Kelan
palkkausjarjestelméopas, 2014)

As discussed previously, the payment components determined in the payment discussion.
In the new process, the payment discussion isdedun the performance appraisal discussion.
New process is introduced in chapter 3.5.

Kela does not apply incentive system in its paynsgatem. However, incentive system has been
tested during 2004 and 2006 but there have not Heeisions so far to start official incentive

system in Kela. According to Tuija Jokinen the eutrtop management of Kela does not see
incentive system (bonus) applicable for Kela at ti@ment. It is seen problematic that there
does not exist similar measurements with which grersl in the field and in the headquarters

could be evaluated.

3.4Knowledge of payment and payment system satisfactian Kela

As discussed in chapter 2.5, employees’ knowledfigpay has studied to increase the
motivation, job satisfaction and performance lefMbisio et. al. 2012). Kela has performed
payment system survey in 2007 with 473 respondgeka’s Intranet pages). Results regarding
functionality of the payment system, knowledge abpayment and satisfaction towards
payment and payment system are introduced nextderdo give indication about the current

opinions of Kela’s personnel.

As can be seen from Table 3 the functionality of tkhole payment system as well as the
different payment components, that is, job-related personal payment component were
considered to be poor. Especially the personal payrocomponent was considered to function
poorly. What comes to knowledge of payment (Tal)lamgeneral the knowledge seems to be

on a good level, although there is room for improeat especially what comes to understanding
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the criterions used in performance evaluation ahdtwhe employee should do in order to get a

payment increase. Concerning perceived satisfadbovards payment and payment system

(Table 5), the survey results reveal that themrissatisfaction towards both of them. However,

the way in which managers handle payment discusssoconsidered good.

Table 3 Perceived functionality of payment systemrmiKela (2007)

Do

P oor Good Moderafe  NA

Payment system as a whole 51 % 33 % 11 % 5%
Job-related payment component 43 % 32 % 16 % 9%
Personal payment component 59 % 22 % 11 % 9 %
Table 4 Knowledge of payment in Kela (2007)

Disagree| Notdisagee qr Agrege NA
| understand the ground for payment raisg 24 %o 19 % %44 9%
| know what | should do to get a raise 39 % 14 % 33 % 14 %
| know how my raise is decided 32 % 16 % 36 %o 16
I know how my the difficulty level of my job
is determined 16 % 14 % 63 % 7%
| understand why my job is determined to this
difficulty level 25 % 14 % 53 % 8 %
| receive enough knowledge about the
payment system 17 % 22 % 55 % 6 %
I understand how the personal component of
my payment is determined 22 % 16 % 54 % 9%
I know how my performance affects the
payment 27 % 16 % 49 % 8 %
| understand what criterions are used to
evaluate my performance 34 % 20 % 37 % 10 %
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Table 5 Satisfaction towards payment and payment syem in Kela (2007)

Dissatisfied Not dissatisfied or satisfied Satisfied

Payment as a whole 43 % 26 % 32 %
My general payment development 55 % 24 % 21 %
The way that my organization handles

payment issues 52 % 34 % 14 %
How the payment system is used 54 % 35 % 11 %
How my subordinate handles the payment

discussion 19 % 33 % 48 %

It can be assumed that by combining the performapaisal and payment determination
processes in Kela the employees’ knowledge of peyld be increased at least by certain
amount due to more obvious and emphasized link dertwactual performance and payment
outcome. However, that does not automatically mieat the employees’ satisfaction level
towards payment is increased at the same time.rédommended that Kela performs a payment
system survey again after the performance appraighlpayment determination processes have
been combined and the appraisal discussion are Viidhdthe new process. In addition, the

current survey results date back to 2007 and ugdatermation would be needed.

3.5Introduction to the combined performance appraisal and payment

determination process in Kela

In Fall 2013 Kela started a project in order to bome the performance appraisal discussion and
payment determination discussion process as wetlahfy the SAP functionality to match and
support the new process. Project was led by HR dioator Sanna Norra from HR department
and the IT execution project by Senior IT Spedaktisa Saarela from IT department. IT
execution of the project was performed during 2844 since January 2015, the new process and
IT functionality has been in use. As described iegrlpreviously in Kela the performance
appraisal discussions were held between November Fatbruary and payment discussions
during February and March. In the new process thmbined performance appraisal and

payment discussion is held between December andi&gh Reasoning for the combination was
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described in chapter 3.2. Figure 9 illustrates comiyearly clock for performance appraisal and

payment discussion in Kela and gives overview efrélated activities during the year.

6(\\ Performance appraisal & payment discussion
) \6& *  Performance evaluation & payment determination
,/6 c_,e‘ Group discussion before performance 'Jlgg g:sl::.)egfn
Q\q’% appraisal discussion (strategy, targets, «  Tareet &p ise devel 1
L unit targets, team targets) gets & expertise development plan

_______________________

Expertise development

Preparation for i '
E needs collected in a unit |
! i

performance appraisal
& payment discussion
Performance evaluation,
Distribution of payment

pool

_______________________

13 months and 25 months
payment determination

__________________________

Daily leadership
Administrative raise and
changes to job descriptions

__________________________

Group discussion
Follow-up of team targets

Figure 9 Common yearly clock for performance apprasal and payment discussion in Kela
(Norra, 2014)

Kela’s performance appraisal and payment discugsiocess is divided into two parts

1. Evaluation of previous period and development

2. Planning of the coming period

The process is illustrated in Figure 10 and thietght parts explained later in this chapter.
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1. part: Evaluation of
previous period and

Role and tasks of
previous period

development Job Performance
description evaluation

arget fulfillment
and overall

evaluation of

performance

2. part: planning of :
coming period Ability to work;

Issues related to
jobwell-being. /~ Job description

Role and tasks of
coming period

Decision and
reasoning

Targets

Actions,
Evaluation criterions,
Follow-up

Development

Fulfillment of
expertise
development
plan

Expertise &

Career
Evaluation of
expertise,
expertise
development
plan,

Career
planning

Figure 10 Kela’s performance appraisal and paymentliscussion process (Norra, 2014)

In Kela, the performance appraisal and paymenudsson is held with all white collar workers

and the discussion is documented in SAP. This d&on includes four parts and SAP

functionality correspondingly four tabs, which indk:

Job well-being
Job description

Targets & performance evaluation

P O D P

Competence evaluation & development

These tabs are explained in the illustration iruFegl1 and in print screens in the next chapter.
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/ \/Job description \/

Role and tasks Targets
s Ability to work * Evaluation Evaluation of
+ Attitudes & Link: verification of criterions expertise
Motivation job grade (Payment *  Follow-up Expertise
+“Work S usen) development
Comml{nity Link: Personal Performance plan 4
s Supervisor component & payment evaluation Career planning
decision (Payment

determination)

o Ngetemimion N\
B T T vy W prmerial

Figure 11 Tab view of performance appraisal and payent discussion (Norra, 2014)

Before the discussion, there are preparatory taskded both by manager and employee. Before

the discussion manager should prepare by:

» Evaluating performance of previous period and preganeral evaluations

Do performance evaluation regarding personal paynoemponent and divide the
payment points based on these evaluations

e Add unit or team targets to the performance apgrédsm (what issues are emphasized
in the coming period)

» Define targets based on target models that ardgegdvwo managers to help in the target

setting by serving as examples
Also the employee is expected to be prepared odiscussion by taking following actions:

» Create job description in SAP (possibility to capg form)

e Think and list possible targets for the coming @ériGo through Kela’s and unit's
targets and common target models that can be ssexbanple

» Evaluate own expertise in relation to expertiseunegments. Think and list expertise
development targets and career plans

e Think and list issues related to own job well-beingtivation, work and functioning of
the work community

» Evaluate manager’s success and think feedback nagea
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After the preparatory tasks, the actual discussiamts by evaluating the performance of the
previous period. Evaluation of previous periodgérfulfillment and overall evaluation is done
for all employees. Also the fulfilment of expegiglevelopment plan is discussed. After the
manager has given overall performance evaluatiegic{red expectations/ exceeded expectations/
room for improvement) the manager explains theariag for the evaluation and explains how
the employee can improve his/her performance. Wbates to annual salary review, for those
employees who are part of the yearly payment détatron round the personal payment
component is discussed at this point and manadernis if the employee shall receive
additional personal component points. In this sectilso the job well-being topics are discussed.
Purpose of the job well-being —tab filled in thiarpis to map the employee’s working ability
and work resources that have impact to the targihg of the coming period. In addition, in
this section the discussion should handle topilede® to work community, how to motivate the

employee, and what kind of feedback the employsddrathe manager.

