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Summary: Total Compensation for State Employees

WHAT WE FOUND

Compensation for state employees is generally comparable to market,
but for some jobs, the state pays less than other employers

The combined value of the salaries and benefits for current state employees is, on
average, nearly equivalent in value to what is provided by other public and private
sector employers in the state. This is primarily due to the state’s relatively generous
health insurance benefits, which make up for state salaries that tend to lag the market

by about 10 percent on average.

Salaries are the most visible and costly compo-
nent of compensation, and are therefore a sig-
nificant state investment. Overall, state em-
ployee salaries are competitive with what other
employers pay. Some jobs, however, have aver-
age salaries far below the market for these occu-
pations, including jobs that perform essential
government services and functions such as pro-
tecting public health and safety and managing
public funds.

Salaries play key role in agencies’
ability to maintain a qualified
workforce

A majority of state agencies indicated that they
have difficulty filling open positions, attracting
even minimally qualified applicants, and retain-
ing qualified employees. Despite statewide turn-
over being in line with national trends, a majority

WHY WE DID THIS STUDY

In 2017, the Joint Legislative Audit and Review Commission
directed staff to study the total compensation provided to Virginia
state employees, including cash compensation and benefits. This
study was recommended by the General Assembly’s Commission
on Employee Retirement Security and Pension Reform. The study
resolution directs JLARC staff to compare the value of total
compensation in Virginia to other employers, and to research
ways to improve recruitment and retention. This is the third study
of state employee compensation conducted by JLARC staff since
2008.

ABOUT STATE EMPLOYEE COMPENSATION

The state compensates its more than 105,000 full-time employees
with salaries and benefits, such as health insurance and retire-
ment. The state spent $7.0 billion in FY17 on compensation for its
salaried “classified” employees, which are the focus of this study.
Salary is the largest portion of state employee compensation, ac-
counting for nearly two thirds of the state's total compensation
expenditures.

of agencies report these challenges for some specific jobs. An inability to pay compet-
itive salaries was identified by agency leaders as the primary reason for recruitment
difficulties, and dissatisfaction with salary, along with lack of career advancement op-
portunities, was the most common reason given by employees who indicated they may
leave their current job in the coming year. These challenges can be severe in specific
job roles, and employees in some of the jobs with significant challenges also have
below-market salaries.

Agencies are experiencing the greatest challenges recruiting and retaining employees
in health care, health and safety inspection, public safety, and information technology
jobs. Several agencies report an inability to perform above the minimum expectations
due to these staffing issues, rendering them less able to perform the public health,
public safety, or regulatory functions for which they are responsible.
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Virginia’s combination of cash compensation and benefits is comparable to market

Market
median

90% -----

With legacy
retirement
plans

Legacy defined
benefit plans

Hybrid plan +
current defined
benefit plans

Hybrid plan
only

With current
0 retirement
97% 95% | plans

Total Salary Health Retirement

compensation insurance (assumes maximum

employee contribution)

SOURCE: Mercer comparison: Virginia total compensation to total compensation provided by other public and private employers in Virginia, 2017.
NOTE: Value of hybrid retirement plan assumes that all employees maximize voluntary contributions. Data is not available on actual vol-
untary contributions of other employers, so the comparison is based on the maximum potential value. Salary and health insurance figures
include employees in all types of retirement plans, as retirement benefits do not affect these elements of compensation.

State-level investments in employee salaries could be more effective

Investments in employee salaries are costly, but they are also foundational to state gov-
ernment’s ability to operate effectively and carry out the numerous programs and ser-
vices that it operates with public funds. Even a one percent salary increase amounts to
about $45 million when provided to all classified state employees, underscoring the
importance of making cost-effective investments in salaries.

The state’s periodic salary increases tend to be uniform across all employees, rather
than directed toward occupations for which salary increases are most needed. Moreo-
ver, when salary increases are not provided regularly, employees are statistically more
likely to leave the state workforce. The lack of prioritization and consistency limits the
cost effectiveness of the state’s investments.

State employee salaries could be more strategically managed if they were provided at
regular intervals and prioritized for jobs that exhibit the most pressing workforce chal-
lenges. Individual state agencies could more effectively manage their workforce chal-
lenges on their own if state agency leaders had greater authority and flexibility to dif-
ferentiate salary increases among their employees based on factors such as experience
and performance.
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State budget process deprioritizes needed investments in salaries

In most cases, decisions about whether or not employees will receive a salary increase,
as well as the amount of the increase, are made during the state budget process. The
structure of the state budget process, however, does not obligate decision-makers to
consider whether additional investments in state employee salaries are warranted, and
decision-makers do not have sufficient information to decide whether or how to in-
crease salaries by different percentages across employees.

Employee compensation currently competes with every other discretionary item in the
state budget and is prone to being set aside for other priorities. Without a means to
prioritize employee salaries in the budget process, it is more likely that they will not be
consistently funded, potentially creating or exacerbating workforce challenges.

Prioritizing employee compensation is the responsibility of the governor, as the Chief
Personnel Officer of Commonwealth. The most effective approach for ensuring ade-
quate funding of state employee salaries is for the governor to prioritize them at the
beginning of the budget process. The General Assembly could consider requiring that
information on the need for and amount of salary increases be provided to the governor
before the budget process begins, based on analysis and reporting provided by state
agencies and the Department of Human Resource Management.

WHAT WE RECOMMEND
Legislative action

e Require the Department of Human Resource Management (DHRM) to
convene a workgroup of state agency leaders to develop a methodology for
prioritizing salary increases for jobs with the most significant workforce
challenges.

e Require DHRM to report to the governor, through the Secretary of Ad-
ministration, on priorities for increasing state employee salaries before the
start of the budget development process each year.

e Grant agencies more authority to differentiate among employees in their
distribution of centrally appropriated salary increases.

Executive action

e DHRM should collect improved data on agencies’ difficulty recruiting job
candidates.

e DHRM should evaluate how agencies can improve career advancement,
and therefore employee compensation.

e DHRM should provide training to all agencies on how to improve career
advancement and use their funding to more strategically manage their
workforce through compensation and workplace flexibilities.

The complete list of recommendations is available on page v.
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Recommendations: Total Compensation for State
Employees

RECOMMENDATION 1

The Department of Human Resource Management (DHRM) should (i) identify where
career ladder programs already exist across state agencies and (if) identify which job
roles could most benefit from new or improved career ladder programs. DHRM
should use this information to work directly with agencies to develop new or more
effective career ladder programs. (Chapter 3)

RECOMMENDATION 2

The Department of Human Resource Management (DHRM) should configure the
state’s electronic recruitment management system to allow agencies to capture con-
sistent and accurate data on (i) the time it has taken agencies to fill positions and (ii)
the number of, and reasons for, declined job offers. DHRM should regularly com-
municate with agency human resource staff and managers to provide feedback and
assistance to agencies to ensure they provide complete and accurate information for
these categories of data. (Chapter 3)

RECOMMENDATION 3

The General Assembly may wish to consider including language in the Appropriation
Act requiring the Department of Human Resource Management to convene a
workgroup of state agency leaders to develop a methodology for determining the base
amount of funding that should be appropriated for state employee salary increases
each year. The methodology should take into account (i) recruitment and retention
trends for each state job role, (ii) the value of each job role’s median salary and total
compensation as compared to the market, (iii) the extent to which workforce chal-
lenges can be addressed by salary increases, and (iv) the impact on state agency oper-
ations of workforce challenges in each job role. (Chapter 4)

RECOMMENDATION 4

The General Assembly may wish to consider appropriating funds for the Department
of Human Resource Management to contract with a third party consultant to period-
ically update calculations of how the value of Virginia’s total compensation compares
to the value of other employers’ total compensation, including salaries, bonuses, and
fringe benefits. (Chapter 4)
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RECOMMENDATION 5

The General Assembly may wish to consider amending § 2.2-1201 of the Code of
Virginia to require the Department of Human Resource Management to provide a
report that specifies (i) the job roles that should receive higher salary increases based
on their recruitment and retention challenges; (ii) the amount by which other job roles’
salaries should be increased, if at all; and (iii) cost estimates for funding the proposed
increases. The report should also include supporting information on recruitment and
retention trends, the functions performed by each job role, the number of employees
and distribution of job roles across state agencies, and how the salaries for each job
role compare to salaries paid by other employers. The report should be submitted
through the Secretary of Administration to the governor and the House Appropria-
tions and Senate Finance committees, by the last day in August in the first year of
every biennial budget. This Code change would require technical amendments to elim-
inate the reports currently required under §§ 2.2-1201 A.15 and 2.2-1202. (Chapter 4)

RECOMMENDATION 6

The General Assembly may wish to consider including language in the Appropriation
Act requiring the Department of Human Resource Management to conduct analysis
on the effect of salary increases from the previous two biennial budgets on recruit-
ment and retention of state employees. Analysis should focus on job roles with previ-
ously-identified recruitment and retention challenges and the effect of salary increases,
or lack thereof, on recruitment and retention. This information should be included in a
biennial report to the governor and the House Appropriations and Senate Finance com-
mittees at the end of August in the first year of every biennial budget. (Chapter 4)

RECOMMENDATION 7

The General Assembly may wish to consider including language in the Appropriation
Act granting agencies the option to increase individual employee salaries by different
percentages, within the total amount appropriated for salary increases for each job
role. The Appropriation Act should require the Department of Human Resource
Management to specify, through policy, the factors that agencies should consider when
determining salary increases for individual employees. These factors should include
experience, job responsibilities, and performance. (Chapter 4)

RECOMMENDATION 8

The General Assembly may wish to consider including language in the Appropriation
Act (i) directing the Department of Human Resource Management (DHRM) to es-
tablish guidelines for performance-based pay models and (if) allowing agencies to im-
plement performance-based pay models within the guidelines established by DHRM.
(Chapter 4)

vi
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RECOMMENDATION 9

The Department of Human Resource Management should develop and offer training
and support for all state agency human resources staff on how to (i) maximize the use
of pay practices and salary data; (ii) manage staffing issues and handle employee com-
plaints; (iii) identify and address workforce challenges; and (iv) align salaries based on
individual factors. This training should be mandatory for each agency’s human re-
sources manager. (Chapter 4)

vii



Recommendations: Total Compensation for State Employees

viii



1 Overview of State Employee Compensation

SUMMARY State agencies are charged with a diverse array of missions, mandates, and ob-
jectives, and they rely on a diverse range of occupations to operate successfully. In order to
effectively recruit and retain qualified employees, the state provides salaries and benefits that,
taken together, are intended to be comparable to the compensation provided by private
sector employers. Virginia spent $7 billion on state employee salaries and benefits in FY17,
accounting for approximately 13 percent of the overall state budget. Given the size of the
state’s investment and the importance of having qualified employees, effective employee
compensation policies are necessary to manage and carry out state agencies’ diverse mis-
sions. The governor and General Assembly establish and fund statewide compensation poli-
cies, but individual agencies have some flexibility to use compensation to meet their specific

workforce needs.

In 2017 the Joint Legislative Audit and Review Commission (JLARC) directed JLARC
staff to study the total compensation provided to Virginia state employees, including
cash compensation and benefits. The study was a recommendation from the Commis-
sion on Employee Retirement Security and Pension Reform (sidebar). The mandate
directs JLARC to (1) compare the value of total compensation provided to state em-
ployees to that provided by other large employers that recruit employees for similar
occupations; (2) research how best to improve recruitment, retention, and motivation
of state employees; and (3) identify cost-effective approaches to ensure agencies can
employ an effective workforce. (See Appendix A, the mandate for this study.)

A variety of research activities were conducted to complete this study. JLARC con-
tracted with Mercer, a consulting firm with experience assessing total compensation,
to assist with many aspects of this study. Mercer evaluated the total compensation
provided by the state to classified employees, and compared it to the compensation
provided by private employers, the federal government, Virginia local governments,
and other state governments. To better understand the recruitment and retention chal-
lenges faced by agencies and the role of compensation in these challenges, JLARC
staff interviewed state agency staff in Virginia and other states; conducted a survey of
state agency directors, human resources managers, and state employees; and analyzed
state employment data to better understand agency and occupation-specific workforce
challenges. (See Appendix B for the research methods used in this study.)

The Commission on Em-
ployee Retirement Se-
curity and Pension Re-
form was created by the
General Assembly in
2016 and directed to
study, report, and make
recommendations on a
variety of topics, includ-
ing state employee com-
pensation.

The 21-member com-
mission includes legisla-
tors, citizen-appointees
and ex-officio members
from state government
agencies.




The maximum employ-
ment level is the state's
authorized number of
full-time, salaried em-
ployees.

Non-classified employ-
ees are not the focus of
this study because they
are not subject to the
statewide compensation
policies and other hu-
man resource policies
that are addressed by
this study.

