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<<Agency>>’s Compensation Plan 
[bookmark: _Toc488763239][bookmark: _Toc488763536]
Note(s):  An agency’s Compensation Plan should only include the compensation strategies identified as “Agency – Variable Incentive” strategies, and should include language that specifically ensures the agency maintains discretionary authority over which strategies to use, including whether or not to use any of the strategies. An agency does not need to include any of the strategies grouped in the Executive Toolbox, the HRD Toolbox, the Agency Toolbox – Individual Actions (such as counteroffers or in-grade adjustments), or Changes in Assignment/Special Assignment (such as promotions, demotions, etc.). An agency is required to resubmit its compensation plan if the agency proposes to revise the plan.  Please note that any compensation action administered may be subject to audit and certain reporting requirements. 

Executive Summary 

In accordance with the State Personnel System (SPS) Compensation Guidelines, the following plan documents the <<Agency>>’s proposal for administering compensation strategies effective July 1, 2015. 

The compensation strategies that may be implemented, subject to agency discretion may include:

· Spot Incentive
· Merit-Based Incentive
· Conditional Retention Pay Incentive 
· Meritorious Service Leave

The Agency Director may determine the total dollar allocation available to each division. The total combined cost of the compensation strategies included in this plan shall not exceed 2% of the agency’s personal services base. 

Funding is available within current appropriations and the implementation of this plan will not create any future budget obligations.

Except for increases resulting from the actions outlined in “Changes in Assignment/Special Assignment”, the “ADOA HRD” toolbox, In Grade Adjustments and/or Counter Offers, all combinations of one-time incentive payments not affecting base shall not exceed 5% of an employee’s annual base salary. 

The intent of this plan is to reward top performing employees and encourage their retention with the agency.  The compensation strategies are not intended to provide “across the board” incentives or to ensure that all or most employees receive some type of incentive. 

The agency plan will be administered without regard to political affiliation, race, color, national origin, sex, age, disability, religion, or any other characteristic protected by law.

[Include only if the agency head has determined that performance appraisals are not required for employees in political appointment positions (defined in A.R.S. § 41-742(F))] The requirement related to performance is waived for employees in political appointment positions [defined in A.R.S. §41-742(F)]. All other criteria, e.g. eligibility, increase limits, budget, etc. are still applicable.


Eligibility 

Note: Some of the eligibility requirements in the example that follows are more restrictive than required by the SPS Compensation Guidelines. When creating a plan, an agency should consider the eligibility requirements that are reasonable and most appropriate for the agency’s operating environment. Please refer to the Compensation Guidelines for additional information regarding eligibility of Directors, Deputy Directors, and Assistant Directors. Eligibility for these employees varies depending upon whether the agency is a Cabinet-level agency or a non-Cabinet-level agency. 

Employees eligible to participate in the <<Agency>> Compensation Plan will be consistent with statewide guidelines regarding eligibility. 

In addition, to be eligible to receive an incentive, an employee must have been employed by the agency for a minimum of six months prior to the effective date of the award.  

The following employees are not eligible for any of the compensation strategies outlined in this plan:  
· Board or commission members 
· Interns
· Pool employees
· Per diem employees (e.g., paid daily or on a per performance basis)
· Covered employees
· Any employee who has been suspended or involuntarily demoted during the most recent performance rating period 
· Any employee who receives an overall rating of “Needs Improvement” (MAP rating less than 2.0) on their most recent performance evaluation, if applicable



Spot Incentive 

Purpose
The purpose of this compensation strategy is to provide managers and leadership the ability to recognize and reward employees, teams or work units with a one-time, lump sum incentive for extraordinary achievements that result in efficiencies, cost savings, or improved productivity.

Eligibility, Requirements and Conditions
In addition to the eligibility criteria identified for all compensation strategies, the following criteria apply to Spot Incentives as follows: 
· Uncovered employees are eligible; covered employees are not eligible for Spot Incentives 
· An employee who has been suspended or involuntarily demoted during the most recent performance rating period is not eligible 
· An employee must have received an overall rating of “Meets Expectations” or better (MAP rating 2.0 or greater) on the employee’s most recent MAP evaluation 

Division Assistant Directors may nominate employees, teams or work units for an incentive for situations considered above and beyond normal day-to-day work. If Spot Incentives are provided, ideally the incentive should be presented as close as possible to the achievement giving rise to the incentive.

Examples may include: completion of a large and difficult project, implementation of a cost-saving idea, or making a major process more efficient. 

Examples of situations that would not qualify include: being a “good employee,” perfect attendance, or achieving a longevity milestone. 

If Spot Incentives are provided, the bulk of the incentives shall be allocated and distributed to staff-level positions, and shall be paid as a lump sum incentive and shall not result in a change to an employee’s base salary.

Compensation and Incentive Limits

Note: The maximum amount of a Spot Incentive is $2,000 pursuant to the SPS Compensation Guidelines; however, an agency may wish to award lesser amounts commensurate with the level of efficiency gain, cost savings, or productivity improvement demonstrated by the employee, team or work unit. 

