
 
 

Employee appraisal 
 
 
 
Introduction the general principles 

Key Points: –  

• The main objectives of an appraisal system are usually to review employees' 
performance and potential. There may also be a link with a reward review 

• Appraisals can benefit both employers and employees by improving job performance, 
by making it easier to identify strengths and weaknesses and by determining suitability 
for development 

• In designing a scheme it is necessary to decide who should be appraised; who does the 
appraising; how often appraisals take place and whether employees should see their 
appraisal reports 

• Employers are not required by law to introduce appraisal schemes. There are however 
some aspects of employment legislation that affect employee appraisal  

What are appraisals?

Appraisals regularly record an assessment of an employee's performance, potential and 
development needs. The appraisal is an opportunity to take an overall view of work content, 
loads and volume, to look back on what has been achieved during the reporting period and 
agree objectives for the next. 

What are the objectives of appraisals?

The objectives of the appraisal scheme should be determined before the system is designed in 
detail. The objectives will to a large extent dictate the methods and performance criteria for 
appraisal so they should be discussed with employees, managers and trade unions to obtain 
their views and commitment. The main objectives of an appraisal system are usually to review 
performance, potential and identify training and career planning needs. In addition the appraisal 
system may be used to determine whether employees should receive an element of financial 
reward for their performance. 
 
Performance reviews - give managers and employees opportunities to discuss how 
employees(1) are progressing and to see what sort of improvements can be made or help given 
to build on their strengths and enable them to perform more effectively. 
 
Review of potential and development needs - predicts the level and type of work that employees 
will be capable of doing in the future and how they can be best developed for the sake of their 
own career and to maximise their contribution to the organisation. 
 
Reward reviews - determine the 'rewards' that employees will get for their past work. The 
reward review is usually a separate process from the appraisal system but the review is often 
assisted by information provided by the performance appraisal. 

What are the benefits of appraisals?

Appraisals can help to improve employees' job performance by identifying strengths and 
weaknesses and determining how their strengths can be best utilised within the organisation 



and weaknesses overcome. They can help to reveal problems which may be restricting 
employees' progress and causing inefficient work practices. 
 
Some employers may talk to their employees regularly about their problems and performance at 
work and may not therefore see the need for a formal appraisal system. Regular dialogue 
between managers and their staff about work performance should, of course, be encouraged. 
However, in the absence of a formal appraisal scheme, much will depend on the attitude of 
individual managers. Some will give regular feedback on their employees' performance and 
potential while others will neglect this responsibility. An appraisal system can develop a greater 
degree of consistency by ensuring that managers and employees meet formally and regularly to 
discuss performance and potential. Experience shows this can encourage better performance 
from employees. 
 
Appraisals can also provide information for human resource planning to assist succession 
planning and to determine the suitability of employees for promotion, for particular types of 
employment and training. In addition they can improve communications by giving employees an 
opportunity to talk about their ideas and expectations and to be told how they are progressing. 
This process can also improve the quality of working life by increasing mutual understanding 
between managers and employees. 

Is a formal appraisal system suitable for smaller companies?

Smaller companies can certainly benefit from having appropriate appraisal systems. Indeed, the 
task of appraising employees is usually easier because managers are more likely to know each 
employee well. It is important however that the appraisal system is designed to meet the 
particular needs of the smaller company and is not over elaborate. An appraisal system does not 
need to generate a lot of paper to be effective; on the contrary the most effective systems are 
often the simplest.  
 
No organisation, whether large or small, should contemplate the introduction of a formal 
appraisal system unless it is fully committed to its success and clear about its objectives. A 
scheme will involve the investment of time and money. Managers will need to be trained to 
carry out appraisal properly; employees will need to be fully and carefully informed about how it 
will affect them.  
 
A badly designed appraisal system operated by untrained and poorly motivated managers, and 
hastily introduced, will damage relationships and provide no benefits. 

Who should be appraised?

In the past most appraisals have been carried out for 'white collar' employees. However this 
helps to perpetuate the feeling of 'them and us'. The appraisal of 'blue collar' employees can 
improve their motivation and can help them to make useful suggestions about how their jobs 
can operate more effectively. In addition growing interest in flexible working practices, the 
harmonisation of terms and conditions of employment and the growth of new technology have 
blurred the differences between 'blue'; and 'white collar' workers and many organisations are 
now extending the benefits of appraisal to all employees. Appendix 2-8 gives an example of an 
appraisal scheme which has been devised for manual employees. 