The 2005 Higher Educa-
tion Financial and Ad-
ministrative Operations
Act allowed colleges and
universities to convert
certain salaried non-fac-
ulty positions from clas-
sified to non-classified,
resulting in an almost 15
percent decrease in the
size of the classified
workforce since FY07.
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Virginia employs a large and diverse workforce to
accomplish agency objectives

The state has a maximum employment level of about 105,000 full-time, salaried em-
ployees (sidebar). State employees work in a broad range of agencies and occupa-
tions, and are categorized as either classified or non-classified, with higher education
faculty and administration making up the majority of non-classified employees (Fig-
ure 1-1). There are approximately 72,000 classified jobs, but the number of actual
employees was about 62,500 in FY17 due to vacant positions. These classified em-
ployees are assigned to specific job roles under the state’s hierarchy of job classifica-
tions. Classified employees are subject to the Virginia Personnel Act and the state’s
compensation and human resources policies. Although classified employees are the
focus of this study, some of the findings and recommendations may be applicable
to non-classified employees as well (sidebar).

FIGURE 1-1
Majority of full-time, salaried positions are classified (FY17)

Other non-classified
10,261

Faculty non-classified

23,131 105,519

Total
employees

Classified
72,127

SOURCE: JLARC analysis of Department of Human Resource Management (DHRM) employee data, FY17.

NOTE: Includes unfilled full-time positions. Excludes wage employees, temporary employees, and contractors. Other
non-classified employees include judges, legislative staff, appointed positions, and employees of independent agen-
cies.

The size of the state workforce has been stable over time and is average in size com-
pared to other state governments. The total number of state employees has increased
by about one percent in the past 10 years, with the only significant change being a shift
in the proportion of classified and non-classified employees (sidebar). Virginia ranks
28th nationally in state employees per capita, with 1.5 full-time equivalent employees
per 100 people. With a maximum of around 105,000 salaried employees, the state is
the second largest public employer in Virginia. The state workforce is substantially
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larger than local governments; Fairfax County, the most populous county in the state,
employed 12,335 staff in 2016, not including teachers. Several state agencies, includ-
ing the Virginia Department of Transportation and some public universities, are
among the state’s largest employers, across both the public and private sectors.

While the total size of the classified workforce has remained relatively stable, employ-
ces leave their state jobs each year for retirement, other jobs, or for other personal
reasons (more than 9,000 employees in FY17). This turnover requires agencies to re-
cruit new employees to fill these jobs. Virginia’s voluntary turnover rate, which primar-
ily includes employees who leave for other jobs (sidebar), has been increasing in recent
years, but this trend is in line with national benchmarks (Figure 1-2). Voluntary turno-
ver for all state and local governments (9.2 percent) was higher than Virginia’s (7.9
percent) on average over the past three years. The three-year average vacancy rate for
full-time classified positions was 13.2 percent and varied by job role. There is no na-
tionwide vacancy rate benchmark for comparison.

FIGURE 1-2

Vacancy rate reflects the
percent of full-time posi-
tions that are unfilled by
a permanent employee.

Voluntary turnover oc-
curs when an employee
chooses to leave the
state workforce for rea-
sons other than retire-
ment, dismissal, long-
term disability, or death.

Virginia’'s voluntary turnover rate followed the same trend as state and local governments

nationwide (FYO8-FY17)

Nationwide
10.0% state and local

government

9.0
Virginia

8.0 state classified
workforce

7.0

6.0

5.0

4.0

3.0

2.0

1.0

0.0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

SOURCE: JLARC analysis of DHRM employee and personnel transaction data, FYO8-FY17, and Bureau of Labor Statistics Job Openings and

Labor Turnover Survey, FY08-FY17.



Occupational family is a
broad grouping of jobs
that share similar voca-
tional characteristics.

Career group identifies a
specific occupational
field common to the la-
bor market.

Job role describes a
broad group of occupa-
tionally related positions
that represent different
levels of work or career
progression.
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The state’s classified workforce is concentrated in a few agencies. Two-thirds of clas-
sified employees are employed by just 10 state agencies (Table 1-1).

TABLE 1-1
Nearly two-thirds of state classified workforce is concentrated in 10 agencies

Number of Percentage of total

Agency employees classified workforce
Department of Corrections 10,998 17.6%
Department of Transportation 7,461 11.9
Department of Behavioral Health and Developmental Services 6,047 9.7
Virginia Community College System 3,363 54
Department of Health 3,188 5.1
Virginia Commonwealth University 2,677 43
Department of State Police 2,589 4.1
Department of Motor Vehicles 1,887 3.0
George Mason University 1,658 2.7
Department of Social Services 1,555 2.5
Total for top 10 agencies 41,423 66.3%

The federal Standard
Occupational Classifica-
tion system is managed
by the Bureau of Labor
Statistics, and is used to
classify workers in occu-
pational categories for
the purpose of collect-
ing, calculating, and dis-
seminating data. It in-
cludes over 800
occupational titles.

SOURCE: JLARC analysis of DHRM employee data, FY17.
NOTE: Excludes wage employees, temporary employees, and contractors.

The occupations in the state’s classified workforce are diverse and include many posi-
tions that require specialized skills. The state’s job classification system consists of
seven occupational families:

e Administrative services (30 percent of the classified workforce);

e Education and media services (seven percent);

e Engineering and technology (nine percent);

e Health and human services (12 percent);

e Natural resources and applied science (five percent);

e Public safety (21 percent); and

e Trades and operations (15 percent).

The state’s seven occupational families are divided into 56 career groups and 289 job
roles (sidebar). Multiple job roles exist for some occupations that are similar in nature
but require different levels of experience. For example, Program Administration Spe-
cialist I, II, and III are three distinct job roles, but the levels (I, II, and III) reflect
escalating knowledge, skills, and responsibilities. The 10 job roles with the largest num-
bers of employees account for more than 40 percent of all classified staff (Table 1-2).
Certain job roles include multiple job titles, as defined by the federal Standard Occu-
pational Classification system (sidebar). For example, the Forensic Science Specialist
IT job role includes three titles: forensic photographer, forensic scientist trainee, and
fingerprint technician supervisor. This classification system was implemented on the
recommendation of a temporary legislative commission in 2000.
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TABLE 1-2
More than 40 percent of state classified workforce is concentrated in 10 job roles
Number of Percentage of total
Job role employees classified workforce
Administrative and office specialist Il 6,395 10.2%
Security officer llI 5,814 9.3
Transportation operator Il 2,361 3.8
Direct service associate |l 1,953 3.1
Administrative and office specialist Il 1,880 3.0
Program administration specialist | 1,843 2.9
Program administration specialist Il 1,535 2.5
Housekeeping and/or apparel worker | 1,412 23
Information technology specialist |l 1,323 2.1
Financial services specialist | 1,285 2.1
Total for top 10 job roles 25,801 41.2%

SOURCE: JLARC analysis of DHRM employee data, FY17.
NOTE: Excludes wage employees, temporary employees, and contractors.

Some of these job roles require specialized skills or advanced degrees and are in a wide
variety of fields. For example, the state employs more than 3,000 information technol-
ogy specialists across nearly all state agencies, and more than 500 scientists in many
different scientific fields. There are also more than 1,200 nurses, nurse practitioners,
and physician assistants who work for the state. As of FY16, one-third of classified
employees had at least a bachelor’s degree, and one in 10 had at least a master’s degree.
For many of these job roles, the state is only one of many employers competing for
qualified employees, underscoring the importance of offering competitive salaries and
benefits.

Total compensation for state employees includes
salaries and benefits

There are five key elements of compensation for Virginia employees:
e cash compensation (salary and cash bonuses);
e health insurance;
e retirement (including retiree health insurance credits);
e paid leave; and

e other benefits (including life insurance and disability coverage).



Preferred provider or-
ganization (PPO) plans
use a group of doctors,
hospitals, and other pro-
viders who agree to pro-
vide services under the
plan.

Consumer-driven plans
tend to have lower
monthly premiums but
members have higher
out-of-pocket costs with
the goal of incentivizing
more cost-effective
health care choices be-
cause members pay
more of the actual cost
of services. Providers
typically must be in-
network to be covered.

Defined benefit retire-
ment plans, often called
pension plans, provide
employees with a guar-
anteed retirement bene-
fit, typically based on a
formula using the em-
ployee’s average final
compensation and years
of service. These plans
are typically insured by
the federal government.

Defined contribution
retirement plans, which
are similar to a 401K, are
funded by contributions
from the employee or
employer (or both), typi-
cally as a percentage of
annual income. The
value of the account
fluctuates with invest-
ment gains or losses.
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Nearly all classified employees receive an annual salary, and all full-time employees are
eligible for health insurance, retirement, leave, and other benefits. Typically, salary ac-
counts for 80 percent of an employee’s total compensation. The median salary for
classified state employees was $44,413 as of August 2017. Bonuses are used by most
agencies, but the extent varies significantly across agencies and largely depends on the
availability of funding.

Virginia’s salary structure underwent significant changes in 2000 after the state’s effort
to reform employee compensation. These changes resulted in the current job classifi-
cation structure, in which all job roles are assigned to one of nine broad pay bands
that each have a minimum and maximum salary. These pay bands replaced a more
structured, prescriptive system of pay bands in which employees received salary in-
creases by moving to a new “step” within the pay bands on the basis of tenure or
performance. The broader pay bands were designed to provide agencies with the flex-
ibility to manage employee salaries based on many factors, including performance.
However, the performance-based pay policy that was part of this compensation re-
form has never been funded or fully implemented. Agencies conduct performance
evaluations each year but lack the authority to use discretionary funds to change em-
ployee salaries based solely on performance. Moreover, the General Assembly has not
appropriated funds to be used for performance-based pay since compensation reform
took place in 2000.

Employees can choose one of four different comprehensive health insurance plans.
Plans include a traditional preferred provider organization plan (COVA Care), two
consumer-driven health plans with low premiums and high deductibles (COVA
HealthAware and COVA HDHP), and one regional health management organization
(Kaiser Permanente). Ninety percent of state employees enroll in a health insurance
plan, with 82 percent enrolled in the COVA Care plan, and the remaining eight percent
enrolled in one of the other three plans. The state pays for most of the monthly pre-
mium for all plans. Employee out-of-pocket costs, such as deductibles, copays, and
coinsurance for specific services, vary by plan.

Employees are enrolled in one of five retirement plans. Most employees are enrolled
in one of Virginia’s defined benefit, pension-style plans. All state employees earn Social
Security credits during employment. Except for employees in positions that qualify for
one of the state’s hazardous duty retirement plans, the state’s defined benefit retire-
ment plans are closed to new employees. Instead, new non-hazardous duty employees
are enrolled in the hybrid retirement plan, which has a smaller defined benefit compo-
nent, coupled with a defined contribution component. The hybrid plan was created by
the General Assembly in order to manage rising state costs for retirement benefits. For
state police officers, the state provides the State Police Officers Retirement System
(SPORS), and for employees in other hazardous duty job roles, the state provides the
Virginia Law Officers Retirement System (VaLORS). These plans typically have a
higher retirement benefit and an earlier retirement age than the defined benefit plans
for other state employees (Table 1-3).
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TABLE 1-3
Virginia provides five different retirement plans
Defined
State employees  Unreduced Employee Defined benefit  contribution
enrolled? retirement age  contribution multiplier match (max)®
Plan 1 42,127 >0 ‘g'fti‘:;fl)ig’:ars 5% 1.7% $20/month
Plan 2 17,396 Y;if;’g:i“’g"ée 5% 165% $20/month
. Years of service 4% to DB; o o

Hybrid 17,754 plus age = 90 1-5% to DC 1.0% 3.5%
SPORS 1,848 >0 "(‘)’:f?efjig:ars 5% 1.85% $20/month
VaLORS 8,650 >0 "g:f?efvﬁg’:ars 5% 2.0% $20/month

SOURCE: JLARC analysis of Virginia Retirement System data and documents, September 2017.

NOTE: Percentages in table represent percent of employee salaries. VaLORS members have either a 1.7% retirement
multiplier with a hazardous duty supplement or a 2% retirement multiplier with no hazardous duty supplement,
depending on when they were employed. All SPORS members with at least 20 years of service are eligible for the
hazardous duty supplement in addition to their pension benefit.

?Includes all beneficiaries and retirees, including active and deferred members.

®The cash match is not a core component of Plan 1, Plan 2, SPORS, or VaLORS, but is available as a supplement.

