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Why Focus on Compensation?
Economic Conditions
3'd Quarter Earnings
Making Your Business Case

Bullet Proof Your Plan Design
Attract, Motivate & Retain
Know your Competitive Position
Is your System Fair & Equitable?

Elements of a Sound Compensation System
Jobs, Pay Opportunity & Performance

Job Content & Market Pricing Systems
Salary Surveys




Current economic conditions:

Inflation Is the highest it's been in almost two
decades

Housing market has plummeted

~uel and energy prices hovering at all time
nighs

—Inancial industry meltdown
Stock market volatility




A downward economy has a direct impact on
compensation systems.
Shrinking salary and bonus budgets
Freezing merit increases
Reduced spending on benefit programs
Dwindling retirement accounts
_ay-offs
|0ss of critical talent
ncreased employee focus on base pay




Top 4 job-related Worries of American Workers

Adecco Survey, 2008




Employees who are worried about their
future, especially during a down economy,
have been shown to have poor customer
service skills, are less intellectually engaged
In their jobs and may be maklng plans to find
another joDb.

Sirota Survey Intelligence, 2008







How does your system attract, motivate and
retain top talent?

Where does your system competitively
position you in the market in which you

compete for employees?

What is your employees’ perception of your
system with regard to fairness & equity?



11 23 4 56 7 7

Sign-on Bonus 70% 70%
Employee Referral Bonus 66% 69%
Market Adjustment/Increase to Base Pay 65% 65%
Flexible Work Schedules 62% 63%
Flextime | e 51%
Telecommuting 30% 42%
Compressed Work Week | - 27%
Job Sharing 14% 13%
Individual Spot Bonus 46% 45%

WorldatWork 2008-09 Salary Budget Survey
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ldentify your company’s pay philosophy and
strategy

Know who your competitors are and what
they are doing

Keep current on local, Ghems SRR
regional and national trends

Pay, bonus and
benefit arrangements that
support the business
objectives



2009 base pay raises to remain flat from 2008

Salaried nonexempt and nonunion hourly employees will receive
an average 3.7 percent increase, and union employees are
projected to receive an average 3.3 percent raise

The majority of employers (98%) did not freeze salaries in 2008
and only 1% are projected to in 2009

Employers are becoming increasingly concerned about the talent
pool. 68% of employers reported problems attracting and
retaining employees in 2008, a figure that is up from 46% in 2007

Employers report continuing to offer variable pay programs to
motivate current employees and attract new employees
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Salary increase budgets average 3.80% in 2008 across nonexempt,
exempt, and executive employee categories, while salary increase
budgets for nonexempt hourly employees come in lower at 3.70%

For 2009, the median budget for salary increases is projected to be
3.75% for both nonexempt salaried and hourly employees. The
median salary increase budget projections for exempt and executive
employees are higher at 3.80% for exempt and 3.90% for
executives.

35% of the 250 companies surveyed in April of 2008 report lower
actual 2008 salary increase budgets than they projected last year for
executives and exempt employees.

Companies are responding to a sluggish economy by remaining
disciplined on labor cost increases.

Projecting a 2.7% rise in inflation for 2008 and 3.4% for 2009. This
means the typical employer is budgeting for salary increases just
slightly ahead of inflation in 20009.
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Employers plan to award average pay increases of 3.7% in 2009,
compared to 3.8% in 2008.

“Clearly the uncertainty of the economy is having an impact on
compensation budget planning,” said Steve Gross, global leader of
Mercer’s broad-based performance and rewards consulting business. “In
this less-than-robust economic environment, however, top-performing
employees are an organization’s best competitive weapon and they are
rewarding them accordingly.” “Distinguishing pay increases based on
performance allows employers to attract and retain those employees
that will contribute to the company’s competitiveness and success.”

Several industries expect to award less than average pay increases in
2009. Retail is among these sectors with a projected increase of 3.4%
along with wholesale distribution, durable goods and education
projected at 3.5%.