Next follows the planning of coming period. In tlpart the job description is approved and the
manager prepares “verification of job grade” —doeutnrelated to evaluating the level of
demand of the work. Targets for the coming pericel &gyreed as well as their priorities and
evaluation criterions. Manager and employee aglse laow the target fulfillment is actively
followed during the period. This part includes alsgluation of expertise, setting targets for
expertise development and what actions are needednprove the expertise. Expertise
development —tab filled in this part ensures thatéxpertise evaluation is part of the discussion
and also helps in planning the expertise developnemlso produces information about the
development needs and development status overiditlanas well as in unit level. In addition it
produces data about the career expectations amngesnsareer planning as part of performance
appraisal and payment discussion.

Performance appraisal and payment discussion rendsl to payment decision, meaning that the
employees involved in the yearly payment deternomatound receive the payment decisions.
The payment determination part is done only forsehemployees that are part of the yearly
payment determination round. After the managerdm®oved the performance appraisal and
payment discussion forms, prepared the paymentrrdetation documents and done the

“verification of job grade” —document related toatating the level of demand of the work the
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proposal report of the payment decision regardhrgy gersonal payment component is done.

Payment determination process was more thorougddgribed in chapter 3.3.

3.6lT execution of the new performance appraisal and @ment

determination process in SAP

Figure 11 listed the tab view of the new perfornamppraisal and payment determination
section is SAP. In this chapter, the IT set-upnisoduced in print screen views. Since Kela is
using Finnish language version of SAP, the prinéeas provided in this chapter are in Finnish.
All the print screens are taken from the test systa Kela the Manager Self-Service (MSS) and

Employee Self-Service (ESS) functionalities of S#&P in use for all employees.

First tab (Figure 12) in the tool is called Job mpding & work. It includes issues regarding
enthusiasm and motivation related to work, as wasllmeaning of the own work and general
strengths of the employee.

Arviointi - B

Arviointiasiakirja - Karjaa Kielo2

Tallenna || Tulosta || Liiteet || Viimeinen asiakiria | Najta patevyydet | || Laajenna,| Tivista, @.
Hallinnolliset tiedot o -
Kehitys - ja palkkakeskustelulomake Hyvinvointi & tyd  Toimenkwaus  Tawitteet ~ Osaaminen & ura

Hyvinvointi & tyd

Hyvinvointi & tyé

Innostus ja tyomotivaatio

Mikd on parasta tydssasi? Mika sinua innostaa?
Mika edistaa tai estaa onnistumista tyossasi?
Miten tyo sujuisi viela paremmin?

Kirjoita tahan Suurenna tekstikenttaa
Oma tyo
Wit tyd merkitsee sinulle? Millaisia vahvuuksia sinulla on?

Miten suunnittelet tyotasi ja pystytko vaikuttamaan siihen?
Miten valtat tyon sujumista haittaavia keskeytyksia?

Kirjoita tahan Suurenna fekstikenttaa
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Figure 12 Kela’s IT execution: Job well-being & wok

Second tab (Figure 13) is called Job descriptinrthis section the employees’ tasks are listed
and percentage of how much each task takes fronvahi@ng time is defined for each task. This
section includes also the general job descriptioth @xplanation of the main responsibilities.

This tab has also two links regarding the paymetémnination:

1. Verification of job grade (Figure 14)

2. Personal component & payment decision (Figure a&luding topics related to

managing the work, collaboration skills and produtst & quality

Details of the payment determination process weeembed in chapter 3.3.

Arviointiasiakirja - Karjaa Kielo2

Tallenna || Tulosta || Liitteet || Viimeinen asiakirja || Nayta patevyydet Laajenna || Tivista , @.
Miten haluaisit jatkaa? Hallinnolliset tiedot (= |
= Tallenna asiakirja ja poistu
Siirra valmiis-tilaan Kehitys - ja palkkakeskustelulomake v0 8 Hyvinvointi & tya Toimenkuvaus Tavoitteet Osaaminen & ura
Jatka N
Toimenkuvaus —
n perustelut Toimenkuvaus

Toimen yleiskuvaus ja paivastuualueet

Kirjoita tahan Suurenna tekstikenttaa

Asiakassihteerin tehtavat kasittaen.

Tehtava 1
Prosenttiosuus 40

Kirjoita tahan Suurenna tekstikenttaa

Perhe-etuushakemusten kasittely

Tehtava 2
Prosenttiosuus 30

Kirjoita tahan Suurenna lekstikentiaa

Liilkamaksujen takaisinperinta

Tehtava 3
Prosenttiosuus 30

Kirjoita tahan Suurenna tekstikentiaa

Asiakaspalvelussa sijaistaminen

Figure 13 Kela’s IT execution: Job description
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Miten haluaisit jatkaa? Vaativuusliuokan perustelu
O Talonna ksskon-thaan ja jotka Tybntekid: Karjaa Kielo2 00016270 Esimies: Muuttuva Maja 00015465
o) Tall filaan ja sulje Henkilostdalue: Paikallishallinto Henk.osa-alue: TES-palkkaiset
) Tallenna valmiksi ja sulje Org.yksikko: Kirkkonummen toimisto Budj. toimi: Asiakassihteeri
Kust.paikka: 97640 Kirkk Vaati luokka: C2
Jatka Tyosuhteen alkupvm: 01.09.2008
Voim. akku: * [01.06.2015
Voim.loppu: * |31.05.2016
Tia: kesken

o s

Olemme

Vaativuusluokka:

= Dal

aritys (v T0S)

Esimiehen perustelut

Ajempi j

perustelu

tahan.

péivittda perustelun

Millaista koulutust

dellyttiisi tointa uudelleen taytettiessa?

ammatilinen tehtavaan sopiva koulutus

Figure 14 Kela’s IT execution: Verification of job grade

| Miten jatkaa?

ty

() Tallenna kesken-tiaan ja jatka
) Tallenna kesken-tiaan ja sulie
() Tallenna valmiksi ja sufje

Tyontekija: Karjaa Kielo2 00016270 Esimies: Muuttuva Maja 00015465
Henkilostdalue: Paikalishalinto Henk.osa-alue: TES-palkkaiset
Org.yksikko: Kirkkonummen toimisto Budj. toimi  Asiakassinteeri
Kust paikka: 97640 Kirkkonummi Vaativuusiuokka: C2
Tybsuhteen akupvm: 01.09.2008

Voim. aku: |01.06.2015 §

Voimloppu: [31.05.2016

Tia-koodi: kesken

3 aa (8
Vaativuusiuokka:

Arvointialueet Pistest yhteensd: 20 pdivita pakkapaatosiaskeima
Ammatinhallinta
Ammattiatoon littyvat tiedot ja taidot sekd itsensa Pisteet: [2 | [perusteiut
kehittaminen ja aikaansa seuraaminen
Monitaitoisuus/erityisosaaminen Pisteet: El‘pem[em ‘
Kokemuksen hyddyntiminen tydssd Pisteet: [3 | ‘peﬂuhem ‘
Yhteistyotaito
Yhieistybtaidot tydyhteisdssa Pisteet: E’Pﬂu&fshﬂ ‘
Y ja sidosry kanssa Pisteet: E perustelut ‘
Tuloksellisuus ja laatu

Aikaansaannokset, maara ja laatu
Oma-aloiteisuus

Vastuunkantaminen
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Figure 15 Kela’s IT execution: Personal component ayment decision

Fourth tab (Figure 16) includes the targets. Thigeta are set in four different themes, which

include:

Customer & societal purpose
Reformation of personnel & work community

Processes

e

Finance

In this section, managers can add targets for tealordinates. Every target has also
corresponding “actions & evaluation criteria” fiel@lhis section is also used in the follow-up

discussions where follow-up fields are filled arptlated during the year.