The state offers all eligible employees several types of paid leave, including holidays.
The types of leave vary, depending on when an employee joined the state workforce,
and amount of leave depends on years of service with the state (Table 1-4). Employees
accrue annual leave each pay period and can roll over unused annual leave up to a
specified limit. Unused sick leave, community service leave, and family/personal leave
under the Virginia Sickness and Disability Program (VSDP) do not roll over from one
year to the next. Employees who are not in the VSDP can roll over unused sick leave
each year. In addition to the types of leave discussed above, there are several other
paid leave categories available to employees, dependent on certain criteria. Examples
of these additional paid leave categories include civil and work related, educational,
and military leave. Employees may also be granted leave by agency management, in-

cluding compensatory, recognition, and sign-on leave when employees first accept a
job.
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TABLE 1-4
State employees receive at least five different types of paid leave
Legacy leave system VSDP
Annual leave — lowest - 12 days . 12 days
limited carryover limited carryover
Annual leave — highest - 27 days - 27 days
limited carryover limited carryover
Sick leave . .1 > days 8-10 days
unlimited carryover
Family/personal leave N/A 4-5 days
Community service leave 2 days 2 days
Holidays 12 days 12 days

SOURCE: JLARC analysis of DHRM paid leave policies.

NOTE: The legacy leave system applies to staff who were employed by the state before 1/1/1999. VSDP applies to
staff who were employed after 1/1/1999 and those employed before 1/1/1999 who voluntarily enrolled in the 1999
enrollment period or did not later opt out during the 2002 enrollment. Virginia provides additional holiday leave
around Christmas, New Years, and Independence Day in some years.

State spending on compensation is primarily for
salaries, health insurance, and retirement

In FY17, the cost to the state of total compensation for all state employees was
approximately $§7 billion, with 90 percent of expenditures for cash (including salaries
and bonuses), health insurance, and retirement. The remaining 10 percent of spend-
ing was on leave and other benefits, including life insurance and contributions to
Social Security and Medicare (Figure 1-3). For 46 percent of employees, compensa-
tion is paid from the general fund, with 54 percent of positions paid from non-
general funds. Employees contribute to the cost of their benefits by paying a portion
of health insurance premiums and contributing toward the cost of their retirement
plans.

Although the size of the state workforce has been stable over the past 10 years,
spending on compensation has increased by eight percent during that same time,
adjusted for inflation. This is mostly due to health insurance and retirement spend-
ing, which have increased 31 percent and 13 percent respectively (Table 1-5). In-
creased spending on health insurance is due to the increasing costs of providing
these benefits, not an expansion of benefits. The key driver of growth in retirement
spending is the General Assembly’s commitment to ensure the state has sufficient
resources to pay for future retirement benefits. Spending on compensation has, how-
ever, decreased as a proportion of the state’s operating budget in the past 10 years,
from 18 percent to 13 percent.
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FIGURE 1-3
Virginia spent $7 billion on employee compensation in FY17

T Other
0,
Social Security and Medicare 4% | $0.3B
$0.5B
Retirement —
$0.7B
Salaries
and bonuses
$4.4B

Health insurance
$1.1B

SOURCE: JLARC analysis of expenditure data from Commonwealth DataPoint, October 2017.

NOTE: Excludes compensation for faculty, appointed officials, and wage employees. Excludes costs to employees,
such as health insurance premiums and retirement plan contributions. Excludes benefit payments.

@ Figures related to leave do not represent actual cash outlays, since agencies pay employees their full salary during
leave (except when employees are on leave without pay). ® Includes contributions by state to pre-fund future benefit
payouts. Excludes actual benefit payments to retirees.

TABLE 1-5
Increase in compensation expenditures is driven by health insurance and
retirement

Cost ($ million) 10-year change ($ million)
Overall Overall Average

FYO08 FY17 $ % annual %
Cash compensation $4,221 $4,413 $192 45 0.5
Health insurance 869 1,138 269 31.0 3.1
Retirement @ 648 730 82 12.7 13
Other® 725 705 -20 -2.8 -0.3
Total $6,463 $6,985 $522 8.1% 0.8%

SOURCE: JLARC analysis of expenditure data from Commonwealth DataPoint, October 2017.

NOTE: Adjusted for inflation. Excludes compensation for faculty, appointed officials, and wage employees. Excludes
costs to employees, such as health insurance premiums and retirement plan contributions. Excludes benefit pay-
ments.

@Includes contributions by state to pre-fund future benefit payouts. Excludes actual benefit payments to retirees.
Retirement expenditures represent actual spending and do not include the full actuarially determined contribution
rate in the years when it was not funded. ° Includes expenditures related to leave, life insurance, disability, retiree
health, Social Security and Medicare. Figures related to leave do not represent actual cash outlays, since agencies pay
employees their full salary during leave (except when employees are on leave without pay).



Chapter 1: Overview of State Employee Compensation

The governor, General Assembly, and agency leaders
are responsible for effective compensation

Multiple decision-makers are responsible for ensuring the effective use of compensa-
tion to meet the state’s workforce needs. Virginia’s goal is to provide compensation
that is sufficient to

e attract qualified employees;
e retain qualified employees;
e reward sustained high performance; and

e support supervisors in accomplishment of agency objectives.

Through statute, the General Assembly established the goal of compensating state
employees at rates comparable to rates of compensation for employees in the private
sector (§ 2.2-1202 of the Code of Virginia).

State policies for changing employees’ compensation are established by the governor
and the General Assembly and implemented by agencies. The governor and the Gen-
eral Assembly establish compensation policy for all elements of compensation and,
through the budget, designate funding for compensation—including salaries, health in-
surance premiums, and retirement contribution rates. The Department of Human Re-
source Management (DHRM), the Department of Planning and Budget (DPB) and
the Virginia Retirement System (VRS) work with the governor and General Assembly
in making these decisions through policy analysis and actuarial analysis. All state agen-
cies are ultimately responsible for implementing state compensation policies and per-
sonnel decisions, with assistance from DHRM and VRS (Figure 1-4).

FIGURE 1-4
Governor, General Assembly, and agencies are responsible for effective
employee compensation

ﬁ
Establish policy and Administer policy statewide Implement policy
appropriate funding and work with governor at agency level

and General Assembly

B Governor m All agencies

B General Assembly = DHRM (assisted by
® DPB DHRM and VRS)
H VRS

SOURCE: JLARC analysis of Code of Virginia, Appropriation Act, and interviews with state agency staff.
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Salaries, the largest component of compensation, can be changed by the governor or
General Assembly through the budget process or by agencies using their existing dis-
cretionary funds. The governor proposes across-the-board and targeted salary changes
through the budget process. Requests for targeted salary changes are typically initiated
by agencies as a decision package (sidebar). Decision packages require approval by the
appropriate cabinet secretary before being submitted to the Department of Planning
and Budget and considered by the governor for inclusion in the executive budget. The
executive budget, and any compensation changes it includes, is then considered and
modified by the General Assembly. Without additional appropriations through the
state budget, agencies are still able to adjust cash compensation for specific employees
within their existing budgets. These adjustments include recruitment and retention bo-
nuses, salary increases for employees who gain new skills or take on new responsibili-
ties, and salary increases to match an employee’s job offer from another organization.
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Agencies submit
decision packages to
the Department of Plan-
ning and Budget to re-
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2 State Employee Compensation Compared

to Other Employers

SUMMARY The value of total compensation for Virginia's state employees is, on average,
comparable to what other organizations provide. State employee benefits are the most com-
petitive element of state employee compensation, while salaries are the least competitive.
State employee salaries are competitive overall but are well below market for some jobs.
Salaries need to be managed over time to maintain Virginia’'s comparable compensation
package. There are changes that could be made to employee health insurance benefits that
could allow the state to shift more investments towards salaries and continue to provide total
compensation that is comparable to what other employers offer; however, changes to bene-

fits could diminish what is perceived to be the state's competitive advantage.

Compensation is a key reason employees choose to work for the state, along with other
factors such as public service mission, work-life balance, and job stability. If state com-
pensation is not comparable to compensation provided by other organizations, quali-
fied employees may choose to work elsewhere. Therefore, competitive compensation
is essential to agencies’ ability to recruit and retain an effective workforce to implement
state programs, protect public health and safety, and manage public funds.

For this study, JLARC hired a consulting firm, Mercer, to conduct a comparison of
Virginia’s total compensation to that of other employers seeking to recruit employees
for similar jobs. Mercer compared the value of Virginia’s cash compensation to other
employers in Virginia, and compared the value of health insurance, retirement, and
leave benefits to 20 other employers in Virginia and seven other state governments.
This type of analysis enables state agencies to better understand how organizations
they compete with are compensating their employees. It also helps the General As-
sembly understand the effectiveness of its investments in state employee compensa-
tion and where additional investments might need to be targeted. (See Appendix B for
information on Mercer’s methodology.)

Overall, Virginia’s total compensation is comparable
to the compensation that other employers provide

The value of the salaries and benefits for current state employees is, on average, nearly
equivalent in value to what is provided by other public and private sector employers in
the state. This was also the case 10 years ago, when a 2008 JLARC study found that
the value of Virginia’s salaries and benefits was, on average, 96 percent of the value of
what other employers provided. The state’s non-cash benefits, such as health insurance
and the legacy retirement plans that most current employees are enrolled in (employees
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pensation for 67 job
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account for half of Vir-
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force.
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hired prior to January 1, 2014), are much more competitive than its salaries. For most
current employees, Virginia’s health insurance benefits (124 percent of market median)
and retirement benefits (136 percent of market median) are more valuable than the
benefits provided by other employers, while salaries (91 percent) lag behind other em-
ployers on average (Figure 2-1).

FIGURE 2-1
Virginia's combination of cash compensation and benefits is comparable to market

Legacy defined

benefit plans .

Hybrid plan +
current defined
benefit plans

Hybrid plan
only

Market

With legacy With current
retirement retirement
plans 1 97% | | 959 | plans

Total Salary Health Retirement

compensation insurance (assumes maximum
employee contribution)

SOURCE: Mercer comparison: Virginia total compensation to total compensation provided by other public and private employers in Virginia, 2017.
NOTE: Salary comparison uses average salaries for Virginia employees compared to median salaries of employees in other organizations,
which is Mercer's standard approach. Using the median salary for Virginia reduces the competitiveness of salaries by 1.8 percent. Value of
hybrid retirement plan assumes that all employees maximize voluntary contributions. Data is not available on the actual voluntary contri-
butions made by employees in other organizations and the match actually provided by other employers, so the comparison is based on
the maximum potential value. Salary and health insurance figures include employees in all types of retirement plans, as retirement benefits

do not affect these elements of compensation.
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The value of Virginia’s total compensation compared to other employers remains
about the same as it was 10 years ago mostly because health insurance and retirement
benefits (for most current employees who are in the state’s defined benefit plans) re-
main substantially above the market. Cash compensation (salaries and bonuses) re-
mains below what other employers pay.

The value of what Virginia offers to newly hired and prospective employees is still gen-
erally comparable to what other employers provide but slightly less so. This is because
most employees hired on or after January 1, 2014 are enrolled in a new hybrid retire-
ment plan, which is less valuable than the legacy defined benefit retirement plans in
which most current employees are enrolled.

The competitiveness of state compensation varies widely across job roles. For the ma-
jority of job roles in this analysis, total compensation is competitive; however, for
about a fourth of analyzed job roles, compensation is not competitive. There is no
statutory or policy guidance about what Virginia considers “comparable” compensa-
tion, but JLARC staff considered between 90 percent and 110 percent of the market
median to be a competitive range. Employees in about two-thirds of the job roles,
which includes more than 22,000 employees (72 percent) in Mercer’s analysis, have
total compensation that is within this competitive range. The job roles were selected
to represent a cross-section of the state workforce and are a strong indicator of how
competitive Virginia’s compensation is across job roles. (See Appendix C for the re-
sults of Mercer’s analysis for each job role.)

Three of the largest job roles in the classified workforce—Security Officer 111, Trans-
portation Operator I, and Direct Service Associate II—all fall within this competitive
range. Security officers are responsible for offender security at correctional facilities
operated by the Departments of Corrections and Juvenile Justice. Transportation op-
erators perform road construction and maintenance for the Department of Transpor-
tation, and direct service associates are primarily psychiatric technicians at Department
of Behavioral Health and Developmental Services mental health hospitals.

About one fourth of the job roles and employees used in the comparison had total
compensation that was not competitive with other employers (Figure 2-2). The largest
job role in the classified workforce—Administrative and Office Specialist 111, which
provides a wide variety of support and administrative functions across nearly all agen-
cies—falls below the competitive range. Program Administration Manager III is also
below the range, and these staff are responsible for overseeing the implementation of
complex or multiple public programs. Three health and safety inspector jobs—Health
Care Compliance Specialist 11, Agricultural Specialist IV, and Compliance and Safety
Officer III—were identified by agencies as being difficult to recruit and retain, and all
three lack competitive total compensation.
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Cash compensation in-
cludes base salary and
bonuses. Salaries are the
primary form of cash
compensation because
in most cases, the state
does not use bonuses as
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compensation, including
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market median.

