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 Sample

Pay For Performance Compensation 

Plan Description For 

Non Management Staff

Purpose
The Sample Pay For Performance Compensation Plan (hereafter known as “the Plan”) was first planned for implementation (date) for Associates.  The Plan was established to reinforce management’s commitment to the goals of the organization, to motivate individual performance, and to better manage, recognize, and reward outstanding individual and organizational performance.

Sample has three primary compensation methods to motivate Associates to greater achievement and business results.

1. Hourly increases which are limited by budget constraints and internal equity.

2. Promotions which are limited by the size of the organization.

3. Merit compensation limited by individual performance levels.

Appropriately administered performance-based compensation provides an effective mechanism for:

1. Aiding in alleviation of the feeling of unfair compensation for those with the same job responsibilities, but various levels of work performance, results, and organization contributions. 

2. Focusing Associate performance and attention on what is considered most important by the organization.

3. Serves as a valuable tool for attracting and retaining results-oriented Associates in a competitive environment.

4. Provides an excellent vehicle for rewarding achievement of significant measurable objectives.

5. Builds teamwork and camaraderie in line with achieving overall organization results.

A.  Plan Components

There are two compensation components to the Plan.  

1. Individual merit compensation     

2. Organization incentive compensation

Individual Merit Compensation

Individual merit compensation is an assessment of how well an individual Associate performed his/her work in a given period of time based on preestablished standards of work.  Associates meeting work standards are in fact doing the job that is expected of them.  Associates who are not meeting work standards are doing something less than what is expected of them.  And, those consistently and significantly exceeding work standards are consistently doing much more than what is expected of them.  

In each case, it is the objective of the Plan to award compensation based on the level of performance delivered by the Associate.  Those performing at significantly greater levels will receive some compensatory recognition for their additional contributions, and those performing at less than standard levels will receive recognition commensurate with their level of work performance.

Compensatory rewards increase in value with increased work performance levels. 

Compensatory recognition comes in the form of increased hourly wage rates, one time lump sum payments, or a combination of both.

When designing the individual merit performance component of the pay for performance compensation system, the following factors are considered:

·  Inflationary rate in the area

·  Competitive factors such as increases paid by competing employers

·  Organizational health and financial situation

·  Additional merit considerations

Some portion of the determined merit range will be assigned to the base rate of pay for the Associate, and some portion of the merit range may be paid in a lump sum payment based on the average hourly rate of pay for that Associate over the past year multiplied by the number of hours the Associate worked during that period of time. 

Generally speaking, that portion of the merit range that should be assigned to the base rate of pay should be as closely correlated to the cost of living charges and possibly some aspect of the competitive factors in the employment area as is possible, however taking into consideration the financial strength of the organization and reasonableness of the factors.  There are times when the financial condition of the organization will not allow the entire inflationary percentage or competitive adjustments to be added to the base rate without incurring long term substantial financial damage.  

The balance of the merit range, as earned by each Associate, is then paid in a lump sum based on that Associate’s average hourly rate for the past evaluation period and the number of hours the Associate worked.  Human resources and finance will determine what, if any, breaking point in merit will occur wherein a maximum percentage of merit earned goes to building the Associates base hourly rate, and the balance is paid in a lump sum payment.

For example, if the merit range is -0% - 5% of which 2% is attributed to cost of living and an additional 1% ascribed to competition, then providing the organization can afford the additional fixed overhead, up to 3% of earned merit would be awarded in the form of an increased hourly rate, and anything over 3%, which we will call the base rate break off percentage in this example, would be paid in a lump sum payment and does not become a part of the Associate’s base rate of pay.   

The base rate break off percentage rate for increases to the base rate are determined from year to year and announced at the start of the evaluation period.

For example, if the determined break off percentage rate for the evaluation period is 3.0% and Associate A earns a merit increase of 3.5%, only 3.0% of the merit amount will be added to their base hourly rate.  The remaining .5% is paid out in a bonus lump sum based on the Associate’s average hourly rate for the past evaluation period and the number of worked hours during that period of time. 

A second scenario is that Associate B earns a merit increase of 2.0% which is less than the approved break off rate of 3% for that year.  Associate B will receive a 2.0% increase in their base rate and nothing more.  The same break off point will be used for all Associates in a given performance evaluation period.