Vaihtoehdot v
Arviointi - T

Arviointiasiakirja - Karjaa Kielo2

Tallenna | Tulosta || Liitteet = Viimeinen asiakirja | Nayta patevyydet Laajenna | Tiivista , O‘

Miten haluaisit jatkaa? Hallinnolliset tiedot B
* Tallenna asiakirja ja poistu
Siirra valmis-tilaan Kehitys - ja palkkakeskustelulomake Hyvinvointi & tyo Toimenkuvaus Tavoitteet Osaaminen & ura
Jatka N
Tavoitteet =
Tavoitteet

1 Asiakas & yht.kunnallinen vaikuttavuus b=

1 Asiakas & yht.kunnallinen vaikuttavuus B
Tavoite fi

Kirjoita tahan Suurenna tekstikenttaa

Toimenpiteet & arviointitapa fij

Kirjoita tahan Suurenna tekstikenttaa

Figure 16 Kela’s IT execution: Targets

Last tab is called Expertise & career (Figure 1ii)this section the targets for the personal

development are set. Also area (eg. IT or custmeerice) and method (eg. self-learning or
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course) is chosen for each development targets. seation includes also topics related to career
path and career expectations.

Arviointi O =

Arviointiasiakirja - Karjaa Kielo2

Tallenna | Tulosta | Liitteet | Viimeinen asiakirja | Nayta patevyydet Lasjenna , | Tivista ,|

Miten haluaisit jatkaa? Hallinnolliset tiedot

# Tallenna asiakirja ja poistu
Siirra valmis-tilaan Kehitys - ja palkkakeskustelulomake Hyvinvainti & tyo Toimenkuvaus Tavoitteet Osaamin_en & ura

[ Jatia | .
Osaaminen & ura -

Osaaminen & ura

Arviol omaa osaamistasi patevyysprofiilin avulla ja pohdi omia kehittamiskohteitasi
Kirjaa ket tavoitteesi ja suunnittellut toimenpiteet valilehdelle.

Osaamisen tavoitteet & toimenpiteet -

Osaamisen tavoitteet & toimenpiteet[

Tavoite & toimenpide i

Kirjoita tah&n: 8uurenna tekstikenttad
Aihealue i

Valitse vaihtoehto: Ei arvaa fod

Menetelma fif

Valitse vaihtoehto Ei arvoa B

Figure 17 Kela’s IT execution: Expertise & career
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4. RESEARCH PROBLEM AND METHODOLOGY

As explained in the introduction, the research |mobof this study isHow performance
appraisal and payment determination processes can be combined as a process and as an I T-
tool in SAP?

Aims of the benchmark study are to give to Kel@sahd HR management further information

regarding:

*  Whether benchmarked companies are combining appramsl payment determination
processes
* What are their experiences regarding the combindtimon-combination & how the case

companies have built the technical solution intretato this process

Research methodology of this study is a case sty this method was chosen is simply
because the author of this thesis was during thigng/iprocess working for the case company
Kela and acting as the IT project manager for tbealining project discussed in this thesis.

Qualitative empirical study includes benchmarkihdooir companies.

Kela has established guidelines and principlesoarchmarking and these are followed in the
benchmarking process. These guidelines consigisrafission for benchmarking, guidelines for
information exchange, communication with benchmadrékempany, preparations and execution,

as well as what information can be shared and how.

In addition to guidelines regarding benchmarkingla&Khas also established a benchmarking

process, which is followed in the case study. Tioeg@ss is described in Figure 18.

1. Choose the
development
target, set the 2. Identify 3. Analyze the 4. Set new goal 5. Apply,
reasons for
goals and rolemodels . . And make asses,
. differences in .
describe the and exchange Action plan develop
. performance
current experiences
situatiuon

Figure 18 Kela’s benchmarking process
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In addition to case study, the research has atsoesits of Action Design Research. Sein et al.
(2011) define Action Design as a research methamised on building, intervention and
evaluation of artifacts in the organizational sejtilt deals with both theory and influence of

users of the IT artifact. Action Design Researclhoe is illustrated in Figure 19.

' N g ™
1. Problem Formulation

Principle 1: Practice-Inspired Research
Principle 2: Theory-Ingrained Artifact 3. Reflection

. 4 and Learning

(2. Building, Intervention,
and Evaluation

Principle 6: Guided
Emergence

Principle 3: Reciprocal Shaping

Principle 4: Mutually Influential Roles
Principle 5: Authentic and Concurrent
L Evaluation Y M v

i

'
4. Formalization of W
S

Learning

Principle 7: Generalized Outcomes

.

Figure 19 Action Design Research (Sein et al., 2011

4.1. Introduction to the benchmark company selection ad the benchmark
process
The most optimal candidate for the benchmark wdwdde been a company that would have

fulfilled three below described criterions:

1. Has combined the performance appraisal and paydetetmination processes both as

process and as system wise
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2. Utilizes SAP in performance appraisal and paymetgrhination process

3. Is public sector organization

Unfortunately, despite of thorough search includmguiry to SAP Finland, SAP Finnish User
Group Ry (SAP FINUG), Google search, and utilizown professional and personal network,
the optimal benchmark target was not found. Thearemg criterions for benchmark selection

were then in the end:

A. Company should use SAP in performance appraisal OR
B. Company should have experience of combining peroce appraisal and payment

discussions.

Several companies were found that are utilizing SABRerformance appraisal (criterion A).
From those companies three companies were chosea. ®@mpany was found that had
experience of combining the performance appraiadl payment determination (criterion B).
Luckily, that company is also a public sector oigation. Since three out of the four
benchmarked companies wished to stay anonymoutheatompanies are handled anonymous
and are therefore named as Company A, Company Bp&oy C and Company D in this study.
Figure 20 maps the chosen companies based onlih&ol (criterion 1), and performance
appraisal process (criterion 2). Next, the benchkncampanies are introduced very shortly and

superficially in order to secure their anonymity.
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Combined

performance ggN%?;thAle Company A

appraisal and COMPANIES

payment FOUND! <
wn determination =z
% system =~
P
e
St
=9

v

Separate Company D

performance Company C

appraisal and

payment Company B

determination

systems

Figure 20 Map of benchmarked companies based on tinelT-tool and performance

appraisal and payment determination process

Company A is a Finnish public sector organizatitm.2012 it had approximately 5 300
employees. Company A used to have performance igpprand payment determination
combined, but has separated the processes lateCampany B is a Finnish limited liability
company operating in more than 10 countries withentban 25 000 employees. Company C is a
Finnish limited liability company in the telecommaations area and with more than 4 000
employees. Company D is a global manufacturing @mpwith almost 20 000 employees in
over 80 countries. All the interviewees in all tenchmarked companies were working in HR

department. Table 6 summarizes the background éatke benchmarked companies.
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Table 6 Background facts of the benchmarked compaes

Company A Company B Company C Company [
Government org. Yes No No No
No of employees 5 300 25 000 4 000 20 000
SAP utilized No Yes Yes Yes
Interviewed |HR Specialigt HR Development Manager HR Developmeadge HR Directgr

All the interviews were done between May and Septn2014. Present in the interviews from
Kela side was Elisa Saarela (IT project manager auttior of this thesis) and Sanna Norra

(project manager of the combination project).