Total compensation in-
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and benefits.
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set of the employment
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for qualified employees.
(See Appendix B, re-
search methods.)




Chapter 2: State Employee Compensation Compared to Other Employers

FIGURE 2-2
Total compensation is within 10 percent of the market median for two-thirds of
job roles

Percentage of job roles Percentage of employees

B Below 90% of [l Between 90% and 110% || Above 110% of
market median of market median market median

SOURCE: Mercer comparison of Virginia employee total compensation to total compensation provided by other
public and private employers in Virginia, 2017.
NOTE: Figures include only the 67 job roles analyzed by Mercer.

Salaries for some jobs are below market

Opverall, state employee salaries are competitive with what other employers pay, but are
at the bottom of what is considered a competitive range. Salaries are the most visible
component of compensation for employees and represent about 80 percent of the
value of total compensation. Salaries are substantially behind the market for some jobs,
and above for others, ranging from 62 percent to 112 percent of the market median.
Salaries for seven job roles are less than 80 percent of what comparable employers
pay, and this difference can be substantial. For example, the average salary for Agricul-
tural Specialist IV is $42,972, nearly $11,000 less than the median salary paid by other
employers.

The job roles that lag behind the market median by at least 20 percent include some
critical state government functions (Figure 2-3 and Table 2-1). Procurement managers’
salaries are just 74 percent of what other employers pay; employees in this job role,
across a variety of agencies, oversee more than $6 billion in state contracts each year.
Registered Nurse Managers earn 79 percent of market compensation; employees in
this job role oversee patient care at health departments and mental health facilities
across the state.
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FIGURE 2-3

For some job roles, salaries lag 20 percent or more behind what other employers pay

Statewide average
Agricultural specialist IV
Registered nurse manager |
Procurement manager Il
Admin and office specialist Il
Psych |/Psychology associate |
Emergency coordinator ||

Assistant attorney general |l

91%
80%
79%
74%
72%
72%
67%
62%
0 10 20 30 40 50 60 70 80 S0 100

Percentage of market median

SOURCE: Mercer comparison of Virginia employee total compensation to what is provided by other public and private employers, 2017.
NOTE: See Appendix C for the results of all job roles analyzed by Mercer.

TABLE 2-1

Job roles with salaries that are significantly behind market perform key functions at many

different agencies (FY17)

Number of
Job role Responsibility employees? Agencies
Agricultural specialist IV Farm and food inspections 63 VDACS
Registered nurse manager | Supervising direct patient care 203 DBHDS, VCU, DOC
Contract development and Numerous
Procurement manager Il . . 78 .
administration agencies
Administrative and office specialist Il ]lc\/lultlple administrative and support 6,395 Numerpus
unctions agencies
Psychologist | Conduct psychological assessment 85 DOC, DBHDS
and treatment
Emergency coordinator Il Disaster preparedness 131 VDEM
Assistant attorney general I Represent state in legal matters and 34 OAG

advise agencies

SOURCE: Mercer comparison of Virginia employee total compensation to what is provided by other public and private employers and
JLARC analysis of DHRM job classification documents and workforce data, FY17.
NOTE: The list of agencies impacted may not include all agencies where these job roles are found.
@Mercer did not include all employees in their comparison, but instead used those that performed the most similar functions, to enable a
more precise match to employees of other organizations.
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JLARC's survey of state
employees received re-
sponses from over 4,500
classified employees

across 259 job roles and
89 state agencies, facili-
ties, and field offices.

The survey addressed
topics including turnover
intention, satisfaction
with different elements
of compensation, job
satisfaction, and why
employees came to work
for the state. A total of
9,799 employees were
surveyed (49.6% re-
sponse rate).

Virginia employees
choose from four dif-
ferent health plans:

COVA Care is a tradi-
tional preferred provider
organization plan.

COVA HDHP is a high-
deductible plan where
the employee pays zero
premium and assumes a
greater portion of actual
medical costs.

COVA HealthAware is a
similar high-deductible
plan but includes state
funding for a Health Re-
imbursement Account.

Kaiser Permanente is a
regional health manage-
ment organization plan
for employees in north-
ern Virginia.
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Managing employee salaries is the state’s primary mechanism for maintaining the com-
petitiveness of its total compensation. This is important for attracting and keeping a
qualified workforce. Salary is the only component of compensation that varies across
job roles, because most employees generally receive the same benefits. Salary is the
most effective mechanism that Virginia can use to recruit and retain employees be-
cause it tends to be valued more highly by employees than benefits are. When asked
on a survey to select the most important element of compensation, more than twice
as many employees indicated cash compensation than the second most common
choice, health insurance. Dissatisfaction with salary was the most common reason
cited by employees who indicated they may leave their current job in the coming year.

Comparisons to the market are an important tool to determine where to invest in sala-
ries, but market comparisons alone are not sufficient to determine if the state should
increase salaries for a specific job role. An effective compensation strategy should also
discern how critical seemingly undercompensated job roles are to the state and how
difficult it is for the state to recruit and retain qualified employees for those roles. Some
job roles that are paid comparably to other employers may need a salary increase. For
other job roles, compensation may lag behind the market and still be acceptable.

Value of the state’s benefits generally exceeds what
other public and private employers provide

Virginia provides a benefits package to all full-time state employees that includes the
common components provided by most employers. The main components of this
package are health insurance, retirement, and paid leave benefits. Most employees also
receive group life insurance and short- and long-term disability coverage. State em-
ployee benefits are comparable to or better than what other employers offer, and em-
ployees tend to be willing to accept salaries that are relatively low because the value of
benefits is relatively high. The value of retirement plans is different across employees
however, so those in the legacy defined benefit plans have stronger benefits than those
in the hybrid retirement plan, which impacts their total compensation.

Value of health insurance benefits is relatively high because the state
pays a higher proportion of cost of benefits

Virginia’s health insurance benefits are about 25 percent more valuable than what is
offered by other employers. The choice of plans, and the services covered by those
plans, are comparable to what is offered by other employers, but the state pays a higher
percentage of the costs of these benefits than most employers do. Employee premi-
ums and out-of-pocket costs are relatively lower for state employees (Figure 2-4). Us-
ing the most common plan as a comparison (COVA Care, used by 90 percent of em-
ployees enrolled), state employees pay less of the total premium than other employees.
Employee deductibles and out-of-pocket expense limits are also significantly lower for
state employees than those in other organizations.
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FIGURE 2-4
Virginia state employees pay less for health insurance than employees of other
public and private organizations

$8,500
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$600

Share of premiums Annual deductible Annual out-of-pocket limit

. Virginia state employees . Other Virginia employees . Other states’ employees

SOURCE: Mercer comparison of Virginia's health insurance benefits to those provided by other public and private
employers, 2017.

NOTE: Data represents the median percentage of premium, annual deductible, and annual out-of-pocket limit for in-
network services under PPO health insurance plans provided by other employers. Analysis includes 20 public and
private employers in Virginia and seven surrounding states. Analysis is for family coverage only and does not include
Premium Rewards. Comparing single and employee plus one coverage yields similar results.

Fewer Virginia employees choose consumer-driven health plans such as COVA high-
deductible health plan (HDHP) and COVA HealthAware. This choice is likely driven
by employee comfort with the traditional PPO plan and the low cost of the more
generous coverage available in that plan. Less than six percent of Virginia employees
are enrolled in consumer-driven health plans while on average 15 percent of public
sector employees and 30 percent of employees at large, private sector organizations
enroll in consumer-driven plans. These plans, which incentivize lower health care
spending, have very low monthly premiums but require greater out-of-pocket spend-
ing by enrollees. Under COVA HDHP and HealthAware, employees have a deductible
that is five to six times higher than under COVA Care, and then pay 20 percent of the
cost of most services, instead of a fixed copay, after they reach the deductible.

Increasing employee cost-sharing or incentivizing more employees to choose con-
sumer-driven health plans would bring Virginia’s health insurance plans more in line
with what other employers provide but could negatively impact recruitment and reten-
tion. Over time, Virginia’s health insurance will become the only part of the state’s
total compensation that remains more generous than what other employers provide,
because more of the state workforce will be enrolled in the hybrid retirement plan.
Health insurance is an important recruitment tool, as many employees indicated that
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ganization (PPO) plans
use a group of doctors,
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Hybrid plan members
contribute 4% of salary
toward their defined
benefit component.
Members are required to
contribute 1% of salary to
their defined contribu-
tion component and may
voluntarily contribute up
to an additional 4%. This
results in employees
contributing a total of
between 5% and 9% of
salary toward their re-
tirement benefits.

Comparisons assume
employees maximize
their retirement contri-
butions. Data is not
available on actual re-
tirement contributions at
other employers, so the
maximum is used to en-
able an appropriate
comparison.

Virginia implemented
auto-escalation starting
in January 2017. Hybrid
plan members will auto-
matically increase their
voluntary contributions
by 0.5% of their salary
every three years until
they reach the maximum
of 4%. It will take 24
years for an employee to
reach the maximum vol-
untary contribution
through auto-escalation.

Chapter 2: State Employee Compensation Compared to Other Employers

Virginia’s benefits package was one of the reasons that they initially chose to work for
the state. Health insurance is also a key retention tool; current employees view health
insurance as the most important benefit that Virginia provides. An increase in the
amount that employees pay for their current health insurance benefits, without a cor-
responding increase in salary, would likely be perceived by employees as a salary reduc-
tion, and would also decrease the competitiveness of total compensation. Moreovet,
the changes made to retirement benefit plans for most new employees have reduced
the value of the benefit to the point that health insurance is now the only state benefit
that is highly competitive from a recruitment standpoint. (See Appendix D for poten-
tial changes to Virginia’s health insurance plans.)

Hybrid retirement plan has a lower value than legacy plans, but is
comparable in value to market

Virginia’s legacy defined benefit retirement plans that are now mostly closed to new
enrollees are more valuable than what other employers typically provide, but the value
of the hybrid plan is comparable in value to the retirement plans offered by other
employers. Most current employees participate in the legacy defined benefit plans,
which provide a value that is more than 35 percent higher than what is typically offered
by other employers. Most new employees are required to enroll in the hybrid plan,
which is in line with the market median (Figure 2-5). However, this value assumes that
employees make the maximum voluntary contribution to the savings portion of the
plan (sidebar), but only 16 percent of employees were maximizing their contribution
as of September 2017.

The lower value of the hybrid retirement plan is largely due to employees paying more
for their benefits. Employees in the defined benefit plans contribute five percent of
their salary towards their retirement plans, while hybrid plan members need to con-
tribute nine percent of their salary to receive a projected retirement benefit that is
comparable to the benefit provided under Plan 1. VRS analysis indicates that contrib-
uting seven percent of salary would provide a benefit similar to that provided under
Plan 2.

More than 80 percent of hybrid plan members were not maximizing their voluntary
contributions as of June, 2017, further reducing the value of their retirement benefits
and their potential income replacement in retirement. Virginia legislation required the
implementation of auto-escalation for hybrid plan members in 2017, but prior to this
only 15 percent of hybrid plan members were making any voluntary contribution. The
auto-escalation policy has increased that percentage, but about 70 percent of those
making voluntary contributions are only making the minimum contribution of 0.5
percent.
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FIGURE 2-5
Hybrid retirement plan is less valuable than legacy defined benefit plans

11.2%

Value of retirement
benefits as a percentage

of annual salary A _
ssumes maximum
employee contributions

Assumes minimum
employee contributions

Plan 1 Plan 2 Hybrid

SOURCE: Mercer comparison of Virginia's retirement benefits to those provided by other public and private employ-
ers, 2017.

NOTE: Figures assume an employee retires at age 65 with 30 years of service. Value of hybrid retirement plan falls to
6.0% of salary when employees contribute the minimum required amount to the defined contribution portion.

The design of the hybrid retirement plan is also different from the defined benefit
plans, and these changes impact employees but are not directly captured when com-
paring the monetary value. These differences include that

e the hybrid plan includes a defined contribution component, which places the
investment and longevity risk on the employee, rather than the state; and

e most employees do not maximize the voluntary contributions for the hybrid
plan, significantly reducing the value of the plan.

Shifting the investment risk to the employee means that if employees’ defined contri-
bution accounts experience lower than projected investment returns, their ability to
retire with sufficient income is put at risk. Longevity risk means that if employees live
longer, they may exhaust their retirement savings while they still need it. Under the
defined benefit plan, the state assumes these risks and would need to increase annual
contributions if investment returns are lower than projected, and continue to provide
a benefit to employees, regardless of how long they live.