August 21, 2008 — In light of rising gas and food prices, and a bleak economic outlook, salary increases will remain flat
for most employees this year. According to the 2008/2009 US Compensation Planning Survey from Mercer, U.S.
employers plan to award average pay increases of 3.7% in 2009, compared to 3.8% in 2008. Raises are higher,
however, for top-performing employees and high-performing industries regardless of the current economic environment.
“Clearly the uncertainty of the economy is having an impact on compensation budget planning,” said Steve Gross,
global leader of Mercer’s broad-based performance and rewards consulting business. “In this less-than-robust
economic environment, however, top-performing employees are an organization’s best competitive weapon and they
are rewarding them accordingly.”

As pay increase budgets remain constant, organizations are broadening performance differentials by granting notably
greater salary increases to their top-performers. According to Mercer’s survey, the highest-performing employees (14%
of the workforce) are expected to receive base pay increases of 5.6% in 2009 compared to 3.3% for average
performers (36% of the workforce) and 0.6% for the weakest performers (7% of the workforce).

“The gap between top performers and low performers is spreading as companies struggle to sustain compensation
levels throughout the organization,” said Mr. Gross. “Distinguishing pay increases based on performance allows
employers to attract and retain those employees that will contribute to the company’s competitiveness and success.”
Consistent with base pay increases, Mercer’s survey shows companies widening performance differentials for short-
term incentive payouts, as well. The highest-performing management level employees are expected to receive average
short-term incentive payouts of 36% compared to just 8% for the lowest performers. Similarly, incentive payouts for
high-performing office/clerical/technical positions at 13% are more than four times that of the low performers in the
same group (3%).

On the whole, average payouts as a percentage of base pay for all employee groups are high. According to Mr. Gross,
short-term incentive awards are expected to decline given this year’s lackluster performance in certain industry sectors.
Increases to base salaries differ among all industry sectors. Compared to the expected average pay increase of 3.7% in
2009, US employers within outsourcing industries are among the highest with projected pay increases of 5.0% and
4.7% for 2009, respectively. While high relative to other industries, the projected 2009 pay increases for these two
sectors are either the same or slightly less compared to 2008 levels.

In contrast, other industries expect to award less than average pay increases in 2009. Retail is among these sectors
with a projected increase of 3.4% along with wholesale distribution, durable goods and education projected at 3.5%.
Mercer’s findings are in line with those of the 2008-09 WorldatWork Salary Budget Survey, which found an overall
projected salary budget increase of 3.9%.
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Unemployment Statistics

National: 6.1%
(9/08, bIs.gov)
Pennsylvania: 5.7%

(9/ 08 , paworkstats.state.pa. us)
Lancaster: 4.5-5.4%
(9/ 08 , paworkstats.state.pa. us)




What compensation system elements
will attract, motivate, or retain these
employees?
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Guidelines
Formal Policy Statement
Merit Matrix
Promotional Guidelines
Red Circle/Green Circle

Consistency in actions
Easy to understand
Openly discussed
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Sample Formal Policy Statement

“ABC Company” is committed to obtaining the highest degree of
employee performance, morale and loyalty through fair and
equitable salary and benefit administration.

“ABC Company” will ensure that, for comparable positions,
compensation and benefit levels are equal to those offered by
most other employers providing similar employment.

“ABC Company” will establish and maintain salary ranges that
reflect the value to the organization of the various jobs.
Individual pay opportunity will be managed by performance.
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Sample Formal Policy Statement (cont.)

The following statements express the objectives of the “ABC
Company” Salary Administration Program:

To obtain the highest possible degree of employee performance,
morale and loyalty through fair and equitable salary and wage
administration.

Provide competitive base wages in order to attract, motivate and
retain the best employees.

Formalize a process that allows for consistent and equitable
management of base pay. Establish salary ranges that reflect the
value to the organization as well as the competitiveness of the
market.

Provide a mechanism for communicating & managing professional
growth opportunities throughout the organization.

To provide for recognition and reward for differences in individual
ability and performance.

Provide a mechanism for communicating the goals and objectives
of the organization.
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Sample Formal Policy Statement (cont.)

Pay Grade

Every non-executive position is assigned a pay grade based on
an external market data analysis. Survey data is gathered for
comparable positions within the local, regional and/or national
market. The survey data is analyzed and may be pro-rated to
the current program year. Market data averages for any given
position are compared to the current salary range midpoints of
the salary ranges and appropriate slotting occurs. Department
Managers are responsible for constructing a job description and
submitting it to Human Resources. Human Resources is
responsible for gathering and analyzing appropriate survey data
and slotting new positions. Executive Management maintains
final review and approval of the slotting of all new positions.
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Sample Formal Policy Statement (cont.)