5. EMPIRICAL STUDY

In this chapter the benchmark results are introdudd the material in this chapter is based on
the interviews with the company representativesc&ithe companies and interviewees wished
to stay anonymous, obviously the sources have be¢nadded to this chapter. Interview

guestions are listed in APPENDIX 1.

5.1.Company A - From combined performance appraisal ad payment

discussions to separate discussions

Previously in Company A the payment discussion padormance appraisal discussion have
been held in a one combined discussion, but staftom the discussion round in 2015, these
discussions are separated in Company A. CompangltAufge to update and modify their
performance appraisal form and felt that separativegtwo discussions also in IT-system is
worthwhile doing in parallel. The separation meangractice that the discussions are held in
separate occasions and both topics have own sedarats and tabs in the IT-system. Reasons
for separating these two discussions were thatairbeter results the satisfaction towards
performance discussions had been poor and therbded feedback that these two discussions
should be separated. Comments from the personmel tat the payment is having too big role
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in the combined discussions and that the combimsmlissions included overall too many topics.
It was felt that the performance appraisal topieseneasily left as the final issue to be discussed

and did not receive enough attention and time endiscussions.

In Company A payment discussion and performanceasgg discussions are held by utilizing
their own e-HR-system which provides forms for bofththe discussions. This IT-system is
tailor-made for the needs of Company A. Previoukly time period for having performance
appraisal discussion had been from October to mwddry. In addition to individual
performance appraisal discussions, there has &esp froup discussions quite often related to
some specific theme, eg. strategy. In the new gsotkee payment discussion is held during
Autumn but the timing of the performance appracsal be decided independently by each unit.
However, the majority of the discussions will miisely be held during spring. Units can decide
independently the best timing. In addition, theme at least 1-2 follow-up / situational

discussions during the year.

As discussed, previously performance appraisalmeay and job-well-being were discussed
once a year in the same combined discussion. Adindbompany A in the new process has
separate discussions for performance appraisgbaymient, there exists still strong link between
performance and payment since the targets arensitei payment discussions. Topics in the
payment discussion include performance evaluatidheoprevious period, setting targets for the
coming period, job description and discussion alibatlevel of demand of the work. In other
words, the payment discussion in Company A is vemych focused on performance
management. In the performance appraisal discussimemphasis is more on job well-being,
motivation and other non-money related issues. féli in Company A that separating especially
development needs and feedback from employees gengsors from payment discussions
ensures honest and direct communication betweelogegand manager when discussing these

topics.

In Company A following items are included in theanperformance appraisal discussions form

in IT-system:
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» Joy of working — what makes employee excited itheiswork? What works well and
helps employee to succeed? What hinders the exgerief achievement? How these
issues could be eased and improved?

* Pre-requisites for work and job well-being — does €émployee feel that he/she masters
his own work? How job well-being could be improved?

* Work community and supervisory work — how the empkfeels that the collaboration
in his/her group and work community is working? Hthe collaboration with supervisor
is seen? How these issues could be improved?

» Feedback to supervisor

* Own / unit topics — This field can be used in cts®e is some additional topic to be
discussed.

» Future plans — what kind of work-related objectittes employee has for next 1-3 years?
What kind of expertise is seen to be needed irfuhee to master the work? What kind
of actions should be taken to support the objestared reassuring the expertise?

» Other information and wishes for the next 2 yeais €ase employee has interest for
example towards job rotation, supervisory work, jgtb work etc. this can be

documented and reported in the system.

In addition, in the IT-system there exists alsoinfation of all Company A’s training and

education.

According to the Company representative some masageCompany A feel that the change
means more work for them since instead of one d&ouns they should held two discussions
according to the new process. It will be seen whahe opinion of personnel about the new
performance appraisal process. In Company A tw@lpefrom HR department work with the
process and system as sort of super users. Ini@gdine IT person has been involved in the
system development by taking part in the negotiatiovith the system provider. IT support is
provided by the IT-system provider. Number of emyples whose performance appraisal and
payment discussion information is in the IT-sysierB100. When designing the process change
and system update Company A used their currentepso@and system as base and did also

benchmarking. Both employee and manager have atodbe forms in the IT-system. There
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does not exist separate workflow in the system, Wenén the manager has signed off the
performance appraisal form the employee receivesnaail and goes to the system to sign off
the form as well. After payment discussions, thadhef the unit prints payment report from the

system and signs it.

5.2. Payment determination in Company A

Payment in Company A is determined so that it &tasof personal performance-related
component and job-related component. Performaragte component is max 48% of the
payment. In addition, an employee can get traradfewance Job-related component is based on

three parts:

1. Expertise and collaboration environment; expertsells and experience needed and

difficultness of the collaboration environment
2. Guidance and decision-making environment; recefeediback and guiding as well as

difficultness of the decision-making needed
3. Responsibility and role in the decision-making;eeffand relationship of the task with

the outcome

Job-related component is based on job descriptore dy employee and manager by utilizing
job-description form in the IT-system. Personalfg@nance-related component is based on
effectiveness and quality of the work, collabomatgkills, special skills and broadness of the

skills, and activeness as well as developmenttspiri

In the payment determination, form there exists warkflow in the system, but after the

discussion round is over, the head of the unittpiirayment report from the system and signs it.

47



Payment in Company A

Personal
Component
(max 48%)

Job-related

component

* Know-how and
collaboration
environment

* guidance and decision-
making environment

* responsibility and role
in the decision-making

+ Collective agreement

1\

Level of demand of the
work

» Effectiveness and
quality of the work

* Collaboration skills

* Special skills and
broadness of the
skills

* Activeness and
development spirit

Figure 21 Payment determination in Company A

5.3.Performance appraisal in Company B

In 2010, Company B started a project in order tplament performance appraisal functionality
in SAP. When designing the new process and systamp@&ny B did a lot of benchmarking and
considered also cloud services as alternative wphiew functionality was piloted with certain
units in 2011 and since 2012, all units in CompBrgre handling performance appraisal in SAP.
This procedure and SAP functionality is used wipraximately 4000 employees, consisting of
20% of the total personnel of the company. The ggs@nd IT-tool is same for all of these 4000
employees, including top management. Rest of thgopeel performs production work and is
having different kind of a process with group dission without utilizing SAP system.
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Performance appraisal process of Company B isccdleget & Development and consists of

two discussions:

1. Target and performance discussion, which is helthénbeginning of the year consisting
of target setting and closing previous year. Thiscussion is heavily related to
performance management and includes discussidreaddtions of previous year and the
targets for the coming year.

2. Development and well-being discussion / Mid-termcdssion, which is held at the end
of the summer or in the beginning of autumn. Irs tiscussion the situation regarding
targets, plans and development actions are evdluéteaddition, job well-being and

personal development is discussed.

In SAP the functionality is handled so that Man8gesiness Objectives (MBO) -module is used
in Performance Management and this organizationpandonnel information is utilized in the
performance appraisal. Only the managers use th®ol] since employees do not have
Employee Self Service (ESS) functionality availalbleCompany B there has been discussions
about taking the ESS functionality into use ana@ asuld services are being considered as an

option to give easy access to the performance mgpfarm to employees.