Spot Incentives may range from $<<amount>> to $<<amount; not to exceed $2,000>> per occurrence, commensurate with the level or degree to which efficiency, productivity, or savings are realized.  

Spot Incentives may be up to <<number; not to exceed 5.0>>% of an employee’s annual base salary with a maximum amount of $<<amount; not to exceed $2,000>> per fiscal year per employee. 


Goal-Based Incentive

Note: The use of Goal-Based Incentives has not been included in this template due to the significant variables that must be taken into consideration when developing an appropriate structure for measures and target objectives. Furthermore, there are considerations for calculation of overtime payments that must be properly addressed. Agencies considering the use of this strategy should contact the ADOA Classification and Compensation Manager for further details. 



Merit-Based Incentive 

Purpose
[bookmark: _GoBack]The purpose of this compensation strategy is to provide a one-time incentive to an employee based on the employee’s most recent MAP evaluation score, unless the employee is a political appointment with an agency that is not required to have a performance appraisal.

Eligibility, Requirements and Conditions
Division management may identify employees within the <<Agency>> who meet the following criteria:
· Uncovered employees are eligible; covered employees are not eligible for Merit-Based Incentives 
· Agency Directors, Deputy Directors, and Assistant Directors are not eligible for Merit-Based Incentives 
· An employee who has been involuntarily demoted during the previous six months is not eligible for a Merit-Based Incentive
· Any Merit-Based Incentive awarded to an employee in an unpaid status will be effective following the employee’s return to a paid status
· An employee must have received an overall rating of “Meets Expectations” or better (MAP rating 2.0 or greater) on the employee’s most recent MAP evaluation 

If Merit-Based Incentives are provided, the incentive shall be paid as a lump sum incentive and shall not result in a change to an employee’s base salary.

Compensation and Incentive Limits

Note: The actual calculations of performance rating thresholds and incentive amounts or the ability to provide such incentives, will not be known at the time the plan is submitted for review and approval. After the performance ratings have been finalized and the Agency has determined that merit incentives will be awarded, agency management has discretion to establish appropriate rating thresholds in conformance with the guidelines. Agencies shall not distribute “across-the-board” incentives for employees and shall provide adequate distinction between performance levels. 

If Merit-Based Incentives are provided, the incentive shall be calculated as a percentage of the employee’s base pay, according to the agency’s distribution plan, using individual performance ratings from the employee’s most recent MAP evaluation. The following guidelines will be followed: 
· No more than 30% of the agency’s employees may receive the highest incentive.
· If more than one level of merit incentive is provided, the highest level must be at least two times greater than the lowest level.

The incentive shall not exceed the maximum increase provided for in the “Merit Increase Guidelines” currently in effect and shall not exceed $<<amount; not to exceed $3,000>> per employee per year. The amount shall be calculated as a percentage of the employee’s base salary and shall be paid on a <<select one: biweekly, quarterly, bi-annual, or annual>> basis. 


Conditional Retention Pay Incentive

Purpose
The purpose of this compensation strategy is to provide a one-time lump sum incentive as a means to retain high performing employees in critical or key positions that are not easily replaced and are at risk of leaving the organization. 

Eligibility, Requirements and Conditions
Division management may identify employees within the <<Agency>> who meet the following criteria:
· Uncovered employees are eligible; covered employees are not eligible for Conditional Retention Pay Incentives 
· An employee who has been  involuntarily demoted  within the  previous six months is not eligible for a Conditional Retention Pay Incentive
· An employee must have received, at a minimum, an overall rating of “Meets Expectations” or better (MAP rating 2.0 or greater) on the employee’s most recent MAP evaluation 
· An employee’s workload productivity can be measured/validated to be above standards
· The position as well as the employee are identified as critical, due to skill set, high visibility and direct impact to strategic operations in achieving the mission
· An employee is doing technically challenging work beyond standard/average level expected of the position

If Conditional Retention Pay Incentives are provided, the incentive shall be paid as a lump sum incentive and shall not result in a change to an employee’s base salary.

Compensation and Incentive Limits

Conditional Retention Pay Incentives may be up to <<number; not to exceed 5.0>>% of an employee’s annual base salary. 


Meritorious Service Leave 

The purpose of this strategy is to provide managers and leadership with a non-monetary strategy to recognize and reward employees or teams for meritorious or exemplary service for a particular achievement, success, or moment of extraordinary individual or group performance.

Eligibility, Requirements and Conditions

Note: Meritorious Service Leave may be used in conjunction with an agency’s recognition program, as the example below illustrates. However, an agency may also use Meritorious Service Leave in lieu of Spot Incentive or Conditional Retention Pay Incentive payments if agency budget restrictions prohibit or reduce the availability of monetary awards as determined by the agency. In those cases, the eligibility criteria for Spot Incentive or Conditional Retention Pay Incentive shall be used.