Who should carry out the appraisal?

In most organisations employees are appraised by their immediate managers on the grounds 
that those who delegate work and monitor performance are best placed to appraise 
performance. Others argue that appraisals carried out at a more senior level allow employees an 
opportunity to talk with higher management who, in turn, can find out the views and attitudes 
of more junior staff at first hand. 
 
A better approach may be for employees' immediate superiors to write and carry out appraisals 
and for more senior managers to have an opportunity to comment on the report. This enables 
senior managers to keep a regular check on the progress of staff and to monitor the appraisal 
system to ensure that reporting standards are consistent. 
 
Consideration of new approaches to carrying out appraisals may be a natural consequence of 
other changes in the organisation such as teamworking, increased flexibility and greater 
emphasis on the importance of communication skills and relationships with people in the 
workplace. 'Upward appraisal' gives employees the opportunity to comment on the performance 



of their manager and may provide a more balanced view of the individual's performance. '360 
degree feedback', sometimes known as 'multi-source assessment', potentially offers a wider 
view of the individual's performance by taking into account comments from several sources such 
as peers, subordinates, other managers and possibly customers. Successful introduction of this 
form of appraisal is likely to depend on the culture of the company and whether it is introduced 
with care, a clear idea of how it will operate and what it is meant to achieve. It will need the 
backing of individuals involved and any workforce representatives if it is to work successfully. It 
is most commonly used with managers and may best be used as a way of helping individuals 
identify their development needs. 

How often should appraisals take place?

Employee appraisal should be a continuous process and should not be limited to a formal review 
once a year. The frequency of formal appraisals will depend on the nature of the organisation 
and on the objectives of the system. For example, in a high technology organisation objectives 
may be changing quickly so that formal appraisals may need to be carried out more than once a 
year. In an environment which is less subject to change, annual appraisals may be sufficient. 
Most employees receive a formal appraisal annually, although more frequent appraisals are 
often needed for new employees, for longer serving staff who have moved to new posts or for 
those who are below acceptable performance standards. 

Should employees see their appraisal reports?

Employees should see all of their appraisal reports. Employees should have the opportunity to 
sign the completed form and to express their views on the appraisal they have received; in 
particular whether they feel it is a fair assessment of their work over the reporting period. 
 
It is sometimes argued that 'open reporting' discourages managers from giving candid 
appraisals of staff. In order to avoid conflict managers may not accurately convey some of the 
more critical comments they have written on the report. However, if employees are unable to 
see their reports they will not know whether the verbal feedback accurately reflects what was 
put on the report by the manager or the areas where improvement is required. In practice 
managers are more likely to make fair and accurate comments on the appraisal form if they are 
aware that the form will be shown to the employee and that they will have to substantiate their 
written comments at the appraisal interview. Where managers have a tendency to be too 
generous in an open reporting system, this can be counteracted by training, monitoring and by 
allowing more senior managers to comment on the reports(2).  

What are the legal considerations?

There is no legal obligation on employers to introduce appraisal systems. However, 
organisations need to be aware of some aspects of employment legislation that affect employee 
appraisal. An outline of the legal considerations is contained in Appendix 1. 

 

 

 

 

 

 

 

 

 

 



Making a success of appraisals 

Key Points: - 
 
For appraisal schemes to work effectively it is necessary to:  

• Make sure that senior managers are fully committed to the idea of appraisals 

• Consult with managers, employees and trade union representatives about the design 
and implementation of appraisals before they are introduced 

• Monitor schemes regularly 

• Give appraisers adequate training to enable them to make fair and objective 
assessments and to carry out effective appraisal interviews 

• Keep the scheme as simple and straightforward as possible  

A checklist 
 
Senior managers must be committed to the idea of appraisals

They should fully accept that those who carry out the appraisals will need to be properly trained 
and have sufficient time and resources available to complete interviews, fill in the forms and 
carry out follow up work. 
 
Consult with managers, employees and trade union representatives before appraisals 
are introduced

They should be consulted, and agreement sought about the objectives and the appraisal 
methods. A pilot scheme should then be developed and tested among a representative sample 
of managers and employees. Appendix 2-8 contains a checklist of items which need to be 
considered before an appraisal system is introduced. 
 
Make the scheme as straightforward as possible

Appraisal systems can sometimes fail because of over-elaborate paper work. It is essential to 
design the recording systems for those who will be using them and to keep any forms as simple 
and as clearly written as possible. 
 