Employees in job roles that are designated as hazardous duty are eligible for increased
retirement benefits through the State Police Officers’ Retirement System (SPORS) and
the Virginia Law Officers’ Retirement System (VaLORS). Both of these plans provide
a level of income replacement in retirement that is generally comparable to hazardous
duty retirement plans in the seven other states used for the comparison. Virginia’s
hazardous duty employees pay less for these benefits (5 percent of salary) than the
median contribution required in these other states (6.5 percent of salary).
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The design of retirement plans offered by other employers varies, with public sector
employers more likely to include a defined benefit component as part of the primary
retirement plan for new employees. Five of the six public employers in Virginia that
were included in Mercer’s analysis provide a hybrid-style plan that includes both de-
fined benefit and defined contribution components, similar to Virginia’s. The majority
of private sector employers offer a defined contribution plan. However, five of the
seven other states provide a defined benefit plan (Table 2-2).

TABLE 2-2
Public sector employers are more likely to include a defined benefit
component in their primary retirement plan

Public employers  Private employers Other state
in Virginia in Virginia governments
Primary defined benefit plan 1of6 10of 14 50f7
Primary defined contribution plan 0of6 10 of 14 1of7
Primary hybrid-style plan 50of6 3of14 20of7

SOURCE: Mercer analysis of retirement plan design in 20 other employers in Virginia and seven other states: Mary-
land, North Carolina, South Carolina, Georgia, Kentucky, Tennessee, and West Virginia, 2017. South Carolina is in-
cluded in count of states with a defined benefit plan and of states with a defined contribution plan, because employ-
ees can choose which plan they participate in. More employees choose the defined benefit plan.

State employees are somewhat satisfied with their retirement plans but do not view
retirement benefits as one of the most important aspects of compensation. Employee
satisfaction is similar across all three primary retirement plans, indicating that employ-
ees are not as concerned with the relative value of their specific plan.

Two types of changes to the state’s retirement plans have been contemplated; these
changes will have little impact on the competitiveness of total compensation and will
increase state costs. There have been recent proposals to add an optional defined con-
tribution retirement plan and to direct more employee contributions toward the de-
fined contribution portion of the hybrid retirement plan. Adding an optional defined
contribution plan would not change the monetary value of Virginia’s retirement ben-
efits compared to other employers, but would increase administrative complexity and
the cost to the state, while reducing the key retention incentive that the current defined
benefit portion of the retirement plans provide. Moving employee contributions more
towards the defined contribution portion of the hybrid plan would improve the value
of retirement benefits compared to other employers, but it would also require addi-
tional employer contributions, increasing state costs.

Value of leave and other flexible benefits is comparable to market

Virginia provides paid leave that is in line with other employers. Virginia’s amount of
annual leave is comparable to the market for employers that use a traditional vacation
leave category. Virginia provides fewer sick days than most other employers, but more
personal days (Table 2-3). Employees covered under VSDP also receive up to 120 days
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of paid disability leave for an eligible injury or illness (must be employed for at least
one year to be eligible).

TABLE 2-3
Virginia's leave policies are comparable to what other employers provide

Number of days of leave per year

Public and private Other state
employers in Virginia governments

Type of leave Virginia (median) (median)
Annual leave (lowest amount) 12 11 14
Annual leave (highest amount) 27 25 24

Sick leave 8-10 12 15
Family/personal leave 4-5 Very few provide Very few provide
Community service leave 2 Very few provide Very few provide
Holidays 12 11 12

SOURCE: Mercer comparison of Virginia's leave benefits to those provided by other public and private employers, 2017.
NOTE: Data represents the median of the number of days of leave provided by other employers. Analysis includes 20
public and private employers in Virginia and seven surrounding states. Virginia provides additional holiday leave
around Christmas, New Years, and Independence Day in some years.

Virginia’s leave policies are generally less flexible than other employers. Virginia pro-
vides five primary categories of leave and limits the use of some types of leave to
specific purposes, such as sick leave for personal illness and community service leave.
Some employers use a consolidated category of paid time off that employees can use

for various purposes, including vacation time and sick leave. Virginia’s sick leave policy DHRM developed a

is more restrictive than most other states, as it limits the use of sick leave to only an  Proposal for a Paid
Time Off system in
2011. The proposal was
the result of three years
leave after the birth or adoption of a child. These other states also tend to permit sick  of collaboration between

employee illness or medical appointment. Most states permit employees to use at least
some of their sick leave for the care of an immediate family member or for parental

leave to accrue over an employee’s career, significantly increasing the amount of sick DHRM and relevant

leave available for these purposes. These policies are similar to Virginia’s legacy sick stakeholder groups.

leave program prior to the implementation of the Virginia Sickness and Disability Pro-
gram (VSDP). Virginia employees in the VSDP program can use one third of their
sick leave for care of a family member, and they receive four to five days of fam-
ily/personal leave that can be used for these purposes. Most other employers in Vir-
ginia provide a short-term disability program similar to Virginia’s while less than half
of the other states included provide a similar program.

Employees in general are very satisfied with their leave benefits, but leave benefits are
not a key element of compensation for recruitment and retention. More than 80 pet-
cent of employees surveyed are satisfied with their leave, but only three percent listed
it as the most important benefit.
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Analysis of parental
leave policies in other
states, as directed by
SB 1412 (2017) is pro-
vided in Appendix F.
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Virginia could alter its leave policies to allow greater flexibility in how employees use
their leave benefits. Virginia could consolidate its current leave categories into a single
category of paid time off for employees in the VSDP program. Employees would
then have more flexibility to use their leave to meet their personal needs, rather than
being restricted to the current uses for sick leave and community service leave. Virginia
could also allow employees to receive a cash payment in exchange for fewer days of
leave each year. This would allow employees to convert one type of compensation
(leave) into another (cash) if it is better for their personal situation. (See Appendix E
on the implementation of leave flexibilities.)

Virginia could also provide paid parental leave in addition to its current leave program.
Employees in VSDP can use annual and family/personal leave after the birth or adop-
tion of a child, but they cannot use sick leave that accrues over the course of their
career for this purpose. This is in contrast to most other states that allow employees
to use accrued sick leave that carries over each year for care of a family member, in-
cluding a new child. Recent legislation (SB 1412 of 2017) provides for paid leave for
adoptive parents and biological fathers. The legislation delayed implementation of the
new leave category until 2018 and directed JLARC to include the issue in this study.
JLARC’s analysis found that while other states generally provide more leave (through
accrued sick leave) that can be used for care of a new child than Virginia does, provid-
ing parental leave to biological fathers but not biological mothers may be in violation
of Equal Employment Opportunity Commission guidance. Virginia should seck a le-
gal opinion before reenacting SB 1412 in its current form. (See Appendix F on parental
leave policies in other states and the cost of providing parental leave in Virginia.)

Several factors should be carefully considered
before making compensation changes

The value of Virginia’s compensation is currently comparable to what is provided by
other employers, but it remains slightly less than the market median, and reductions in
the competiveness of salaries or benefits would hurt Virginia’s ability to maintain com-
petitive total compensation. Maintaining competitive compensation that enables agen-
cies to recruit and retain an effective workforce requires strategic management of each
element of compensation. Changes to salaries, health insurance, retirement, or leave
benefits would impact the value of total compensation, and if changes are made, cor-
responding changes to other elements could be necessary to maintain the competitive-
ness of total compensation. Decisions on compensation changes should be informed
by considerations of

e how Virginia’s compensation compares to other employers;
e the potential impact of changes on value of state employee compensation;
e the potential impacts of changes on the cost to the state and employees; and

e which aspects of employment matter most to employees.
p ploy ploy
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Salary is the most important element of compensation for state employees, but less
than one fourth of employees indicate they are satisfied with their salary (Figure 2-6).
Strategically managing employee salaries is therefore important to maintaining a qual-
ified workforce.

FIGURE 2-6
Employees are mostly satisfied with benefits but place higher value on salary

80% 83%

Salary Retirement benefits Health benefits Leave benefits

. Percentage of employees satisfied with this element

. Percentage of employees who consider this to be the most important aspect of their compensation

SOURCE: JLARC survey of state employees, 2017.

Despite these findings, increasing salaries by shifting state investments from the cur-
rent benefits package to cash compensation could diminish what is perceived to be the
state’s key competitive advantage. Employees are largely satisfied with their benefits,
and benefits continue to be the primary reason why employees first came to the state
and why they stay in the state workforce. Additionally, when asked about their general
beliefs about the positive aspects of working for the state, employees most commonly
responded that the state provides good benefits. Maintaining this competitive ad-
vantage is important for agencies’ ability to recruit and retain staff.
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3

Workforce Challenges

Role of Compensation in State Agency

SUMMARY Recruitment and retention of qualified employees is challenging for some state
jobs, and while there are several reasons for these challenges, employee salary is a key factor.
Low starting salaries hinder agencies’ ability to recruit qualified candidates, and a lack of
consistent salary growth contributes to retention problems. Workforce challenges have neg-
ative effects on agency operations and put state finances, public health, and public safety at
risk. Increased capacity for data management, additional data, and more information on re-
cruitment and retention are necessary in order to address problems in these areas. Non-
compensation factors also affect agencies’ abilities to recruit and retain qualified employees,
and agencies could better leverage these factors to address workforce challenges to some

extent.

State agencies need to recruit and retain a qualified workforce to effectively carry out
their missions and implement their programs. However, some job roles (sidebar) and
agencies are experiencing significant challenges maintaining sufficient qualified staff,
resulting in risks to the state’s finances, public health, and public safety. Recruitment
and retention challenges can compound each other, exacerbating operational issues at
some agencies. Compensation, specifically salary, is a primary factor in recruitment
and retention challenges and is the aspect of compensation over which state and
agency leaders have the most direct control. It is important for decision-makers to
understand the state’s difficulties with recruitment and retention, and the role com-
pensation plays in them, so that compensation investments can be directed where they
are most needed.

Compensation is a key factor in recruitment and
retention challenges

Employees consider a combination of compensation and other factors, such as job
stability and career advancement, when deciding to work for the state and when con-
sidering whether to leave their state jobs. Many agencies are impacted by an inability
to recruit and retain staff for key positions when they are not able to offer a sufficient
combination of these factors. Salary increases are the most direct mechanism available
to agencies to manage workforce challenges.
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A job role is a classifica-
tion developed by
DHRM for different oc-
cupations in the classi-
fied state workforce.
Much of the analysis in
this chapter refers to job
roles, but job roles can
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health care and infor-
mation technology.

Compensation is the pri-
mary reason for issues
related to recruiting
[and] hiring the best
qualified candidate.

— HR director
Commerce and
trade agency




The JLARC survey of
state agency human re-
source directors and
agency heads received
responses from 96 agen-
cies, facilities, and field
offices. Survey topics in-
cluded workforce chal-
lenges and causes, im-
pact of workforce chal-
lenges on the agency,
pay practices, and the
effectiveness of elements
of compensation for
recruitment, retention,
and employee motiva-
tion.
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Salary has a significant influence on agencies’ ability to recruit and
retain qualified employees

Paying employees an appropriate salary as part of a competitive total compensation
package is essential for recruiting and retaining a qualified workforce. State employees
do not always expect to be paid salaries comparable to what other employers pay. How-
ever, in some job roles, state salaries have fallen well behind market and below employee
expectations, so even employees who accepted a lower salary could become dissatisfied
and more likely to leave their jobs. To prevent turnover, salaries need to be managed over
time. Meeting prospective employees’ salary expectations and enabling agencies to at-
tract and hire qualified candidates also requires starting salaries to be managed over time.

Competitive starting salaries are key to recruitment of qualified candidates

Salary is a primary factor impacting agencies’ recruiting difficulties. Seventy-eight
percent of agency human resources directors responding to a JLARC survey indi-
cated that they have trouble recruiting staff. These agencies are not only having chal-
lenges with filling open positions, but also with attracting qualified applicants. Two-
thirds of agencies with recruitment difficulties said they could not recruit even min-
imally qualified candidates, and nearly all (97 percent) indicated that difficulty re-
cruiting extremely qualified candidates is a problem. For example, Department of
Taxation staff reported difficulty hiring tax examiners, observing that top candidates
often decline offers of employment because starting salaries are too low. When asked
for specific reasons for compensation-related recruitment difficulties, agencies most
frequently identified problems related to salaries (Figure 3-1).

FIGURE 3-1
Agency leadership report that salary is the primary compensation factor
impacting agency recruitment difficulties

Percentage of HR directors who indicated this was
a primary driver of recruitment difficulties

Salaries not competitive

Salary increases are minimal or
not based on performance®

Salary compression/
disparity among employees

Other compensation factors®
are not competitive

SOURCE: JLARC survey of agency leadership, 2017.