In target setting the system enables altogetherd@ets to be defined but the guideline is that
everyone should have only maximum of 5 targets. djyeroval of the targets is done by the
second level manager (one-over-principle) and tbekflow functionality is in use so that the

approver gets information about targets to be amaon the system. There is also a possibility
for the approving manager to approve all the foamsa mass approval. This is tailor-made
functionality for the Company B. Other tailor-madelution is that the target setting by

cascading targets from top layers to lower levels be done by HR so that they are able to
choose certain criterions (eg. certain personneibars) according to which the target cascading
can be done despite of the organization structlmethe standard functionality the target

cascading can be done only based on the orgamzsttiacture. In addition Company B has done
quite a lot of custom programs to ease the systamtanance. For example they have custom

program to close all documents in the system ie tas employee leaves the company.
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What comes to the performance appraisal documen@ympany B there is two new templates
created each year for each employee involved inptbeess. These two documents based on

below-mentioned templates are following the streeetf the discussions:

1. Target and performance template, which is in thekflmv approval process
2. Development and well-being template, which is mafra discussion between employee

and manager without approval process

Manager creates the documents for his/hers suladedirand this can also be done by creating
documents for all subordinates as a mass. Bothndewcts are went through in both of the
discussions (target & development discussions)esthey are closely linked with one another,
although the different discussions have differemiplkasized themes as stated before. The
linkage between these two discussions and tempéatde eg. that targets are created based on

identified development items.
SAP for performance appraisal in Company B is iditig per tab:

1. Job description, role and main responsibility areas

2. My targets; targets, description of the targetsatwre the prerequisites for target
fulfillment, weighting of different targets, tearargets, service time, multiplier. In
this tab the Company B wishes to have target §bbart that is not available in the
SAP standard.

3. Overall performance; efficiency, attitude, colladtoon, competencies, leadership (if

in management position)

Representatives of Company B find SAP very reliabid efficient and no negative feedback
about the IT-tool is received from the users. Bgjgproblem at the time of the interview was
related to team targets and how they are relatédetmrganization set-up. In case organization
changes so that the team seizes to exist or mamagepusition does no longer exist the team

targets are left without owner and cascading thgeta is no longer possible.

Company B has created also easy-to-use reportsatmgers and HR who can monitor the
discussions from the reports. Altogether the Comdarhas 6 SAP BW reports related to the

target & development discussions:
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» Status summary; showing the number of documentsteidstatus

» Target summary; listing personnel and their targeteading level

» Target fulfillment; showing how well the targets nedulfilled

» Overall performance; showing in a summary levelyret how targets were fulfilled

» Development plans; listing the career aspiratiomsl @evelopment actions of
personnel

* Well-being summary; showing the average evaluatmnsespondents per unit and
area

What comes to administration and IT support, in @any B the HR department has the process
ownership and the concept ownership regarding émopnance appraisal process and system.
Process owner is responsible of the process amglitdes for example planning training and
instructions for managers and guiding the targ#tinge Concept owner on the other hand is
responsible for the system and how it functionsadidition in the system development issues
Company B has one resource in the ICT departmenkimg as SAP Solution Manager with
whom the HR discusses the development needs amhsctechnical solutions and possible
vendor options. Company B has outsourced theimid ia problem situations the error ticket is
opened in the IT support which acts as a ServigeteCeln addition the local HR is proving

process support and by some means also systemrstgpbe managers.

5.4 Payment determination and merit discussion in Compay B

Company B does not have separate payment deteromindiscussion but merit discussion
instead. Merit discussion round starts in the eapgying and lasts couple of months. Merit
discussion is separate discussion from the tamgetdevelopment discussions and is held only
with personnel fulfilling certain criterions (ega case overall performance is in high enough
level). Being invited to merit discussion usualfgplies that there will be merit raise for the
employee. In case employee states during the hjisArers wishes to get payment raise, there
exists certain procedure for that but the guidelm#hat all the payment raises and merit raises

are to be handled during the merit discussion round
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Before merit discussion round the available inceemsbudgeted and managers are informed
about the criterions by which the increases cagiben. Overall performance plays important
role and also payment statistics are used in dolevaluate the employee’s payment in relation
with others doing the same job in the same teyitBlR department is active in monitoring are
the increases given to the right people by follayiag. the overall performance. The
performance of an employee is evaluated basedlfimfent of concrete targets (company level,
team level or personal targets) and overall peréoee. In case the overall performance does not
exceed certain level, merit increase cannot beideres. It can be also so that the employee
does not fulfill concrete targets but the overaltfprmance is so good that he/she can be invited
to the merit discussion round. In the merit diseussound it is also evaluated how much the

employee is below or over the median salary in $patific job he or she does.

Based on their position (job and grade) major parion-production employees of Company B
have also possibility to receive bonus in a fornincentives. The amount of target incentive (in
% of yearly wage) is determined automatically basedhe job grade. Target & Performance
functionality in SAP can read job and grade from &mployee’s basic information and save the
information of the incentive program to the TardetPerformance document. From the
document selected targets are connected to thatimeeand the final incentive percentage is

calculated based on how well the incentive target® reached.

There have not been plans or considerations to ica@mimerit discussion and performance
appraisal discussions at least not during the SAplementation project. Representatives of
Company B are not able to say why exactly the nisitussion is separate from performance
appraisal discussions but most probably the redsothat as stated before, unlike with
performance appraisal, not all employees are iratliw the merit discussion round. Although
the discussions are separate, the target and gewefd discussions serve as stimulus to the

merit discussion round.

What comes to actual payment determination progcesSompany B, there exists no system
support for it and eg. SAP’s Compensation & Besefinodule is not in use in the company.

However the payment info type and payment changesl@ne in SAP. For new employee, the
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payment is determined based on the actual jobgialle, person’s capabilities, location country

and territory. Payment determination in Company Bescribed in Figure 22.

Payment for

new employee

Payment in Company B

Possible merit
increase

* Actual job

* Job grade

* Person’s capabilities
* Location country

* Location territory

+ Collective agreement

Fulfilment of concrete
targets (company level,
team level or personal)
Overall performance;
efficiency, attitude,
collaboration,
competencies,
leadership (if in
management position)
Employee’s median
salary compared to
others doing the same
job

Possible bonus

Incentive (for non-
productive
employees with
certain job and
grade). Amount
based on how well
selected targets were
reached.

Figure 22 Payment determination in Company B

5.5 Performance appraisal in Company C

Company C calls performance appraisal discussidargst and development discussion, which
is held twice a year with almost the same conterthoth of these half-year discussions, personal
objectives are agreed for the next 6 months. Ralftyear discussion covers time period froth 1

Jan-38' June and second half-year discussiSridly-3' Dec. The discussions are held in the

beginning of these periods.
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Company C has had SAP in use in target and deveopmliiscussions since 2008. In the
development phase, a user interface designer aebitpe interface with the feedback from the
users and the SAP consultants built the functipnbised on the design. In 2013, they changed
from PSP-forms to Web Dynpro Apab -forms, but thecpss as such remained the same. The

number of employees whose performance appraisahssered in SAP is approximately 2800.

Feedback from employees regarding two discussienygar has been positive and the quality
of the discussions has been seen as very good. gdemavho have large teams (eg. 20
subordinates) have felt that two discussions per y& quite a heavy work load for them and
there has been pilot on-going in the Company C wHharge teams working with customer
service have done the target discussion as a gtisgpssion and only the development part as

one-on-one discussion.

Before implementation of SAP, the Company C hadwgayt related discussion included in the
target and development discussions but that wasgeabsince there was willingness to focus to
the target and development topics without paym&sues taking too much time and attention in
the discussions. However, also in the current m®cthe payment can be mentioned in “Other
matters” part but the manager at that point camnomise any actions. In case manager sees
grounds for payment raise, he/she can take the igpuin the following merit round. Merit

ground is explained in details later.