A timetable should be fixed for the implementation of the scheme

All employees and trade union representatives should be provided with written information 
describing how appraisal will work and how it will affect them. New employees will need to be 
fully informed about the appraisal system as part of their induction. All employees should be 
briefed and told in writing about the overall objectives of the scheme, how the appraisal system 
will work and what is expected of them individually. It is useful to nominate someone to answer 
employees' queries either directly or through their union representative. 
 
Provide adequate training

All managers who carry out appraisals must receive training to help them assess performance 
effectively and to put that skill into use in the appraisal process. Appraisers should receive 
written instructions on how to complete reports and they should also be given the opportunity to 
practice these skills and to receive feedback on their performance. It is a useful training 
exercise for managers to write employee appraisal reports which are based on case studies.  

They should then be given the opportunity to discuss their appraisal reports with others in the 
training group and to discuss any differences in markings. Trainees should also be allowed to 
practice 'mock' appraisal interviews and to receive constructive comments on their performance 
from tutors and from others in the group. 
 



 
Make sure that managers carry out appraisals

Some appraisal schemes fail simply because managers give low priority to appraisals. A senior 
manager should therefore be given responsibility for co-ordinating the scheme and for ensuring 
that interviews are held and that the forms are completed correctly. The appraisal of managers'; 
own performance can usefully include consideration of how effectively they undertake 
appraisals.  

Some organisations set an annual timetable for the completion of various stages of the appraisal 
process and circulate this timetable to all appraisers. Another method is to spread appraisals 
throughout the year, possibly on the anniversary of the employee's appointment. This takes the 
pressure off the line manager to carry out a large number of appraisals at the same time. 
 
Monitor the appraisal system

Check that appraisals are being carried out properly and determine whether the system needs 
to be modified to meet the changing needs of the organisation. The views of managers should 
be obtained about the scheme in general and in relation to any problems they have 
encountered. It is also important to get reactions from employees and trade union 
representatives concerning their experiences on being appraised. Some organisations use a 
questionnaire to obtain employees' views on the appraisal system. An example of such a 
questionnaire is at Appendix 2-8. The formal appraisal system should be updated regularly. 
Schemes will become ineffective if they are not modified to take account of changes in the size 
of the organisation, in products, skills and occupational groupings or arising from the 
introduction of new technology. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Designing the appraisal system 

Key Points: - 

• It is essential to have written records of the appraisal to provide a feedback to 
employees and to allow more senior managers to monitor the effectiveness of 
appraisals 

• The job description helps to focus attention on the employee's performance at work and 
to avoid assessing character  

• Some appraisal techniques: 
 
Rating - A number of employee characteristics are rated on a scale which may range 
from 'outstanding' to 'unacceptable' 
 
Comparison with objectives - Employees and their managers agree objectives. The 
appraisal is based on how far these objectives have been met 
 
Critical incidents - The appraiser records incidents of employees' positive and negative 
behaviour during a given period 
 
Narrative report - The appraiser describes the individual's work performance in his or 
her own words 
 
Behaviourally Anchored Rating Scales - A group of rating scales is developed which is 
custom made for each job 

• It is important to set up a procedure for employees to appeal against their assessment  

What about the paperwork?

Paperwork is not an end in itself but it is essential to have written records of the appraisal to 
provide a feedback to employees and to allow more senior managers to monitor the 
effectiveness of appraisals. The design of forms will depend on the nature of the organisation, 
the objectives of the system and the employees to be appraised. However, most performance 
appraisal forms should contain provision for: 

• basic personal details, that is; name, department, post, length of time in the job  

• job title  

• job description 

• a detailed review of the individual's performance against a set of job related criteria  

• an overall performance rating  

• general comments by a more senior manager  

• comments by the employee  

• a plan for development and action. 

In addition there should be some guidance notes explaining the objectives of the scheme and 
how the appraisal interview should be conducted. 

What is the purpose of the job description?

A job title and a brief description of the main objectives and duties of the job should feature at 
the beginning of the employee appraisal form. The job description should be agreed between 



the manager and the employee and should estimate the percentage of time taken up with each 
of the duties. The job description should help appraisers to focus attention on the employee's 
performance at work and to avoid assessing character. An example of a job description is given 
in Appendix 2-8. 

What are the different methods of performance appraisal?