The summary calculation of the individual Associate’s performance evaluation is used to help determine the amount of individual merit increase.  See Exhibit B for sample break points in performance.  The break off points and the percentage increases per performance level are subject to change year to year. 

Organization Incentive Compensation

Organization incentive compensation is based on achieving or exceeding an economic threshold, and achieving or exceeding Customer satisfaction goals.

Payment of any incentive compensation depends on meeting prerequisite economic thresholds.  These goals are communicated to Associates and managers prior to the performance evaluation period.  



For the period (date)-(date) the organization performance 



 goals for Associates are as follows:



•  Economic threshold.  A financial threshold of your organization’s  


budgeted operating margin must be achieved.  That operating margin 


figure is ______.  The economic threshold must be achieved in order for 


any incentive compensation to be paid out for achievement of 



organization goals.



•  Customer satisfaction goal.  Overall Customer satisfaction for the 


Sample organization must be at the 90th + percentile, per the Press, 


Ganey Associate Satisfaction survey results, with inpatient satisfaction 


ratings comprising 60% of this calculation, and outpatient and ER 



satisfaction ratings representing a combined 40% of the calculation.  A 


total Customer satisfaction goal must be achieved in order for there to be 


any payout of this goal.  

· Organization goal achievement compensation is paid in a one time lump sum payment and calculated on the number of work hours the Associate contributed during the performance evaluation period.  The thinking is that those who contributed a greater numbers of work hours also made a great contribution to the overall achievement of the goal by virtue of the amount of time they invested in achieving the goal.

· The specific amount of incentive compensation that could be paid to Associates is determined based on the amount of money that goes into the incentive compensation pool.  The value of the Associate incentive pool is determined by sharing 50% of the sample organization's operating margin funds earned in excess of the economic threshold that is published for Associates.  This figure is based on audited financial statements.  

· An Associate’s share of the incentive pool is a percentage of his/her earnings. Earnings are defined as gross annual earnings, which includes base pay and overtime.  It does not include shift differential or various other compensations. 

· The award maximum is five percent of an Associate’s earnings.

· The incentive payout to Associates will be determined via the following formula:


Incentive Pool divided by Total Eligible Payroll = Percentage


Percentage multiplied by individual earnings = Incentive Payout


Example:


Assume the following:



•  Operating margin exceeds budget by $750,000



•  Incentive pool is $375,000



•  Total payroll is $30 million



•  Individual Associate eligible earning is $25,000.



Incentive Pool ($375,000)

Total Payroll ($30,000,000) = Percentage (1.25%) = Payout for this person ($313)
· A minimum payout of $25 net for part-time and PRN staff, and $100 for each full-time staff member will be paid if the economic threshold is met, Customer satisfaction goals are met, but there is little or no other economic funds for the Associate organization incentive pool.  

· Minimum payout costs for Associate organization goal achievement will be budgeted into the economic threshold figure.   Managerial and executive organization incentive payouts will also be budgeted into the economic threshold figure.  The only expense not budgeted will be the amount that would be shared with Associates (50/50) above and beyond the published economic threshold.

· Organization bonus percentages and organization goals should be modified year to year.  
B.  Performance Period—Non management staff

The organization incentive compensation component will coincide with the fiscal year for purposes of determining eligibility and payout.  The performance period for individual merit evaluations will be on an revolving 12 month basis, based on the Associate’s employment anniversary date, and adjusted accordingly per Human Resource policies.

C.  Eligibility
· Associates eligible for participation in the Plan are those on the the sample organization's payroll with the exception of following job titles: Vice President, Director, Manager, and Administrator who are participants in the executive or managerial compensation programs.  With approval of the President, exceptions may exist from time to time.

· Associates becoming eligible at some point in the year will receive prorated organization incentive compensation with service in any portion of a month being counted as a full month.  

· Associates must complete at least three months of work in order to be eligible for participation in organization performance compensation for any period of time. 

· Participants on probation due to disciplinary or performance related problems at  any time during the performance evaluation period are not eligible for the organization incentive compensation for that fiscal year. 