NOTE: Percentages do not sum to 100; respondents had the option to select up to three factors. @ Degree to which
HR directors believe prospective employees have concerns about salary increases. © Includes retirement, leave, and
health benefits; flexible benefits such as life insurance; part-time or flexible work arrangements; telecommuting.
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Salary is particularly important to younger employees, who are a primary target of
recruitment efforts. The median age of newly hired employees is 33, compared to 49
for all state workers. Several agencies indicated that they have more difficulty recruiting
younger employees, who place a higher value on salary than benefits. As employees
age, the importance placed on salary decreases steadily. According to the survey, 56
percent of employees under the age of 30 consider their salary to be the most im-
portant aspect of their job, compared to 39 percent of employees over 30. The extent
to which employees consider salary the most important aspect of their job declines
steadily as they get older and their focus on retirement increases.

When agencies cannot offer competitive starting salaries, they sometimes hire less-
qualified candidates, extend the hiring period significantly, or restart the hiring pro-
cess completely. One agency director noted, “We move [qualified applicants] through
the interview only to have them decline when they see the salary limitations.”

Salary increases at regular intervals may prevent and reduce employee turnover

A lack of consistent salary increases has a significant impact on agencies’ retention
difficulties. Over three-fourths of state agencies have difficulty retaining employees in
certain job roles, and of those agencies, 62 percent reported difficulty keeping their
most qualified employees because of salaries. Nearly all agencies experiencing chal-
lenges said that compensation, particularly salary, was a cause of their difficulties.
Agencies cited their inability to give raises as an issue for retaining employees.

Among employees who reported that they are considering leaving the state within the
next 12 months to take another job, two-thirds indicated that an opportunity for a
higher salary was a reason (Figure 3-2). Several agencies, including Department of
Labor and Industry, Virginia Department of Agriculture and Consumer Services
(VDACS), and Department of Taxation, said that they invest substantial time and
money in training employees, only to have them leave the state workforce or go to
another state agency with their improved qualifications.
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FIGURE 3-2

Salary is the primary reason state employees expressed an intention to leave their job

Percentage of employees considering leaving Reasons employees are considering leaving
Do not know

Prefer not
to answer

Seeking higher
salary

Yes (for another job) Lack of career
advancement

Concerns with
agency leadership

\ \ Yes (to retire)

Yes (for another reason)

No

SOURCE: JLARC survey of state employees, 2017.
NOTE: Percentages of reasons given by employees do not sum to 100 because respondents were given the option to select up to three factors.

Providing employees with a pay increase, regardless of the size of the increase, may
Turnover intention, a help reduce the state’s voluntary turnover rate. JLARC statistical analysis showed that
measure of whether em-
ployees are considering

leaving their jobs, is typi- T . '
cally calculated through Y17, this difference in voluntary turnover would have amounted to approximately
surveys or interviews. 1,100 full-time classified employees remaining in their jobs with the state. The finding

Actual turnover, when  holds true for high turnover positions, where voluntary turnover was 15.0 percent for
employees actually leave
their jobs, is calculated

using administrative data.

voluntary turnover was 7.4 percent among employees who did not receive a pay in-
crease in the previous year, and 5.5 percent among those who did (Figure 3-3). In

employees who did not receive a pay increase, but only 10.6 percent for those who did.
These differences in turnover rates were statistically significant. (See Appendix G for
full results of JLARC’s statistical analysis.)

FIGURE 3-3
Salary increases may reduce the state’s voluntary turnover rate

Voluntary turnover rate

Employees with no salary increase 7.4%

Employees with salary increase

SOURCE: JLARC analysis of DHRM employee and personnel transaction data, FY13-FY16.
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The amount of a salary increase, compared to whether or not there was an increase, had
a weaker relationship to voluntary turnover. JLARC’s statistical analysis indicated that
the difference in voluntary turnover rates between employees who received a 10 percent
raise and those who received no raise was only .03 percent, suggesting that the amount
of any pay raise an employee receives is less important than regularly receiving a raise.

Employees also report that salary increases at regular intervals are important in their
decision to continue their employment with the state, and the amount of the increase
is less important than the increase itself. One employee said that “a regular two to three
percent... raise annually would be a good incentive to retain employees over a longer
period of time.” Many employees echoed this comment in surveys and interviews, and
discussed small “cost of living” increases as beneficial. Pay raises of any size make
many employees feel as if the state is committed to investing in them, which they say
entices them to stay in their jobs.

Without regular pay increases over time, salaries become less competitive and
salary compression occurs

When pay raises are not provided at regular intervals and employee salaries remain the
same, some employees leave state employment for higher-paying jobs. The top factor
contributing to agency retention difficulties, as identified by human resources direc-
tors, was that salaries are not competitive, followed closely by salary compression and
a lack of salary increases (Figure 3-4). Other public and private sector employers have
historically provided regular salary increases, so a lack of regular pay increases for Vir-
ginia employees can reduce salary competitiveness.

FIGURE 3-4
Salary is the primary compensation factor impacting agency retention difficulties

Percentage of HR directors who indicated this was
a primary driver of retention difficulties

Salaries not competitive

Salary increases are minimal or
not based on performance

Salary compression or
disparity among employees

Other compensation factors
are not competitive

SOURCE: JLARC survey of agency leadership, 2017.

NOTE: Percentages do not add up to 100 because respondents were given the option to select up to three factors.
“Other compensation factors” include retirement, leave, and health benefits, as well as other flexible benefits such as
life insurance, part-time or flexible work arrangements, and telecommuting.
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I love working for [the
state], but the main rea-
son | would leave would
probably be because
there is no consistency in
pay increases.

— State employee

In 2017, the General As-
sembly and governor
approved a two percent
salary increase for em-
ployees in 13 classified
job roles experiencing
high turnover rates. In
addition, state police of-
ficers received a salary
increase of $6,793. Em-
ployees in these jobs
were eligible to receive
these targeted increases
in addition to the three
percent salary increase
approved for all classi-
fied employees.
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Lack of consistent salary increases can lead to salary compression, which occurs when
a new employee is hired at a salary that is very close to or above that of an employee
in the same position with more experience, education, or job responsibilities. To com-
pete with other employers, some agencies hire new employees at salaries that are nearly
the same as those of more senior employees whose salaries have become static due to
alack of consistent salary increases. Agencies report that compression has a significant
negative effect on employee morale and satisfaction and may lead to increased turnover.

As salaries fall behind what other employers pay and salary compression occurs, em-
ployees’ satisfaction with their salaries decreases. Dissatisfaction with salary is the pri-
mary reason that employees report looking for new jobs. Turnover intention rates were
three times higher among those employees who were dissatisfied with their salaries
than among those who were satisfied.

Some significant workforce challenges appear linked to salary

Identifying job roles with workforce challenges that are associated with salary issues is
essential in order to use compensation to effectively manage the state’s workforce.
Although the voluntary turnover rate for the state in general followed the same trends
as state and local governments nationwide, several job roles have voluntary turnover
and vacancy rates significantly higher than the rate for all jobs in the classified state
workforce. (See Chapter 1 on trends in turnover.) For example, in FY17, health care
job roles made up six of the top 10 high voluntary turnover job roles (Figure 3-5) and
had some of the highest vacancy rates in the state, making up five of the top 10 job
roles for vacancy rate (Figure 3-0).

FIGURE 3-5
For some job roles, voluntary turnover is significantly higher than statewide rate

Licensed practical nurse 24.8%

Direct service associate Il 24.4%
Registered nurse |

Psychologist I/Psychology associate |
Registered nurse Il/Nurse practitioner |
Counselor |

PR & markettng specialist |

Security officer I

Emergency coordinator Il

Statewide average

SOURCE: JLARC analysis of DHRM employee transaction data, FY15-FY17. Rates are three-year averages.
NOTE: See Appendixes C and H for turnover rates, vacancy rates, and comparison of total compensation by job role.
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FIGURE 3-6
Certain job roles have vacancy rates significantly higher than the statewide rate

Engineering technician | 40.0%
Security officer IV

Direct service associate Il
Laboratory and research specialist |
Hearing and legal services officer |
Physician Il

Licensed practical nurse
Psychologist I/Psychology associate |
Law enforcement officer I1

Registered nurse IlI/Nurse practitioner 1|

Statewide average 13.2%

SOURCE: JLARC analysis of DHRM employee data, FY15-FY17. Rates are three-year averages.
NOTE: See Appendixes C and H to compare turnover and vacancy rates by job role to Mercer's total compensation
and salary results.

Three of the eight job roles with high turnover or vacancy rates that were also included
in the compensation comparison were found to have salaries below the competitive
salary range. (See Appendix C for Mercer’s compensation comparisons.) Salary is likely
a contributing factor to the challenges in these job roles. However, a link between
salary and workforce challenges may not always be apparent; there may be other fac-
tors that affect why someone decides to work for or stay with the state. Even when
salaries are within a competitive range, they may be insufficient to attract and keep
employees because of other factors like a difficult work environment, poor work-life
balance, or a shortage of qualified staff in the labor market. In these cases, compen-
sation could be used to address these challenges by paying salaries that exceed what
other employers pay to attract employees to similar jobs.

Agencies are experiencing the greatest challenges recruiting and retaining employees
for job roles in health care, health and safety inspection, corrections, and information
technology (IT). These are not the only job roles that pose challenges for agencies, but
they were the most consistently reported by agency leadership. Health care, health and
safety inspector, and correctional officer positions are clustered at several agencies, but
IT positions are spread throughout the state workforce and are found at almost all
major agencies (Table 3-1).

For some of these job roles, agencies can address recruitment and retention problems
by increasing salaries, but for other job roles, agencies have difficulty with recruitment
and retention of employees even when salaries are in line with the market.
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TABLE 3-1
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Some job roles with workforce challenges have uncompetitive salaries

Job role salary

Occupational Example Number of Agencies Turnover Vacancy relative to
group job role employees? affected rate rate benchmark
Aging & Rehab Services
Peychologis/ et ustce.
Health care psychology 85 19.5% 25.7% -28%

Health & safety Compliance &

Corrections
Veterans' Services
Health

associate |

Labor and Industry
Health Professions
Occupational Regulation

[ 0, _1Q0
inspectors safety officer IlI 244 Agriculture & Consumer >5% 17.8% 19%
Services
Fire Programs
Correctional ¢ ity officer Il 5,814 Corrections 170%  163% 0% (on par)
officers Juvenile Justice
Information Information
technolo technology 1,067 Nearly all major agencies 4.4% 11.9% -1%
9y specialist 1l
Statewide n/a 62,551 n/a 7.8% 13.2% -10%

SOURCE: JLARC analysis of DHRM employee and personnel transaction data, FY15-FY17 (three-year average).

NOTE: The list of agencies impacted is a selection and may not include all agencies where these job roles are found. Turnover and vacancy
rates are three year averages, FY15-FY17.

@ Mercer did not include all employees in their comparison but instead used those that performed the most similar functions, to enable a
more precise match to employees of other organizations.

Health care job roles in-
clude physicians, regis-
tered nurses, licensed
practical nurses, psy-
chologists, counselors,
occupational therapists,
pharmacists, physician
assistants, nurse practi-
tioners, dentists, and di-
rect care staff in health
care settings.

Agencies are experiencing staffing shortages due to an inability to recruit and retain
employees in health care job roles, such as doctors, nurses, psychologists, psychiatric
technicians, and counselors. Many agencies employ health care staff who are respon-
sible for one-on-one contact with patients, providing medical and behavioral health
care. Six of the 10 job roles with the highest voluntary turnover from FY15 to FY17
were in the health care field, and several more health care job roles had voluntary
turnover rates that were at least 50 percent higher than the statewide rate. Five of the
top 10 job roles with the highest vacancy rates were in the health care field. In terms
of starting salary, three of eight benchmarked health care job roles fell below the com-
petitive range for similar positions in the wider market. In interviews, agency leader-
ship at several agencies indicated that health care vacancies are caused in part by the
low starting salaries and that turnover could be reduced by raising pay for existing
employees.
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Health and safety inspector positions are difficult to recruit and retain, according to
leadership at various agencies. The inspector roles are essential for carrying out several
of the state’s regulatory responsibilities—workplace safety inspections, occupational
regulation compliance reviews, food and agriculture inspections, and fire safety inspec-
tions. While the voluntary turnover rate for these positions is relatively low (5.5 per-
cent), the vacancy rate is higher than average (17.8 percent). Median salaries for both
benchmarked positions in this category are significantly below the competitive range
for similar positions with other employers. According to leadership at agencies that
employ people in these jobs, low starting salaries are an impediment to hiring, and the
inability to increase salaries contributes to retention problems.