In addition to the eligibility criteria identified for all compensation strategies, the following criteria apply to Meritorious Service Leave as follows: 
· Uncovered employees are eligible; covered employees are not eligible for Meritorious Service Leave
· An employee who has been involuntarily demoted within the previous six months is not eligible 
· An employee must have received an overall rating of “Meets Expectations” or better (MAP rating 2.0 or greater) on the employee’s most recent MAP evaluation 

If Meritorious Service Leave is provided, recipients may be based on exemplary service recognized through the agency and division recognition programs at quarterly and annual awards ceremonies. Each division may identify an employee of the quarter and a team of the quarter to be recognized, and agency level recognition for a variety of categories may be identified. Exceptions to the quarterly/annual awards requirements may be approved on a case-by-case basis by the <<Agency>> Director’s Office.

Leave Amounts and Distribution 
Consistent with the SPS Compensation Guidelines, Meritorious Service Leave shall be limited to no more than 24 hours of leave per employee (pro-rated for less than full-time employees) per fiscal year.

Employees or Teams of the Quarter (division awards) and Team of the Year (agency award) shall receive up to <<number; not to exceed 24>> hours of Meritorious Service Leave; Employee and Supervisor of the Year (agency awards) and other individual awards at the agency level shall receive up to <<number; not to exceed 24>> hours. 

Other awards of Meritorious Service Leave may be approved on a case-by-case basis pursuant to approval of the <<Agency>> Director’s Office. 

Consistent with the SPS Compensation Guidelines, Meritorious Service Leave will be awarded to no more than 5% of the employees within the agency, unless an exception is granted by the Agency Director.

The agency shall distribute no more than 25% of all Meritorious Service Leave to supervisor/management positions; the bulk of the available leave shall be allocated and distributed to staff-level positions.


Process

Note:  The following is a sample process that agencies may use to ensure that compensation awards are made in accordance with Compensation Guidelines. The process should be consistent with the agency’s operating environment.

· The Budget Director shall provide the Division Assistant Directors with a spreadsheet outlining the dollar amount for each division.
· Division supervisors and managers nominate individuals to their respective Division Assistant Director and state the reason for the nomination. 
· Division Assistant Directors determine the employees that will receive incentive payments and ensure that the total financial impact of the incentives is within the Division’s existing budget. 
· Human Resources staff review the list of employees identified to receive incentive payments and validate that eligibility and other criteria have been met (See Validation section below.)
· Division Assistant Directors meet with the Agency Budget Director to validate that proposed incentive payments are within the Division’s existing budget. 
· Division Assistant Directors submit recommendations based on plan to the Agency Director to obtain approvals by <<date; no later than June 1>> of each year.
· [Include only if the agency has included Spot Incentives in its Compensation Plan and the agency wishes to allow for additional Spot Incentives:] Additional Spot Incentives may be awarded after <<date; no later than June 1>> of each year on a case-by-case basis, following a similar process outlined above on an expedited time frame.


Communication 

As soon as the plan is approved, an email will be distributed from the Agency Director’s Office to all employees describing the compensation strategies identified in this plan and the agency’s approach to implementing the plan. In addition, each Assistant Director will be instructed to relay the information throughout their respective divisions.



Note: Communicating agency compensation plans to employees is critical. This will assist in managing employee expectations and will provide employees with performance targets to aspire to and help to lessen perceptions of unfairness. Communication should occur both at the agency and division level and should provide avenues for employees to seek clarifying information about the plan.
 
Employees that have been identified as recipients of one of these strategies will be advised of the incentive/leave that will be awarded during a one-on-one meeting with their supervisor, manager, or Assistant Director of the Division as appropriate. Every effort will be made to ensure a timely communication to the employee so the employee’s work effort is quickly noted and recognized. 


Validation 

<<Agency >> will document that employees receiving the incentives or awards meet the stated criteria for each award. The agency will also provide justification when similarly situated employees are not chosen to receive an award. The <<Agency>> Human Resources Office will be responsible for reviewing awards and certifying that they meet legal and other State Personnel System requirements. 


Reporting 

The <<Agency>> will submit a report to ADOA by September 1 of each year.  The report shall include the following: 
· A brief paragraph describing how the agency used their compensation strategies to support the organization’s goals or strategic direction during the previous fiscal year. 
· A list of the employees who received one or more of the compensation strategies outlined in the plan, or who received a counter offer or an in-grade adjustment. The information shall identify the type and specific amount of each award received, and the date awarded to the employee. The list shall also include: 
· EIN
· Employee name
· Job classification title
· Applicable overall MAP rating
· Base salary before the counter offer, in-grade adjustment, or incentive
· Type of strategy
· Amount of payment or base increase

The organizational impact experienced as a result of the implementation of these strategies including impact on retention of high performing employees, employee satisfaction, employee engagement, turnover, etc.
November 22, 2006