· Associates who are on probation at the time of their performance evaluation will not receive a merit increase until such time that they have successfully completed their probationary period and return to normal employment status with the organization.  Increases in the hourly base rate that would have accrued to an Associate’s base rate of pay will not be made retroactive, and  merit increases in excess of the approved break off percentage rate will be calculated on hours worked less the time spent on probation.  In other words, there is no reward for time spent on probation.

D.  Plan Administration & Role Out 
· Prior to the start of the performance evaluation period, each Associate’s supervisor will review the specifics of the job description, required competencies and performances, major areas of responsibility, weighting for major areas of responsibility, and specific standards of performance with each individual Associate under their supervision. 

· Each Associate will receive their new job description and performance evaluation tool prior to (date).  Associates will also receive a prorated COLA adjustment on or about (date) representing the period (date) - (date).  

· Effective (date) Associate anniversary dates will be used to determine when 
their individual performance evaluation will take place and when their individual merit will occur.   The first year of the merit program is the transition year, the year when Associates go from one common merit date to an individual anniversary merit date.  Therefore, a proration of compensatory increases will need to occur during the transition.

E.  Prorated Transition—Non management staff

· Calculation of prorated merits using employment anniversary dates that occur anytime during the month will be prorated using the following month.  For example, an anniversary date of (date)  will be prorated using the month of December.  An anniversary date of (date) would be prorated using the month of January.  

· Executives will determine the merit range and breaking points, using the structure in Exhibit 2, for the performance period of (date) - (date).  Based on the Associate’s anniversary date, they will receive a formal performance evaluation using the new work standards and compensation structure.  A proration of what their performance calls for will be paid out based on their level of performance.  For example, if Associate A is earning $20.00 per hour, has an anniversary date of 2/2/99 and meets standards, which for example calls for a 3% increase, the prorated amount would be:


3% x $20.00 = $.60 prorated for 4 months = $.20.  The new rate of pay would be 
$20.20 and the new anniversary date would be (date).  

· Throughout the period of performance, supervisors are to provide performance feedback and coaching to individuals, particularly if their performance in any one or more areas is less than consistent.  The goal is that there are to be no surprises when formal performance evaluation time arrives.  Coaching notes are to be maintained by the supervisor.

· Thirty days prior to the conclusion of an individual Associate’s performance evaluation period, HR will send a notice to supervisors prompting them to begin conducting performance evaluations.  Supervisors, in turn, will provide the performance evaluation tool to the Associate for completion of a self assessment of performance. 

· Associates are instructed to conduct a self-evaluation of their performance prior the supervisory/Associate meeting.  Their personal performance is indicated by circling the appropriate level of performance for each standard, 0, 1, 2, 3, and returning the document to their supervisor for the supervisors’ evaluation of the Associate’s performance level.  All ratings of a -0- or -3- level require detailed substantiation.

· Following the self-evaluation, the supervisor evaluates the Associates’ performance level for each standard and writes in the numerical number indicating the performance level (0, 1, 2, 3) next to each work standard for that Associate.  All ratings of a -0- or -3- level require detailed substantiation.  A summary calculation for each “Major Responsibility Area” is to be completed at the bottom of each page, and an overall summary performance calculation conducted on the last page of the document.  The supervisor’s determination of the Associate’s performance level is the one used for official documentation and calculation of compensation.

· After completion of the performance review with the Associate, the Associate and supervisor sign the Summary page indicating that the performance evaluation took place.  The entire document is then forwarded to Human Resources where it is kept in the Associate’s employment file.  No discussion of compensation is to occur at this time.  Discussion regarding compensation will occur after HR has reviewed the distribution of performance levels and is comfortable that the department and overall organization distribution of performance levels coordinates to organization performance levels.  

· After HR review and communication back to the supervisor, the department manager will meet with the Associate to explain the calculation for their merit increase and effective date.

· Performance evaluations are to be completed in a timely manner, and in no case will delays of greater than 45 days be acceptable.  Supervisors who have not conducted the performance evaluation for Associates reporting to them within the 45 day period will receive a rating of -0- on the “People Growth and Development” section of their personal performance evaluation.  The -0- rating will have an adverse impact on their personal rating and corresponding merit increase. 