Recruiting and retaining correctional officers, especially at the Department of Correc-
tions, poses challenges. Correctional officers are essential to the functioning and safety
of the state’s 38 adult correctional facilities and one juvenile correctional center. The
vacancy rate for correctional officers is above the state average (16.3 percent), and
voluntary turnover is among the highest in the state workforce (17.0 percent). Volun-
tary turnover and vacancy rates also vary widely by facility. Salaries for these jobs in
the state workforce are within the competitive range for similar positions with other
employers, but correctional officer jobs are inherently difficult, and the current salary
levels may not be sufficient to attract and retain employees. Leadership of the Depart-
ment of Corrections reported that higher starting salaries and salary increases at reg-
ular intervals could help with recruitment and retention issues. However, investments
in salaries should be tracked to determine their effect on workforce challenges, as some
of the challenges in this job role are due to non-compensation factors and may not be
effectively addressed with higher salaries.

IT positions were most frequently identified as challenging for recruitment and reten-
tion by agencies in surveys and interviews. IT staff provide critical services to build
and protect state technology and data infrastructure, an especially important function
given the sensitive nature of much of the data the state collects (e.g., health and tax
data). Voluntary turnover (4.4 percent) and vacancy rates (11.9 percent) for I'T posi-
tions are below the overall statewide rates, but a wide variety of agencies still cited
them as challenging, Salaries for I'T positions in the state workforce are generally close
to the competitive range for similar positions in the wider workforce. It is not clear
that challenges recruiting and retaining I'T staff are linked to salary, so compensation
investments to address these challenges should be tracked to assess their effectiveness.

Workforce challenges can negatively impact
agencies and create risks for the state

Agencies have reported specific operational impacts and risks related to recruitment
and retention challenges. Over half of agencies reported, when surveyed, that their
operations are affected by recruitment and retention problems. This commonly means
increased workload for existing staff and an inability for the agency to function beyond
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minimum requirements. Operational issues are made worse when workloads increase
to the point where employees experience burnout, further reducing morale and
productivity. These operational issues ultimately impact the quality of services an
agency can provide to the public and other stakeholders.

Recruitment and retention problems frequently compound each other. The inability
to recruit employees may adversely affect working conditions for current employees,
who leave, causing more vacancies that make difficult working conditions worse. One
agency director reported in a survey response that recruitment challenges “place addi-
tional burdens on the remaining workforce, which increases the likelihood that they
will seek employment elsewhere.” This is particularly apparent at state facilities that
operate around-the-clock, such as mental health hospitals and correctional centers. In
interviews, staff ata state mental health facility and a state correctional facility reported
that insufficient staffing for some job roles makes difficult jobs even more difficult,
leading to more voluntary turnover. A number of state agencies, including Virginia
State Police, Department of Behavioral Health and Developmental Services
(DBHDS), and Department of Labor and Industry, reported that because of their
problems with recruitment and retention, they are understaffed, and as a result, over-
time is frequent and employee burnout is a serious concern.

Agencies identified financial and economic risks to the state related to their recruit-
ment and retention issues.

The Virginia Department of Transportation has difficulty hiring engineers because
starting salaries are low relative to the private sector, and a limited transportation work-
force creates a highly competitive hiring market. As a result, it often contracts with
private companies for road maintenance. Some contractors are not familiar with Vir-
ginia’s road engineering standards, which can lead to errors, whereas permanent em-
ployees in these positions have the benefit of training and experience in Virginia’s
standards. When state standards are not applied, roads can degrade at faster rates,
which results in increased road maintenance costs.

The Department of Taxation reported difficulty hiring tax examiners due to low
starting salaries. Vacancies in tax examiner positions may result in uncollected tax rev-
enue.

Virginia Department of Agriculture and Consumer Services (VDACS) indicated
that understaffing of food inspectors can result in lower profits for farmers and other
producers, which can affect Virginia’s economy (case study). The agency has difficulty
hiring for these inspector positions because the starting salaries are low. Agency leaders
expressed a reluctance to raise starting salaries because this would cause salary com-
pression.
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CASE STUDY
Virginia Department of Agriculture and Consumer Services (VDACS)

Background

VDACS is a mid-sized agency with regulatory and marketing duties related
to agriculture. One area of responsibility is the inspection of facilities and
sites that produce food, such as manufacturing facilities and poultry and
dairy farms, and of grocery stores. VDACS is also responsible for grading of
some fruits and vegetables to be sold by retailers.

Problem

Over half of voluntary turnover at VDACS is found in inspector positions, and
the vacancy rate for these positions is around 16.7 percent (compared to 11.5
percent statewide for similar positions). While there are over 200 inspectors
at the agency, the number of establishments requiring inspection grows con-
sistently each year. Each VDACS inspector is responsible for the regular in-
spection of 547 establishments at any given time, which is significantly higher
than the workload recommended by the Food and Drug Administration (280
per inspector). VDACS reports it is less able to complete inspections of gro-
cery stores, food production and packaging facilities, farms, and produce in
a timely manner.

Economic risk: Businesses unable to open or expand

In August 2017, the Food Program at VDACS assisted 158 food establish-
ments in opening for business. VDACS cannot fully meet the growing de-
mand for food inspection services for Virginia businesses, and delays in in-
spection impact the ability of businesses to open new food establishments.

Economic risk: Reduced prices and produce unable to be sold

Farmers are able to sell better graded produce for higher prices. Produce
may deteriorate as it waits for inspection or grading. When inspections are
delayed due to vacant inspector positions, farmers may be paid less for their
produce or unable to sell it at all.

Financial impact: Training costs

VDACS reports spending $54,527 to fully train an inspector, money which is
lost through high voluntary turnover. Seven agricultural inspectors left the
state workforce in FY17, and the cost of replacing them with new hires who
require full training is about $380,000.
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Public health and safety are also put at risk by recruitment and retention challenges.

At the Department of Labor and Industry, there are significant recruitment and
retention issues for workplace health and safety inspector job roles. These positions,
which are core to agency functioning, require extensive training, There were 42 work-
place fatalities in Virginia in 2016, compared to 31 in both 2014 and 2015. In this
environment, an adequate number of fully trained workplace health and safety inspec-
tors is necessary to help mitigate the risk of workplace fatalities. Agency leadership
attributed retention issues primarily to the lack of funding for salary growth, and said
the agency has difficulty recruiting even minimally qualified candidates because of low
starting salaries.

The Virginia Department of Health has difficulty hiring and keeping middle man-
agement-level staff in its health districts. Agency leadership attributes these recruit-
ment and retention issues to salaries—starting salaries are too low to attract qualified
candidates, and it is difficult to promote from within because funding is not available
for salary increases. As a result, the Department of Health has diminished capacity to
develop and implement strategic initiatives for emerging and serious public health is-
sues like the rise of opioid abuse, which has been characterized as a crisis by public
health officials.

The Department of Corrections information systems operate around-the-clock and
are used across the world for offender tracking, but agency leadership said that there
are some I'T positions for which they have stopped recruiting because they cannot find
a suitable candidate with the starting salary they can offer. According to leadership at
Department of Corrections, most of their I'T positions support these systems. The
agency ensures around-the-clock functioning by hiring contractors, but at a more ex-
pensive rate than permanent employees. The potential to lose track of an offender if
the system is not functioning can pose a public safety risk.

Department of Behavioral Health and Developmental Services (DBHDS) expe-
riences recruitment and retention issues in a number of job roles. A transition to elec-
tronic health records at all facilities would benefit patients, reduce costs, and improve
recruitment and retention, but DBHDS cannot hire and keep enough qualified IT staff
to make the transition because IT salaries are not competitive. The DBHDS mental
health facilities experience serious understaffing due to voluntary turnover and the
ensuing vacancies in health care positions that are made worse by low salaries. These
factors can compromise patient care and pose a number of risks to the state (case
study).
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CASE STUDY
Department of Behavioral Health and Developmental Services (DBHDS)

Background

DBHDS, Virginia's third-largest agency, provides care and programming for
Virginians with mental health or substance-use disorders and developmental
disabilities. One element of these responsibilities is operating in-patient
mental health facilities, such as Central State Hospital in Petersburg and
Western State Hospital in Staunton. These facilities are staffed by employees
in a wide variety of job roles, but health care professionals constitute 62 per-
cent of DBHDS's workforce and perform core functions in its mental health
facilities.

Problem

State mental health facilities have difficulty with recruitment and retention of
qualified health care professionals, and facilities are significantly under-
staffed in core positions. High turnover and ensuing vacancies in these posi-
tions compromise facilities’ ability to function beyond minimum require-
ments.

Public health risk: Patient care

Staff at Central State Hospital reported that understaffing has resulted in
conditions that can compromise patient care. Patients sometimes do not re-
ceive medication on time, and front-line staff are less able to monitor pa-
tients for behavioral crises. Patient aggression has increased, which puts both
patients and staff at risk.

Financial risk: Inconsistency with U.S. Department of Justice (DO)) settle-
ments in other states

DOJ has sanctioned other states for inadequate staffing that compromises
patient care. In response, DBHDS has established policies requiring at least
two licensed staff on mental health wards. When staffing levels are critically
low, facilities can quickly fall out of compliance with standards, putting the
state at risk for a DOJ investigation or lawsuit.

Public safety risk: Employee safety at mental health facilities

Employees at some facilities are at a significant risk for on-the-job injury.
DBHDS had one of the highest rates of workplace injuries of any state agency
in Virginia in FY17, and staff at Central State Hospital report that they are
concerned for their safety. Administrators reported that up to 80 percent of
workplace injuries are due to patient aggression. The problem is com-
pounded when facilities are understaffed, because front-line staff are less
able to monitor patients for behavioral issues or crises.
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ties.

— State employee
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Several non-compensation factors affect recruitment
and retention

Employees and agencies identified several non-compensation factors that impact re-
cruitment and retention. The state has direct control over compensation, salaries in
particular, and some control over certain non-compensation factors, including career
advancement and work-life balance. However, the state has little to no control over
several factors that are inherent to certain jobs, such as physical work environments
and whether a job fits with employee interests. Because of this, non-compensation
strategies should also be considered by agencies and the General Assembly when de-
termining how to effectively address workforce challenges. When agencies do not have
funding available for raises, they can address certain recruitment and retention chal-
lenges by enhancing non-compensation aspects of state employment. For example, an
agency might offer a more flexible work schedule or make efforts to improve a difficult
work environment.

The state has little control over some factors that matter to
employees, such as job stability and work environment

There are certain non-compensation factors that the state can have very little effect on
but that are also important to recruitment and retention. These include job fit, work
environment, and general labor market trends. Many employees indicated that the rea-
son they came to work for the state, and continue to do so, was because the job was
the best fit for their skills and interests. Work environment is another factor that the
state has little control over, as some work environments, such as correctional facilities,
are inherently stressful and may always generate more turnover than other environ-
ments. This factor is almost entirely outside the control of the state and is largely
dependent upon employees’ personal preferences.

Many agencies indicated that some of their recruitment and retention difficulties were
the result of a labor shortage or an overly competitive labor market, and there is little
the state can do to affect the market. For example, nurses have become increasingly
difficult to recruit, due to a shortage of nurses in the general labor market. Leadership
at Virginia Department of Transportation reported a general decline in interest in
transportation jobs that negatively affects the recruitment of new employees. In a tight
labor market, employees may have more opportunities for better or higher-paying jobs,
and so the state may have to provide more competitive compensation to attract and
retain these employees.

Efforts to improve some non-compensation factors could address
recruitment and retention challenges

There are other non-compensation factors that the state can have a much more direct
effect on. These include work-life balance, opportunities for career advancement, and
the visibility of state job openings.
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Poor work-life balance can lead to recruitment and retention challenges

Issues of work-life balance can have either positive or negative effects on an agency’s
recruitment and retention efforts. For instance, doctors at one DBHDS mental health
facility said that the good work-life balance, when compared to private practice, was a
significant attraction to join the state workforce. However, other employees in the
workforce frequently cited poor work-life balance as a concern, and agencies recognize
that it can lead to burnout and higher voluntary turnover. Many employees in various
job roles expressed concern about poor work-life balance.

State code provides for alternate and flexible work schedules, as well as telecommuting,
and sets a goal for 20 percent of authorized employees at agencies to take advantage
of these opportunities. While some agencies must operate around-the-clock and re-
quire staff to be physically present for their job, there are many agencies that could
improve the work-life balance of their employees. This could include offering a flexi-
ble work schedule, a compressed work week, or opportunities to telecommute. Ac-
cording to the survey of state employees, less than one-third of employees already
participate in these scheduling flexibilities, and most of the remaining employees indi-
cate they would benefit from doing so.

Lack of career advancement exacerbates problems with employee retention

Career advancement is important to employees, and for many, state employment does
not offer enough opportunities for advancement. This was the second-most common
reason why employees considered leaving their jobs, and agencies and employees
agreed that a lack of a clear path to career advancement has exacerbated retention
problems. A career advancement program, or “career ladder,” can be an important
tool for agencies to provide pay increases based on increased skills or responsibilities.