SAP functionality for target and development distoss in Company C consists of following

tabs:

=

Task; main responsibilities

2. Performance; 8 criterions measured in scale of gexctllent, in the right direction,
insufficient

3. Job rotation interest (this is part of the secoalf-yrear discussion only)

4. Main objectives for the period; 3 goals as defauttnumber can be increased or
decreased and under each goal their fulfilmedbsumented

5. Development plan

6. Work community and well-being

7. Other matters; eg. payment related topics can beiomed here
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8. Feedback to supervisors (only employee can fill)

What comes to the “Performance”™tab, in second-yedf discussion only the general
performance is discussed and documented but iffitktehalf-year discussion all the eight
criterions are touched and both the manager andoge® can insert note below each criterion.

The criterions are grouped into two categoriesanedas follows:

* Potential
o Commitment; following values, principles and managat theses (supervisors)
o Versatility; will & ability to learn & transform
o Competence; knowledge, skills, professional compuete
o0 Inspiration; attitude towards work
* Performance
o Investment; willingness to work and perform in artiereach objectives
Results; ability to reach objectives

Cooperation; ability to work with different stakdtiers

o O O

Customer-orientation; ability to take the custorsgrosition and understand

what’s important to customers

All the data from the documented target & develophdiscussion can be taken into Excel but
actual reports are not available in the systeminirg calendar is not implemented in SAP so
there is no link from the target & development fiimigality to trainings. In general the target &

development functionality in SAP is following théasdard functionalities. Only tailor-made

solution is that there exists automatic saving. r&hexists no workflow in the system for

approving objectives or other items agreed in #rgdt & development. In addition to the

manager, also the employee has possibility to \aed insert text to the target & development
forms in SAP.

In Company C there is two people working with tlaeget & development process and IT-

system; one responsible for the HR IT developmadtane responsible for the process but who
does also configuration in the system. These peaggdeacting also as super users. Actual IT
support is outsourced, but first level supportrsvided by the HR help center. In general quite a

lot of problems and issues are solved internallyh@ytwo super users / responsible persons.
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5.6.Payment determination and merit round in Company C

When new employee is hired to Company C, his/hgmeat is determined based on collective
agreement, level of demand of the work and posgibdeious experience. Upper white collar
workers of Company C have contractual salary archge of switching tasks, the payment does
not automatically change immediately but is affddbg the performance and capability of the

person in the new position.

All employees of the Company C are also part dfegibonus, incentive or commission payment
system that is based on performance in the job.|&mps working in customer service or

service center are part of incentive system. Eng#eyworking in business-to-consumer sales
are part of commission system. All the rest of éhgployees are part of bonus system, which is

based on company-level Balanced Score Card withiopipersonal key performance indicators.

It has been considered in Company B that bonugmsysbuld involve also personal performance
as it did before implementation of SAP in 2008, batk then it was felt that the managers’

capability to evaluate performance was quite dizers

Once a year the payment level in Company C is exadnin general, a certain merit increase
limit is defined as a whole and managers can namitfzeir subordinates as receivers of the
merit increase. Decisions regarding the merit iases are done by the unit heads. There needs
to be grounds for the merit increase and the HRagangoes through the grounds with the

management before the increases are decided.

Grounds are based on the level of the employeg/meat in relation to median payment in the
company, the level of employee’s payment in refatio the median payment in the market
(Compay C is part of market payment study on alydaasis) and in addition the personal
performance of the employee needs to be on anlertdével (8 criterions as described in
relation to performance). In addition to these gdsiand criterions, Company C can have
additional pre-defined criterions per year. These lbe eg. has the employee received payment
increase within last few years, has the employengéd job within last few years without
payment increase etc. What comes to the main agsatiefined in the target and development

discussion, the fulfilment of them does not hawea impact to payment. However, in case the
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objectives are fulfilled, the probability for menitcrease is higher than in case the objectives are

not met.

Merit round is not handled in SAP, but Excel isdigestead. What comes to approving the merit
increases, HR makes Excel format list to approwvens perform the approval outside SAP.

However, it is technically possible to handle manitreases system-wise, but HR department
wants to provide customer service to managers &odl asituations where managers need to
handle the merit increase procedure in SAP onergyho case there shall be need for merit
increase during the year outside the merit roume fperiod, the manager can handle the merit

increase process in SAP involving workflow from ragar to HR and unit head.

In the merit round, which is held during April, tkeare no actual merit payment discussions
between manager and employee but the manager imfibrenreceivers of the merit increase. In
case there is payment amendments needed afteretieimerease round, there is possibility to

do payment changes still during November, in chedricrease is related to payment inequality

due to changed tasks. Payment determination in @oyn@ is described in Figure 23.
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Payment in Company C

Possible merit

Payment for

Possible bonus

increase

new employee

Manager nominates .
£ a) Incentive (for

* Level of demand of based on: . . personnel in

the W(?rk : Paymept n relation customer service and
*  Experience to median in the contact center)
+ Collective agreement market b) Commission (for B-

* Payment in relation
to median in the
company

* Personal
performance in
excellent level

* In addition different
criterions that can
change yearly

2-B sales personnel)
¢) Bonus (for rest of the
personnel, based on
company-level
Balanced Score
Card, no personal
indicators)

Figure 23 Payment determination in Company C

5.7 Performance appraisal in Company D

Company D is a global manufacturing company witmadt 20 000 employees in over 80
countries. SAP HR has been in use in the compangesR002. Enterprise compensation
management (Compensation & Benefits) has beeneararst years at the time of the interview
and SAP Performance Management for 8 years. THerpence appraisal called development
discussion is held individually with each of the@ayees. Even the blue-collar workers at the
mill have own login to use employee self-services@) for the purpose even though they do not
have own computers. All the employees use Emplogel Service (ESS) functionality,
managers and HR the Manager Self Service (MSS}iamadity.
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Company D has global Processes & Projects -tealHRnwho is centrally responsible for the
SAP HR concepts and how the SAP HR should be dpedldo support the people processes.
According to HR Projects & Processes Director, gtreng concept ownership is the key issue
for functioning HR tools. The principle is that bBisle customizing as possible is done; if the
solution fits 70-80% it is good enough and the pescis rather changed than system customized

to meet the exceptional cases.

Technical system development, including coding aodfiguration is outsourced to external
service providers who perform the development basedhe specifications from Concept
owners. HR supports managers every year beforeDthelopment Discussions by offering
management training where for example good targjting is discussedn Company D the IT

department is involved what comes to IT architextand platform issues and IT supplier
management but the actual development work is auted, as previously described. In the HR
organization, there are approximately 120 key usesgering all locations and they locally

maintain the data of all HR applications and supjioe managers in the tool usage.

The Development Discussions are held typicallyhatlieginning of the year. The Development
Discussion consists of two parts; Achievement Revend Target Setting. Competence
Assessment is recommended to be done prior of theelbpment Discussion as it gives good
input to the Personal Development Plans.