Rating  
 
This method lists a number of factors to be assessed such as quality and output of work, which 
are then rated on a numerical scale according to level of performance, for example: 
 
1 outstanding 
2 exceeds requirements of the job  
3 meets the requirements of the job  
4 shows some minor weaknesses 
5 shows some significant weaknesses 
6 unacceptable. 
 
The rating scales method is easy to construct, use and understand. However, it is highly 
subjective, there is often a tendency to bunch the ratings around the average point and an 
overall impression can influence all the individual assessments. An example of a rating scales 
appraisal is given in Appendix 2-8. 
 
 
Comparison with objectives 
 
Under this system, the employee and his or her manager agree objectives at the beginning of 
the appraisal period. The subsequent appraisal is based on how far these objectives have been 
met. 
 
This method is more objective than rating scales because the emphasis is on work achievement. 
It can be more participative because it gives employees the chance to agree their objectives and 
enables them to carry out a form of self appraisal. On the debit side there may be some 
employees who do not welcome the element of self direction - because they would rather be 
told what to do. 
 
An important consideration in using this system is whether changes in circumstances which are 
beyond the individual's control, such as the economic environment, can result in objectives 
becoming unrealistic. It is therefore wise to take stock, perhaps mid-way through a reporting 
period, and decide whether there is a need to revise objectives because of unforeseen 
circumstances. An example of a comparison with objectives appraisal form is given in Appendix 
2-8. 
 
lt is worth stressing that rating scales used alone do not always take full account of results, 
while the objectives method can lack analysis of performance. Some organisations therefore 
combine the two methods in their appraisal system. 

Critical incidents 
 
Using this method the appraiser is required to record incidents of employees' positive and 
negative behaviour during a given period. The appraiser is expected to give feedback on this 
behaviour when it occurs whether it be to show appreciation of good performance or to give 
counselling to help poor performance. The record of incidents throughout the year forms the 
basis of the appraisal report. This method of appraisal encourages frequent recording and 
enables employees' performance to be judged on actual incidents rather than on subjective 
assessments. It also helps to overcome the problem of annual reporting which can concentrate 
unduly on events immediately prior to the appraisal. 
 
The critical incident method can, however, be time consuming and burdensome and it can result 
in overactive supervision; some employees may feel that everything they do is being observed 
and recorded. In addition it may be an inappropriate method of appraisal in jobs where there is 
little opportunity to show initiative. The critical incidents method is sometimes used to 
supplement other techniques. 
 



Narrative report 
 
This technique requires the appraiser to describe the individual's work performance and 
behaviour in his or her own words. The narrative report may take the form of an essay or a 
controlled written report, such as answers to certain headings or guidelines. This approach is 
sometimes combined with rating scales. Narrative reporting is flexible and can enable the 
appraiser to gear the report to specific circumstances. However, its effectiveness depends 
largely on the literary ability of the appraiser. It is also difficult to make comparison between 
employees because entirely different factors may be assessed by different appraisers. 
 
 
Behaviourally Anchored Rating Scales (BARS) 
 
This method which overcomes some of the problems with conventional rating scales. 

• meetings are held with the managers who will rate the people holding the job in 
question. These managers are then asked to list several key aspects of performance in 
the particular job. For example, for a departmental retail store manager a rating scale 
could include 'handling customer complaints' and ''meeting day-to-day deadlines' 

• the same or a different group provides examples of good, average and poor 
performance for each category. For a retail store manager's category in relation to 
deadlines, an example of very good behaviour would be: 'Could be expected never to 
be late in meeting deadlines, no matter how unusual the circumstances'. An example of 
poor behaviour would be: 'Could be expected to disregard due dates in ordering and 
run out of a major line in his or her department' 

• a number of such categories or 'anchors' is generated and each is given a value ranging 
perhaps from 1 (very poor behaviour) to 7 (outstanding behaviour). The number of 
categories to be rated will vary according to the nature of the job but most schemes 
have between 6 and 9 

• once the scheme is completed appraisers use it to evaluate the expected behaviour of 
each person being rated. Individual rating scales are constructed on the basis of each 
job holder's typical or expected behaviour on each scale. 

The advantage of BARS is that the anchor scales are directly applicable to the job being 
evaluated and are therefore more precise than the often vague traits used in conventional rating 
scales. On the other hand it is costly and time consuming to introduce. 
 