Green-Circling

Generally no employee should be hired or
promoted into a position below the minimum salary
of their range. Human Resources will prepare and
recommend all new hire salary offers and
promotion adjustments. In the case where an
employee’s salary falls below the minimum of the
range, Human Resources will prepare a pay
adjustment schedule for the employee.




#1

Sample Merit Matrix with Salary Ranges

Outstanding 5.25% 5.00% 4.75% 4.50% 4.25%
Good 4.00% 3.75% 3.50% 3.25% 3.0%
Needs 1.75% 1.50% 1.25% 1.0% 0%

Improvement

Unsatisfactory

0%

0%

0%

0%

0%
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Sample Merit Matrix without Salary Ranges

Outstanding 5.0% - 7.0%

Good 3.0% - 4.0%

Needs Improvement | 1.0% - 2.0%

Unsatisfactory 0%
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Sample Promotional Guidelines with Salary Ranges

1 5% 10%

2 10% 15%

3 15% 20%
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Achieving Consistency

Upper management support & buy-in
Written documentation

Formal training for managers & supervisors
HR oversight '
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Discussed Openly

Employee Handbook

Annual Compensation
Statements

Annual Performance S
Reviews s e

Job Postings ‘
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Each separate and unique job needs to be
defined — Job Description

Job Descriptions should include the Essential
and Secondary Job Functions

Job Descriptions should include Knowledge,
Skills, and Abillities required of the position



The range of pay associated with a specific
job

Pay opportunity can be communicated by
way of a Salary Range or a flat rate of pay

Ranges or rates of pay are typically
determined by a Job-Worth Hierarchy



INFORMAL
SYSTEMS

FORMAL
SYSTEMS

Job
Content/Point
Factor
Evaluation
Systems

Market Pricing
Systems

Combination
Systems
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Internal factors are the key determinants of job
value and most influences pay opportunity

Jobs In an organization are compared to one
another against specific criteria to determine
value

Does not rely on market data to determine job
value



Knowledge & Skill 1 through 5 50 to 450 30%
Supervisory 1 through 4 10 to 300 25%
Responsibility

Internal/External 1 through 5 10 to 250 20%
Contacts

Decision-Making 1 through 6 10 to 250 20%
Working Conditions 1 through 3 10 to 50 5%




Sample Pay Opportunity Policy Statement

Salary ranges determine the pay opportunities for each job. A salary range identifies the
minimum, midpoint, and maximum pay for a job assigned to a particular grade. Each salary
range maintains a 40% spread from minimum to maximum and there is an approximate
10% spread between salary range midpoints.

Salary ranges do overlap. The overlap is designed to recognize that a highly capable
employee at one level of responsibility may contribute more than an inexperienced
employee at a higher level.

Generally the minimum is appropriate for newly hired employees with little experience (0 to
1 year).

The midpoint is generally equal to the salary paid to fully qualified and experienced
employees with at least a good performance record doing similar work in the marketplace.
Employees reach this point in their salary range over time by continuing to successfully fulfill
all job responsibilities.

The maximum is the highest salary that can be paid to employees in the position. Itis
usually approached only after an extended period of very good performance.

To ensure that salary ranges remain competitive, Human Resources compares the ranges
periodically with findings from reliable compensation surveys and makes recommendations
for adjustment to Executive Management when appropriate.
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Analyzing salary survey data to establish the
worth of jobs

Market is the key determinant of job value
and most influences pay opportunity

Requires less analysis of job content
iInformation than Job Evaluation Systems

Need to identify Benchmark Positions
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Where will we get our market data?
Published Salary Surveys
On-line Salary Data
Associations & Trade Groups
Applicant Information
Who do we want to compare ourselves to?
Industry
Organizational Size
Geography



ldentify Benchmark Positions
Gather & analyze survey data
Facilitate Job Ranking exercise
Create Salary Ranges



Stayed informed on economic conditions.
Know who your competitors are and what they are
doing!

When developing/updating your system, always
consider the effects on your ability to attract,
motivate, and retain top talent.

Ensure your system is perceived as fair and
equitable through consistent communication.

Keep your focus on those employees that contribute
most to your organization’s success!