Technically the Development Discussion and CompmueteAssessment templates need to be
ready by mid-November so that the discussions tahis time. Once the templates are released
to the Production environments, it is possibletfer employees and line managers to start the
target setting for the following review period. Cpstence assessment, meaning employee skills
assessment for competence development purposemneés lwefore or during the development
discussion. Items in the competence assessmentageneral skills, management & leadership
competences and professional skills. Competencessis&nt gives input to the development
discussion, especially to the personal developrmplamt and therefore at least the employee self-
assessment part of the competence assessmentisecadu be done before or during the
development discussion.
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The development discussion begins with achievermarniew, which means the evaluation of
how the targets of the previous year where metdpPenaving a manager role in SAP HR can do
the target setting to whomever even though the eyapl is not directly reporting to the manager.
This enables that in this matrix organization, atseer managers than line managers can give
input to the target setting and at the achievemeview for example based on project work
where the employee has reported to a project mar@er than his/hers line manager. This

possibility is widely used especially in projectnko

In case the targets have not been set with a thpitgh very challenging to do the achievement
review. That is why the importance of good targettisg is highlighted in by HR and also

supported by management training, as describetearl
Development discussion in SAP in Company D hagvalg tabs and contains following topics:

1. Performance targets

2. Behavioral targets; 8 behavioral expectations base@ompany’s value-based behaviors
(scale 1-5 and none) Number of the behavioral targen be added or deleted to suit the
position of the employee. In this section, the éatgehavioral level in chosen areas is set.

3. Personal development plan; learning plan, traimtagn (link to training calendar where
courses can be booked), other development remarks

4. Other; job satisfaction, values, teamwork, coopenatmotivation, career aspiration,

other. Also feedback to managers can be givenisifigdd but it is not separately asked.

Achievement review has the same tabs as developdigrnission but in addition the Overall
performance evaluation -tab. The targets are eteduane by one in terms of where the targets
met, exceeded etc. In practice this means fivetpsgale (1-5, plus additional “too early to
evaluate”) and in the Overall Performance Evalumtab the employee’s overall performance is

evaluated.

There should be strong correlation between perfocmdargets and behavioral targets but one
need to take into consideration the whole perfogeaiihere is no pre-defined amount of targets
that should be set for each employee, but the goelés that there should not be too many

targets but few well-thought targets instead.
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There is workflow procedure in place for the depehent discussion and competence
assessment templates. When either of them is ineldhee template filled, manager submits the
template to the employee who approves or rejeetsltbcussion in SAP HR. In case employee
rejects the outcome, there will be new discussietwben the manager and the employee.
Second level manager can see the development sisougmplates and outcome but are not
part of the approval process.

Development Discussions are encouraged to do nftea than once a year and there is mid-
year review option available for that in SAP HR.eTguideline in the Company D is that the
performance management process should be contimathey than once-off. Mid-year review

can be done during the year as many times as gppeopgiate by the manager.

There is Business Warehouse (BW) in use and HRa@rees, Line managers as well as Finance
users have wide range of different reports avalabhine managers and HR users have for
example development discussion and competencesasset status reports as well as on-time

reports.

5.8 Payment determination and merit round in Company D

In Company D the payment discussion is not pathefperformance appraisal discussion and no
separate payment discussion is held with the emspyWhat comes to payment determination,
when the position opens, it has certain grade ande that are locally set and compared to
market data.

There is a yearly merit planning process in caseBibard of Directors decides that the business
situation in that year allows merit increases. ®kierall performance evaluation gives input to
merit planning. Depending on the merit budget, HBates merit matrix. If the country merit
budget then allows, the manager can plan merieasgs based on the matrix. This planning is
done in SAP. Timing of the merit planning can biedent each year but it is always after the
achievement review since the overall performanderimation is needed when deciding about
merit increases. Compensation planning and compiensapproval section in SAP related to

merit planning is open to the management only dypitie time window of the merit round.

61



In addition, approximately 10% of the employee€ompany D is part of a group who can also
receive bonus. Bonuses are also handled in SARBedsaffecting the bonus are company
performance, business performance as well asithdilelements. Based on recent satisfaction
survey, the employees of Company D are very satisfiith the supporting tools what comes to
development discussion and merit planning functivea. There have not been discussions or
plans to combine development discussion and mauitd. Payment determination in Company

D is described in Figure 24.

Payment in Company D

Possible bonus

Possible merit (for appr. 10%

Payment for

new employee increase

of empl.)
* Several items have .

an effect; eg. grade * Available budget *  Company

of the position to be *  Merit matrix perfprmance

filled, experience of (Overall * Business

the selected performance per.formance
candidate etc. evaluation, * Individual elements

comparation etc.)

Figure 24 Payment determination in Company D
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6. SUMMARY AND DISCUSSION

The research problem of this study was to examme performance appraisal and payment

determination processes can be combined as a prandsas an IT-tool in SAP. In addition, the

aim of the benchmark study was to give to Kela’sahid HR management further information
regarding whether benchmarked companies are congbappraisal and payment determination
processes, and what are their experiences regatttengombination / non-combination as well

as how the case companies have built the techswbation in relation to this process.

Concerning discussion of should payment issuesird@d with performance, based on the
literature review, there exists both support amsistance to the topic. It seems that the success of
the combination is also heavily related to the payhsystem and organization. Research by
Lawner (2003) revealed, that performance appraishksre considered to be more effective in
cases where the outcome of the results were litkpdyment determination. On the other hand,
research by Heneman and Werner (2005) found outriket pay was more related to improved
employee attitudes than improved performance. Thee&ist both psychological and economic
theories supporting the linkage of performance pag. Both economic and psychological
theories supporting the linkage imply that the coration of the payment and performance
would enhance the individual employees’ performameel by that increase the overall

performance of the organization (Maanieniemi, 2013)

As well as support, also criticism is found towalidking pay-to-performance. Critics regarding
linking pay to performance are arguing eg. thatnpanyt is not the main motivator for employees,
but job satisfaction can be derived from eg. resfimlity, recognition or optimal amount of
challenges. (Maaniemi, 2013). It seems that nolsitigth is available to the questions whether

pay should be linked to performance.

What comes to the fit of pay-for-performance systam public sector, based on this earlier
research, linking pay to performance in public gecdeems to be more challenging than in
private sector. The challenges with linking paypé&sformance in public sector include lacking of
clear linkage between performance and outcome, lackl of funding for rewarding good

performance (Ingraham, 1993). In addition accordiogingraham (1993) in public sector
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managers do not have enough flexibility, legitimaogl control over the budged, and employees

in the public sector may be motivated better byptheans than actual monetary payment.

Since the topic of the study relates to issue aifl@aing the performance appraisal and payment
determination processes, naturally the experierafeshe benchmark companies regarding

combining these two issues and reasoning for tharagon is utmost interesting.

Company A, which is a public organization had safst their payment determination and
performance appraisal discussions that used teeloeas one combined discussion. Reasons for
separating the discussions were that the satisfatbiwards performance discussions had been
poor and there had been feedback that these twosdi®ns should be separated since it was felt
that the payment was having too big role in the lwoed discussions and that the combined
discussions included overall too many topics. Tled to the situation where performance
appraisal topics did not receive enough attentimhtame in the discussions. This item was also
one of the arguments in the literature againsiniglpay to performance. It is felt in Company A
that separating especially development needs aubéek from employees to supervisors from
payment discussions ensures honest and direct coioation between employee and manager
when discussing these topics.

It is to be noted that even though the two disamssiare now separated in Company A, there
exists still strong link between performance angnpant since the targets are set in the payment
discussions. Topics in the payment discussion im@my A include performance evaluation of
the previous period, setting targets for the congagod, job description and discussion about
the level of demand of the work. In other wordg gayment discussion in Company A is very
much focused on performance management. In thermpeathce appraisal discussions, however,

the emphasis is more on job well-being, motivadod other non-money related issues.

Before implementation of SAP, also the Company & ppeyment related discussion included in
the target and development discussions but thatiasged since there was willingness to focus
on the target and development topics without paynssaes taking too much time and attention
in the discussions. However, also in the curreatgss, the payment can be mentioned in “Other
matters” part but the manager at that point capnamise any actions since payment issues are

normally handled during merit round.