 
Appeals 
 
In order to preserve the credibility of the appraisal scheme it is necessary to set up a procedure 
for employees to appeal against their assessment. This may be through a special procedure 
linked to the appraisal system or through the grievance procedure. The procedure should 
provide for the employee to be assisted by a union representative or a representative of his or 
her choice(3). Appeals should be made to a more senior manager than the appraiser. In some 
organisations appeals are made to a committee consisting of management and union 
representatives. 
 
The appeals procedure should be used only in exceptional circumstances. The main aim of 
appraisals is to help employees improve their performance. The appraisal system should not be 
used to discipline poor performers nor as a device for employees to negotiate better markings or 
performance payments through the appeals procedure. Frequent use of the appeals procedure 
could indicate that there are problems with the appraisal system and a need for further 
management training in appraisal techniques. 

 

 

 



Overcoming problems with performance appraisal 

Key Points: -  

• Some of the inconsistencies associated with performance appraisal can be overcome if 
senior managers have an opportunity to comment upon and sign the appraisal 

• A manager should be nominated to monitor and co-ordinate the appraisal system 

• Managers should keep running records on the performance of their staff throughout the 
reporting period 

• Suitable training will help to achieve consistency in reporting standards  

The 'halo' or 'horns' effect

In some cases appraisers may allow the rating they give to one characteristic to excessively 
influence their ratings on all subsequent factors. The appraiser who decides that the employee is 
good in one important aspect and gives him or her similarly high markings for all other aspects 
is demonstrating the 'halo' effect. Alternatively one serious fault can sometimes lead an 
appraiser to reduce markings in other areas (the 'horns' effect). 
 
This problem can be resolved if the appraiser judges all employees on a single factor or trait 
before going on to the next factor. In this way it is possible to consider all employees relative to 
a standard or to each other on each factor.  

Variations in reporting standards

Some appraisers are either over generous or too critical in their markings. Reporting standards 
can be evened out if senior managers have an opportunity to confirm the markings, make 
further comments and sign the appraisal, thereby enabling them to compare reporting 
standards and to identify and counsel any managers who appear to be too generous or too 
harsh in their reporting. 
 
The manager nominated to monitor the appraisal system should also seek to identify any 
variations in reporting standards and offer help to those managers who need it. 

Emphasis on the recent past

Most appraisals report on a period of one year. Some managers, when completing reports, may 
find it difficult to recall and assess events that occurred in the earlier part of the reporting year. 
The lapse of time tends to encourage an emphasis on more recent events, which can distort the 
balance of the report. 
 
This problem can be resolved if managers keep running records on the performance of their 
staff and of actual events which are evidence of work performance. These notes will provide a 
very valuable aide memoire when the time comes for the reports themselves to be written. 
Alternatively managers may wish to make an informal record half way through the reporting 
period to help them be objective in the end of year assessment. 

The central tendency

Some appraisers are reluctant to rate people at the outer ends of the rating scale, especially if 
the rating system has an odd number of rating points when there may be a tendency to mark 
employees in the middle scale. Rating systems which have an even number of scales (and 
therefore no 'middle scale') have the merit of requiring raters to mark above or below the 
'middle line'. 
 
Suitable training will help to achieve consistency in reporting standards. There should also be 
guidance provided on the report form, which should contain an explanation of the requirements 
of each part of the report. 

 



Assessing potential 

Key Points: - 
 
Appraisal of employees' potential can be based on:  

• Past performance and observations from senior managers or from several sources 

• Employees' assessment of their own potential and performance 

• Reports from assessment centres 

It is not always easy to assess employees' potential for different kinds and levels of work 
because the predictions are usually based on past performance, and jobs at higher levels may 
have different performance demands. However, it is necessary to assess potential in order to 
determine how employees' aptitudes can be best utilised in the organisation and to identify 
those who appear suitable for further training and promotion. 

Past performance

Reports from employees' immediate managers and observations from more senior managers 
are an important although incomplete way of identifying potential. Managers may have 
observed the individual only in a narrow range of tasks, which may not necessarily be an 
indication of suitability for higher level work. Whether someone has failed or been successful in 
a lower level job is relevant but not necessarily crucial to the assessment of his or her potential. 
Another possibility is to write comments from several sources such as colleagues, subordinates, 
other managers or even customers. Such a system would need to be introduced with thought 
and sensitivity. 
 