F.  Adjustment of Thresholds
Organization thresholds may be adjusted during the fiscal year to reflect significant, unanticipated changes in the operating environment.  The President will approve any necessary adjustments.

Note: If more than 50% of Associates are given a performance rating of greater than 2.39 and organization performance overall is not meeting expectations, then either the performance standards were not strong enough, or the performance evaluations were not accurate for Associates.

Caution:  Performance evaluations may tend to be more generous than what total organization performance reports they should be, particularly in the early years of pay for performance programs.  As a precaution, it is recommended that managers provide a mock estimate at the time the COLA is administered and the new work standards are explained to Associates (date) of where they expect Associate performance levels to be.  HR will evaluate the distribution of performance evaluation scores across the organization to assure that it is not skewed too much one direction or the other.  

If performance evaluations are skewed too much in the direction of generosity, the pay for performance program will be costing the organization unnecessary expenses and creating future problems when the situation is corrected.  (This is the most common problem).

If performance evaluations are significantly skewed in the direction of harsh evaluations, Associates will feel penalized by the process and will be demotivated.

The most appropriate distribution is described on the last page of this document.

This information should be explained to managers and Associates as the performance based compensation program is initiated in order to prevent disappointment at a later date.

Each year the average performance level for Associates in the organization should be raised slightly, and/or the standards or performance should be raised in order to continue to raise the level of performance of the organization.  Either approach is  effective.  There are pros and cons to both.  

Raising standards of individual and organization performance levels allows you to maintain the relatively same compensatory schedule with the exception of changing the percentage amounts of merit and incentive compensation depending on what funds are available in the organization.  In other words, the average performance rating would still be 2.0 - 2.39 but it would require greater Associate performance in order to attain this rating.  This is the preferred method of raising standards of performance.

Raising the average performance evaluation level would be like moving average Associate performance from 2.0 - 2.39 to 2.20 - 2.49 which means Associates have to perform better on the same work standards in order to achieve an average rating.  This approach may feel more like a penalty to Associates, and is not recommended although some slight modifications of this nature may be needed in the early years of pay for performance until the normal pace of Associate performance contributions is better established.  

G.  Pay Range Adjustments
Periodically it may be necessary to adjust the minimum, mid point and maximum of  pay ranges which represent base pay.  However, the expectation is that the incentive compensation components of the individual compensation plan for each pay range will be average compared to competitors, and that the organization incentive compensation component which is based on organization goal achievement will create a potential managerial compensation that far exceeds what competitors offer. 

When pay ranges are adjusted upwardly, only those people who now fall below the new minimum of the pay range should receive an adjustment up to the new minimum of the pay range.  Exceptions may arise from time to time when compression between managerial compensation and highly paid technicians becomes significant.  However, it would not be uncommon for a new manager and an experienced and tenured technician to have some level of compression for some period of time.  This represents the somewhat small difference in senior technical skill rates and new managerial rates that normally exists.  

H.  Red Circled Associates
Because red circled Associates remain valuable to the organization, even red-circled Associates have an opportunity to earn additional compensation from year to year providing that their performance level merits an increase.  Given that it does, the percentage calculation for red circled Associates is calculated on the maximum  rate of pay for that pay grade within which their present position is assigned.  The increase is not added to their already exceeding base hourly rate, but rather paid out in a lump sum based on the number of hours worked in the past performance period.

Red circled Associates are eligible for organization bonus payments based on the same format as other Associates. 

I.  Appeal Process


In order to assure a sense of fairness in the evaluation process, of which some portion is subjective in nature, an appeal process is provided for use by Associates who feel they have been unfairly evaluated. 

The appeal process will follow the same steps and guidelines used in the grievance process already in place.

J.  Amendment or Termination of the Plan
The hospital, by action of it’s Board of Trustees, reserves the right to adapt, amend, or terminate this Plan at any time.

K.  General Provisions
The participation of any Associate in the Plan does not confer upon him or her the right to continued employment nor shall it interfere with the hospital’s right to terminate Associates.

The Plan and all awards made and actions taken hereunder are governed by and construed in accordance with the laws of the State of Kansas (NEEDS YOUR HOSPITAL ATTORNEY’S REVIEW)

Sample Performance Based Compensation
                                               —Non Management Staff                     