64



Table 7 summarizes the main findings from the bevark study what comes to performance
appraisal discussion and Table 8 what comes to @atdiscussion and merit round. What can
be interpreted is that private sector companie<C(B)) have quite the same kind of performance
appraisal discussions content/topic wise as wellgage similar merit round procedures.

However it is interesting how differently the prigasector companies have divided the
performance discussions; Company B has two dissassvith different topics, Company C has

two similar discussions, and Company D only oneudision but possible but not mandatory
mid-year reviews. One common feature for all bermtked companies is the resourcing related
to the process and system; in all companies theepsoand system is owned by HR and IT
development as well as support outsourced to eadteompanies.

Main finding of this research, based on the benckmtudy is that there seems to exists more
support for keeping payment and performance agateptopic and process, including separate
discussions. This finding is based on the expeegraf the case companies regarding separate
and joint discussions. It should be however notkdt even though the performance appraisal
and payment discussions were separated into tveasins in one of the case companies, there
exists still strong link between performance angnpant since the targets are set in the payment

discussions.
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Table 7 Performance appraisal discussions in bencharked companies

174

j -

Company A Company B Company C Company D
What kind | ¢ Performance |« Target and Target and » Development
of appraisgl pgrform_ance development discu_ssion
performan discussion dlsc_ussmr(targe_t discussiortwice a (Achlevement
ce * At least 1-2 settlng and closing year covering Review & _
appraisal fqllovv_-up / previous year) periods of 1.1- Target Setting)
discussions| Situational Developmentand | 306 and 1.7-
discussions well-being 31.12 Note:
during the year | discussion mid- Competence
term discussion assessment dong
(mid-term situation, before or during
job well-being and the development
personal discussion
development) (general skills,
management &
leadership
competences an
professional
skills)
* mid-year review
option available
(can be done
during the year
as many times as
seen appropriate
Timing of | Decided Target and Discussions held | Beginning of the
the independently by| Performance in the beginning | year
discussions| each unit discussion beg. of | 4t the periods

(normally spring)

the year
Development and
well-being
discussion end of
the summer / beg. g

Autumn

-
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« Joy of working

 Job description (role

* Task; main

» Performance

Topics in - : o

performan | * Pre-requisites and main responsibilities| targets

- for work and responsibility areas) « Performance (8§ ¢ Behavioral

appraisal / job well-being | « My targets criterions) targets (8

IT-tool * Work * Overall « Job rotation behavioral
community and | performance; interest expectations)
supervisory efficiency, attitude, | « Main * Personal
work collaboration, objectives for development

* Own / unit/ competencies, the period (3 plan
additional leadership (if in goals as * Other (job
topics management default) satisfaction,

« Future plans position) « Development | values,

* Other plan teamwork,
information and « Work cooperation,
wishes for the community and| motivation,
next 2 years well-being career aspiration

« Training & « Other matters | Other, also
education (eg. payment | feedbackto

related topics) | Managers can be
» Feedback to given)
supervisors | * Overall
performance
evaluation
Resources | © 2 super users/| ¢ 1 process owner s 2 super users | « Process owner
working process fro_m_ HR (process, (1 responsible in HR
Al owners from training, for the HRIT | « Technical
process HR instructions) developmgnt, system
andlor department * 1 concept owner 1 responsible development
system 11T person from HR (system) for the outsourced to
involved in IT | « 1 SAP Solution process)) external service
supplier Manager from IT e Qutsourced IT providers
management | « Qutsourced IT support but e IT involved in
* IT support Service Center first level IT supplier
provided by « Also local HR gives support management
the IT-system support for provided HR | . Key users in
provider managers help center. local HR units
supporting
managers
IT-tool Own tailor-made | SAP SAP SAP
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How many
employees’
discussions
mastered
inIT
system

5100

4 000

2 800

20 000

Who uses
IT-tool

Both employee
and manager

Only manager (no
ESS available but has
been under
discussion)

Both employee
and manager
(ESS & MSS)

Both employee an
manager (ESS &
MSS)

} =
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Table 8 Payment discussions or merit rounds in behenarked companies

AY”%

Company A Company B Company C Company D
Type of Payment Merit discussion Merit round; yearly Merit round, yearly
discussion | discussion round general payment level | merit planning
examination (a certain | process in case thg
merit increase limitis | Board of Directors
defined as a whole and decides that the
managers can nominatebusiness situation
their subordinates as | in that year allows
receivers of the merit | merit increases
increase.)
Timing During Autumn Starts early spring April NA
and lasts couple
of months
Employees | All Ma“?‘gef Manager nominates | Manager
involved noml_natgs based based on criterions nominates based
on criterions on criterions
Topics . Perforrr_\ance e Fulfilmentof | Payr_nen_t in relation to « Merit matrix
¢ e/ evaluatlc_)n of concrete median in the market (Overall
topics the_prewous targets . Payr_nen_t in relation ta perform_ance
affecting period e Overall median in the evaluatlor_l,
the raise » Setting performance company comparation
targets for (efficiency, « Personal performance  €tc.)
the coming attitude, in excellent level * Available
period collaboration, | « In addition different budget
» Job competencies,| criterions that can
description leadership) change yearly
« Discussion | * Employee’s
about the median salary
level of compared to
demand of others doing
the work. the same job
System Yes, handled in No No Yes, SAP
support for | same system
the than
payment performance
discussion | appraisal
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6.1 Limitations

It must be noted, that the empirical study condiidias certain limitations. First of all, the
sample size of the empirical study is rather snwhsisting of four benchmarked companies.
However the more crucial limitation what comes pdovg information to Kela’s management is

the fact that the optimal benchmark company wasmotd.

As discussed earlier in chapter 4.1 when the beaghieompany selection was introduced, the
optimal benchmark company would have been a pubganization which has combined
performance appraisal and payment determinationegses both as a process and as system
wise and which utilizes SAP in this purpose. Indiea the end the companies were chosen
based on that the criterions that they should use i® performance appraisal OR they should

have experience of combining performance appraisdlpayment discussions.

Introducing the new performance appraisal and payntetermination process and SAP
functionality of Kela has also certain limitatiomghat comes to the generalizability of that
information. As discussed, Kela is a public seaboganization having its own collective
agreement and very Kela-specific payment determonaincluding tailor-made system for
handling it. Therefore the process and IT solutmay not be generalized to other, mainly

private sector companies.

6.2 Recommendations for future research

Recommendations for further research divide into tategories; further research regarding the
topic in general, and further research regardintp’Kesolution. As discussed earlier, there is a
lot of support and criticism available towards lim pay to performance, but no actual outcome
to this dispute seems to be available. This togieds more investigation and further search,
even if it might be that there exists no one trdEmding companies who have combined
performance appraisal and payment discussed pexeswl preferably, also the IT-tools and

collecting data based on their experiences is recemded.
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What comes to Kela and their experiences, furtesearch is also recommended. As discussed,
the new process and IT functionality has been ensisce January 2015. It would of interest to

collect experiences after few years from the im@etation of the process and functionality.
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APPENDIX 1: BENCHMARK QUESTIONS

Note: The questions are translated from Finnidartglish

Process

IT-system

What kind of a payment determination process yoi ia your company?

What kind of a performance appraisal process yoe lrayour company?

Are payment discussions and performance apprasaigskions held together or
separately? Why?

Has there been plans to combine/separate thesessiisns? Why?

What kind of experiences your company has from é¢oediseparated processes?
(feedback from managers, employees)

What IT-system you have in your company for paynastérmination and
performance appraisal discussions purposes?

How payment determination is handled in the IT-ays?

How performance appraisal is handled in the ITay&t

How much in your company you rely on standard psees and how much you
have tailored them? Has it paid off?

How many IT people in your company works with tlzsment determination and
performance appraisal IT-system?
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