A section for reviewing potential sometimes appears on the performance appraisal document. It 
is however preferable to provide a specially designed form, or at least a separate section, with 
separate instructions on how it is to be completed. An example of a form for assessing potential 
is given in Appendix 2-8. 

Self assessment

Employees' assessment of their own performance and potential is important, although highly 
subjective. During appraisal interviews managers should attempt to find out whether employees 
are interested in different kinds of work; where practicable this should be followed by plans to 
realise this potential through training courses, assignments and planned experience. 

Assessment centres

There has been an increase in the use of centres for assessing the potential of staff. Assessment 
centres are used by a number of companies and staffed by trained assessors, usually 
psychologists, who use a variety of group and individual psychometric tests in assessing 
employees' potential. 
 
Assessment centres have an advantage in that they are more objective than other methods of 
evaluating the potential of employees, however, they are relatively expensive and time 
consuming. 

 

 

 

 

 

 



The appraisal interview 

Key Points: - 

• Employees should be given adequate notice of the appraisal interview. Self assessment 
orms can help them prepare 

• At least one hour should be set aside for the interview 

• Seating arrangements should be comfortable and the interview free from interruptions 

• The appraiser should suggest ways in which the employee's good work can be 
continued and how he or she can achieve further improvement 

• Both parties should discuss how far agreed objectives have been met and agree future 
objectives  

Preparing for the interview

Employees should be given adequate notice of appraisal interviews. Self assessment forms 
completed by employees before their interviews can help them note what they think have been 
their strong and weak points; what they see as barriers to effective performance; their plans for 
the coming year and their development and training needs. Self assessment forms are an aide 
memoire to the individual and they do not have to be shown to the person conducting the 
appraisal. An example of a self assessment form is given in Appendix 2-8. 
 
The manager should consider the overall results attained by the employee and, where the 
results have been significantly greater or lower than expected, possible reasons for variations in 
performance. This will be easier if notes have been made throughout the year of the employee's 
successes and failures, and any performance related developments beyond the employee's 
control. 
 
At least one hour should be set aside for the interview. The seating should be comfortable and 
arranged to create an informal atmosphere. The interview should be free from interruptions. 

The structure of the interview

The interviewer should:  

• explain the purpose and scope of the interview  

• discuss the job in terms of its objectives and demands  

• encourage the employee to discuss his or her strengths and weaknesses 

• discuss how far agreed objectives have been met 

• agree future objectives 

• discuss any development needs appropriate to the existing job or the individual's future 
in the organisation, for example: training, education, work experience  

• summarise the plans which are agreed 

• if there are disagreements explain how the employee can appeal against his or her 
appraisal markings. 

During the interview

It is essential to ask questions that draw out the employee's reactions and ideas. Leading 
questions or questions which only require a 'yes' or 'no' response should be avoided. 



 
Managers should put employees at ease by beginning their interviews with fairly casual, routine 
remarks. It is preferable to discuss employees' strong points first and to place emphasis on 
good work already done. Employees should be encouraged to suggest ways in which their good 
work can be continued and their views sought on how they can achieve further improvement. 
Another way to start the interview is for managers to ask employees what successes they feel 
they have achieved during the past year and which things they are least pleased with. 
 
If it is necessary to improve performance it will be counter productive to gloss over employees' 
weak points and stress their good features in order to make the interview as friendly as 
possible. It is important to encourage employees to discuss their weaknesses openly and to 
encourage them to suggest ways in which they can improve. Interviewers should not impose 
their own solutions. These should emerge as a result of joint discussion. 

After the interview

Shortly after the interview the manager should summarise in writing the main points of the 
discussion and the action which was agreed, and give a copy to the employee. If the appraisal 
scheme is to have credibility, it is essential that managers follow up any points arising from the 
interview and carry out any agreed action. For example, it may be necessary to organise 
training or help to overcome any obstacles to the employee's effectiveness which were 
mentioned at the interview. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Reward reviews 

Key Points: - 

• Reward reviews provide for salary increments, bonuses and similar incentives to be 
warded on the basis of an employee's performance 

• There is usually a link with the appraisal system but the reward review should take 
place at a different time from the appraisal interview 

• Employers should carefully examine their existing pay, benefits and appraisal systems 
before they decide to introduce reward reviews 

• Consultation should take place with managers, employees and trade unions, and 
agreement reached before such schemes are introduced  

Performance appraisal systems alone can motivate, improve performance and create greater job 
satisfaction without the inducement of additional reward. However, there is increasing interest 
in reward reviews and the links with performance assessment. 

What are reward reviews?

Under this system salary increments, bonuses and similar incentives are awarded on the basis 
of an employee's performance. For example, appraisal related pay is a payment system where 
the employee receives an increase in pay based on regular and systematic assessment of his or 
her performance(4). 

What are the pros and cons of reward reviews?

Reward reviews can be a cost effective method of motivating employees by providing cash 
incentives to effective performers. They can also provide incentives to those employees whose 
work is not easily measurable. However, the assessments on which rewards are based are 
usually subjective. Reward reviews can also be divisive because employees who do not receive 
payments may complain of favouritism and may eventually become discouraged. 

What is the link between performance assessment and reward reviews?

The reward review is usually a separate process from the appraisal system but is often based on 
some of the information provided by the performance appraisal. Most organisations carry out 
the appraisal review at a separate time from the reward review. The appraisal interview is likely 
to be more constructive when pay is not part of the discussion because the disclosure of the 
salary review figure is likely to obscure a genuine discussion both of achievements and of areas 
where improvement is necessary. 

How can reward reviews be made to work successfully?

Employers should carefully examine their existing pay, benefits and appraisal systems before 
they decide whether to introduce reward reviews. Such schemes will probably fail if they are 
introduced quickly with the aim of shoring up ineffective payments systems or inadequate levels 
of pay. Conversely, a poor or inappropriate appraisal and rewards scheme can distort or 
otherwise damage an effective pay system, create deep dissatisfactions and demotivate. 
 
Organisations should ensure that: 

• consultation takes place with managers, employees and trade unions, and agreement 
reached before the scheme is introduced 

• systems are relatively simple to understand, operate and monitor 

• managers are properly trained and have sufficient time available to carry out the 
reviews 



• managers, employees and their representatives are given clear information on how 
reward reviews will operate 

• the appraisal system is kept separate from the reward review procedure 

• the system is closely monitored by more senior managers 

• employees have an opportunity to see and to make comments on their assessment 
markings  

• an appeals procedure is available. 

What are the types of reward review?

There are considerable variations in the types of reward review. Although some organisations 
have replaced annual increments with merit only increases, the most common practice is for a 
reward payment to supplement 'across the board' increases. 
 
Some examples of reward reviews are: 

• fixed incremental scales with limited flexibility. The manager/supervisor agrees the pay 
increase for the majority of his or her staff but can increase payments for exceptionally 
effective staff or reduce the payment for poor performers 

• performance pay linked to an incremental scale. Attainment of the next point on the 
scale is dependent on the employee reaching a satisfactory performance rating 

• pay increases based on performance ratings and awarded by a series of fixed 
percentage points. For example: 

 

Unsatisfactory 

Satisfactory 

Above average 

Excellent 

% increase

0

2

3.5

5

• a lump sum payment which is not consolidated into the employee's salary. 

 

 

 

 

 

 

 

 



Conclusion 

Appraisals can benefit both employers and employees. They can improve employees' job 
performance and suitability for promotion while at the same time helping to use labour more 
effectively. In addition, they can improve communications and the quality of working life and 
make employees feel that they are valued by the organisation. 
 
The following will help to ensure that appraisals are both effective and successful: 

• appraisals need the commitment and support of all levels of management 

• managers and trade union representatives should be consulted before appraisals are 
introduced 

• appraisals should not be seen in isolation but should be closely linked with policies and 
practices in other areas, such as human resource planning, equal opportunities, training 
and pay 

• those responsible for appraisals should receive adequate training to enable them to 
make objective assessments and to give them confidence in carrying out effective 
appraisal interviews 

• the purpose of appraisals and how the system operates should be explained to those 
who are being appraised 

• paperwork should be kept to a minimum and appraisal forms should be simply and 
clearly designed 

• appraisal systems should be reviewed periodically to ensure they meet changing needs. 

The introduction of a formal appraisal system does not remove managers' responsibilities for 
reviewing performance on a day-to-day basis. Employees should therefore be made aware of 
their strengths and weaknesses on a regular basis so that there are no surprises for them when 
they are formally appraised at the end of the reporting period. 

 

 

 

 

 

 

 

 

 

 

 

 

 



Appendix 1 

Appraisal - the legal considerations

Employers who recognise trade unions are required (if requested by the union) to disclose 
information(5) for the purposes of collective bargaining. In these circumstances, particularly 
where merit pay schemes are in operation, they may be requested to explain how appraisal 
systems operate and to describe the criteria against which employees are rated. 
 
The Data Protection Act 1998 covers the processing and use of personal information. The 
Information Commissioner - responsible for the enforcement of the act – has produced four 
codes of practice to help employers comply with the act. Code 1 covers recruitment and 
selection; Code 2 covers employment records; Code 3 covers monitoring at work; and Code 4 
covers information about a worker's health (to see the codes visit www.ico.gov.uk). Code of 
practice 2 on employment records covers computer records and some manual records kept in 
structured form. Employees (prospective, past, current) may request from an employer what 
information is kept about him/her. The employer may make a charge of up to £10 for 
responding to each request. Employers are entitled to protect third parties, and to withhold any 
information that might prejudice their business, but the general principles of the Act are that 
employees should have access to personal information and expect that the confidentiality of this 
information is respected by the employer(6). 
 
Under the Race Relations and Sex Discrimination Acts (as amended) employees who feel that 
they have been refused promotion or access to training on grounds of their race, religion or 
belief, sex or sexual orientation have the right to make a complaint to an employment tribunal. 
 
The Disability Discrimination Act 1995 introduced a similar right for disabled people treated less 
favourably because of a reason related to their disability, without a justifiable reason. 
 
In discrimination cases appraisal forms and procedures may be used by employees to support 
their complaints. It is important for employers to regularly monitor their appraisal systems and 
promotions policies to ensure that criteria used to assess performance are non discriminatory in 
terms of race, sex, disability, religion or belief and sexual orientation. 
 
The Commission for Racial Equality (CRE) recommends(7) that staff responsible for performance 
appraisals should be told not to discriminate on racial grounds. The Equal Opportunities 
Commission (EOC) recommends(8) that appraisal systems should assess actual performance in 
the job (which is not affected by the sex of the job holder). The EOC further advises employers 
to ensure that women are not rated lower than men who are performing at a comparable level. 
 
Employees dismissed on grounds of inadequate performance and who subsequently complain of 
unfair dismissal sometimes indicate in their applications that they have received little or no 
indication of alleged unsatisfactory performance while in employment. Appraisal schemes should 
not be used as a disciplinary mechanism to deal with. The appraisal form is not the place to 
record details of verbal or written disciplinary warnings. These should be recorded separately as 
part of the disciplinary procedure. There should be space on the appraisal form to record 
unsatisfactory performance together with notes of action to be taken, both by the individual and 
by management, to remedy these deficiencies. 
 
The Advisory handbook - Discipline and grievances at work (section 1 of 2) gives advice on 
dealing with unsatisfactory performance. 

 

Appendix 2-8 

 Appendix 2 - 8 Employee Appraisal [398kb] 

2. Introducing appraisals – A Checklist 
3. Example of an appraisal scheme for manual employees 
4. Example of a rating scales scheme 
5. Example of a comparison with objectives scheme 
6. Assessment of potential 
7. Self appraisal 
8. Appraisal scheme review questionnaire 



Notes 

1. The terms employee and worker are generally used interchangeably in this booklet but may 
have more specific meanings in relation to some legislation - for instance, in the Working Time 
Regulations 1998, and the Minimum Wage Act 1998 the term 'worker' is used to encompass 
everyone who has a contract of employment (whether written or not), and includes 
homeworkers, agency workers, casual workers, part-time workers and so on. It excludes the 
genuinely self employed. Definitions or guidance on how such terms are used are usually 
produced by the relevant government department. Where there is any doubt about who is 
covered legal advice should be sought. 
 
2. The Information Commissioner suggests that employees are shown all information recorded 
in the appraisal system about them, with the opportunity to comment as part of the record. 
 

3. The  Code of Practice - Disciplinary and grievance procedures [327kb] provides for the 
right of accompaniment at certain grievance and disciplinary hearings. 
 
4. See Advisory booklet - Appraisal related pay . 
 

5. See  Code of Practice - Disclosure of information to trade unions [475kb] for collective 
bargaining purposes. 
 
6. The Office of the Data Protection Commissioner is at Wycliffe House, Water Lane, Wilmslow, 
Cheshire, SK9 5AF. Tel: 01625 545755, website: www.dataprotection.gov.uk 
 
7. CRE Race relations Code of Practice.  
 
8. EOC Guidelines for Equal Opportunities Employers (visit www.eoc.org.uk) 
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