Several agencies that have created internal career ladders indicated that such career
advancement programs improved their ability to retain key employees. The Depart-
ment of Forensic Science and the Department of Environmental Quality are two ex-
amples of agencies that have successfully developed competency-based career ladders
for certain job roles that promote professional development and provide salary in-
creases to staff when they reach specific professional benchmarks.

Developing additional career ladders for some job roles could improve retention but
requires careful planning by agencies to identify the competencies and skills that em-
ployees must gain to progress. The Department of Human Resource Management
(DHRM) could assist agencies with identifying job roles that would benefit from career
ladders and advise them on the key elements that need to be in place for career ladders
to be successfully implemented. In interviews, most agencies indicated that lack of
funding is the main obstacle to developing a career ladder program. Career ladder pro-
grams require consistent funding for salary increases and training, The capacity to fund
a career ladder program likely varies across agencies.
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RECOMMENDATION 1

The Department of Human Resource Management (DHRM) should (i) identify where
career ladder programs already exist across state agencies and (if) identify which job
roles could most benefit from new or improved career ladder programs. DHRM
should use this information to work directly with agencies to develop new or more
effective career ladder programs.

Lack of public awareness of state job opportunities makes recruitment difficult

A lack of visibility of state jobs, and limitations of the state’s recruitment management
system, can negatively affect recruitment. Many job-seekers interviewed at a job fair
indicated that they were unaware of state job openings, and most did not know where
to look for them. Career services staff for allied health careers at one state university
indicated that students are generally unaware of job openings with state agencies. Re-
cruiters from other employers are routinely on campus meeting with staff and stu-
dents, but most state agencies do not conduct similar outreach. Agencies may be able
to improve recruitment by more proactively advertising job openings and by develop-
ing contacts with universities.

Improved statewide data is necessary to effectively
measure and address workforce challenges

Data to identify and understand workforce challenges is not consistently available, and
some existing metrics are of limited utility. Virginia cannot effectively address recruit-
ment and retention problems without the data necessary to understand them.

Utility of voluntary turnover rate as a measure of retention problems
will improve with planned exit survey

Voluntary turnover rate is a precise measure of retention but must be supplemented
with information directly from agencies, including reasons why employees are leaving.
Even a single instance of turnover could cause problems for an agency that lacks the
capacity to recruit and train a new employee. Conversely, high turnover may not cause
problems for those agencies that are able to quickly hire qualified replacements.

DHRM is currently in the final stages of implementing an exit survey for all state
employees at the direction of the General Assembly’s Commission on Employee Re-
tirement Security and Pension Reform. The survey includes questions to identify de-
mographic and job role information, why employees choose to leave their jobs, and,
if they are taking other jobs, where they are going. This information will help decision-
makers understand retention problems by identifying the root causes, which could be
uncompetitive salary, issues with a supervisor, or poor work-life balance.
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Statewide data is not sufficient to effectively measure and address
recruitment challenges

The data that is currently available to identify and understand recruitment challenges
is not comprehensive and is therefore of limited use. Vacancy rates can be used to
understand recruitment challenges. However, there can be many reasons for vacancies
that have nothing to do with an agency’s ability to recruit qualified candidates. For
instance, an agency may not have funding for a particular position or may choose to
hold it vacant until the end of a fiscal year to reduce spending. Moreover, a low vacancy
rate does not necessarily indicate that an agency is able to hire the best possible candi-
dates. I'T positions provide a good example—they have a low vacancy rate, but agen-
cies reported difficulty hiring candidates with the necessary I'T skills.

Two other metrics would provide better insight into recruitment challenges: length of
time to fill a position and number of job offers declined. Longer times to fill positions
may indicate that a pool of applicants is small or unsuitable or that recruitment efforts
are not effectively targeting desirable candidates. Data on time to fill a position is not
consistent and may not be accurate; not all agencies enter this information immedi-
ately, so the metric is imprecise. For instance, if an agency fills a position but does not
update the accompanying record until months later, the time to fill that position will
appear longer than it actually was. Some agencies effectively track time to fill a position
through the recruitment management system or in other ways internally, but capacity
to track this metric at all agencies or statewide is limited.

Information about declined job offers is essential for understanding recruitment chal-
lenges, but this information is not comprehensively collected or tracked through the
state’s recruitment management system. DHRM encourages all agencies to data-enter
information on declined job offers, but the process is complex and not manageable
for all agencies.

For an agency, a significant number of declined job offers would clearly signal a re-
cruitment problem, but the solution would depend on understanding why offers are
declined. Some agencies track this information internally, but the state’s recruitment
management system does not currently allow agencies to report the reason a job offer
is declined. A data field could be added to the system to capture this information.

Better information on recruitment would give agencies and decision-makers insight
into how to address recruitment challenges. More capacity for data management at
agencies and DHRM will be necessary to enable the consistent and accurate tracking
of this information. DHRM should identify the necessary system changes and train
agency staff to implement them.
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RECOMMENDATION 2

The Department of Human Resource Management (DHRM) should configure the
state’s electronic recruitment management system to allow agencies to capture con-
sistent and accurate data on (i) the time it has taken agencies to fill positions and (ii)
the number of, and reasons for, declined job offers. DHRM should regularly com-
municate with agency human resource staff and managers to provide feedback and
assistance to agencies to ensure they provide complete and accurate information for
these categories of data.
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4 Strategies for Improving State Investments
in Employee Salaries

SUMMARY The state has not typically spent funds on state employee salaries as strategi-
cally as possible to address workforce challenges. All employees are usually provided the
same salary increase when funding is appropriated. Providing employees with different sal-
ary increase amounts could be a more effective way to prevent and reduce the recruitment
and retention challenges that are exhibited by some job roles, even though there could be
years in which some employees receive a salary increase and others do not. Providing em-
ployees with salary increases at regular intervals is important for reducing turnover, and
waiting to provide salary increases until workforce challenges develop can be costly. Ideally,
even employees in job roles without workforce challenges should receive some salary in-
crease at regular intervals to prevent new workforce challenges. A methodology should be
developed for objectively determining how salaries should be increased for employees in
job roles that exhibit significant workforce challenges. This methodology would also deter-
mine how salaries for employees in job roles that are not experiencing workforce challenges
should change, as well as how funds should be distributed to the affected agencies. Salary
increases should receive a higher priority in the state budget development process to im-
prove the likelihood that funds will be appropriated for salary increases as needed and at
regular intervals.

Many factors affect the stability and quality of the state workforce, but the most prom-
inent aspect of employment that can be influenced through statewide policy is the
salaries that employees are paid and the frequency and amount of salary increases.
Investments in employee salaries are both costly and important, given the size of the
state workforce and the numerous policies, programs, and functions for which state
employees are responsible. Although state employees value salary above other forms
of compensation, they are currently least satisfied with salary. Moreover, in years when
salary increases are not provided, employees are more likely to leave the state work-
force.

The state workforce does not have widespread recruitment and retention challenges,
and on average, total compensation is competitive with compensation offered by other
employers. However, for some specific job roles with significant workforce challenges,
salaries are not competitive. The state’s workforce challenges vary by job role, and the
state could more strategically invest in employee salaries by prioritizing salary increases
for job roles with the greatest workforce challenges. This would allow funding to be
invested as effectively as possible, which is important given that the state has many
competing budget priorities, and there are no dedicated revenue sources for salaries.
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job roles.
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Providing uniform salary increases for all employees
does not use funding most effectively

Historically, the state has provided the same percentage increase to all employees. The
effectiveness of this approach is limited, because funding is not directed to areas of
the workforce where salary increases are most needed. In effect, job roles with signif-
icant workforce challenges and those without these challenges receive the same
amount. A strategic approach would likely be more effective—rather than spend
$45 million to provide a one percent increase for all classified employees, the state
could spend the same amount to target salary increases to the smaller subset of em-
ployees in job roles that are experiencing recruitment and retention challenges.

Virginia’s use of uniform raises is similar to the approach used by many other states, but
it is not in line with best practices in the private sector, and some states are beginning to
shift toward a more strategic approach that allocates greater percentage increases for
some employees than for others. In interviews, executive branch staff indicated that they
do not usually consider increasing the salaries of some employees and not others, but
on a few occasions, the General Assembly has appropriated funding for special increases,
usually in an effort to address urgent workforce challenges (sidebar).

State could provide higher salary increases for jobs with the greatest
workforce challenges

A more cost-effective way to fund salary increases would be to prioritize increases for
employees in job roles that are experiencing recruitment and retention challenges. This
could mean that in some years, some employees receive no salary increase.

Key decision-makers require specific and accessible information to distinguish be-
tween job roles that should be prioritized for salary increases and those that should
not. Under statute, DHRM is required to submit annual reports on employment levels
and turnover, as well as a comparison of the salaries for some state job roles to similar
jobs in the private sector (§ 2.2-1202). However, the statute does not require sufficient
information, and it does not require synthesis of the information in a way that would
enable the prioritization of salary increases. The following data should be used to in-
form decisions regarding centrally appropriated salary increases:

1. which job roles and agencies are experiencing the most significant challenges
with recruitment and retention;

2. the extent of challenges with recruitment and retention in these job roles and
the likelithood that these challenges can be addressed by increasing salaries;

3. how the salaries of employees in each job role compare to salaries paid by
other employers for similar positions; and

4. which job roles have the greatest impact on agency operations when there
are challenges with recruitment and retention.
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The first type of information would be used to develop an initial priority list of job
roles that could be targeted for salary increases. The second would be used to deter-
mine whether particular workforce challenges can likely be addressed through salary
increases. The third would provide a frame of reference for calculating the amount of
the salary increase that could be provided to alleviate the recruitment or retention dif-
ficulties being experienced in each job role. The fourth would help decision-makers
distinguish between those job roles that are mission-critical for agencies and therefore
should be prioritized even if sufficient funding is not available to address all job roles
with workforce challenges. This information would support objective, data-driven de-
cisions by policymakers about how best to target salary increases.

Prioritizing salary increases for job roles with the greatest workforce challenges would
be a significant change from how increases are typically allocated. The General As-
sembly could initiate this change by signaling to the governor, through language in the
Appropriation Act, that this type of prioritization is a legislative priority.

State should develop methodology for prioritizing salary increases for
jobs with the greatest workforce challenges

Routinely using a data-driven methodology to prioritize some job roles over others for
salary increases would provide objective and reliable information on which to base
difficult decisions about providing salary increases to some employees and not to oth-
ers. The Department of Human Resource Management (DHRM), Department of
Planning and Budget (DPB), the House Appropriations and Senate Finance commit-
tees, and human resources staff from several state agencies, could collaborate to de-
velop a methodology to aid in decisions about salary increases. The methodology
would provide a mechanism to identify the job roles to be prioritized for salary in-
creases and calculate the percentage increases to be funded. The methodology would
be developed one time by this workgroup, but it would be used on a recurring basis each
biennium by DHRM to determine the amount of new funding that should be appro-
priated in the budget for salary increases and which job roles should be prioritized
(Recommendation 5). Each year some agencies may not receive any new approptia-
tions for salary increases, depending on the job roles that they have. (See Appendix I
for a methodology that would achieve the objectives described above.)

RECOMMENDATION 3

The General Assembly may wish to consider including language in the Appropriation
Act requiring the Department of Human Resource Management to convene a
workgroup of state agency leaders to develop a methodology for determining the base
amount of funding that should be appropriated for state employee salary increases
each year. The methodology should take into account (i) recruitment and retention
trends for each state job role, (ii) the value of each job role’s median salary and total
compensation as compared to the market, (iii) the extent to which workforce chal-
lenges can be addressed by salary increases, and (iv) the impact on state agency oper-
ations of workforce challenges in each job role.
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To apply this methodology, decision-makers would need data that is not currently
collected. Some of this data would be collected through Recommendation 2 in Chap-
ter 3 of this report. Data would be needed on the value of salaries and benefits
provided by other employers, to help guide decisions on the amount of salary in-
creases. While DHRM has access to external salary data, it does not have access to
the data necessary to compare the value of Virginia’s benefits to other employers.
Such data, which is necessary for a complete understanding of how state compensa-
tion compares to other employers, would be needed periodically to measure changes
in total compensation.

RECOMMENDATION 4

The General Assembly may wish to consider appropriating funds for the Department
of Human Resource Management to contract with a third party consultant to period-
ically update calculations of how the value of Virginia’s total compensation compares
to the value of other employers’ total compensation, including salaries, bonuses, and
fringe benefits.

One-time salary increases for employees in job roles currently
receiving uncompetitive salaries would not be cost-effective

According to analysis by Mercer, there are 19 job roles (28 percent of benchmarked
roles) for which average salary is below the competitive range. (See Appendix C for
Mercer’s analysis.) These job roles include approximately 7,200 state employees (23
percent of benchmarked employees). The governor and General Assembly could
consider increasing salaries for all such job roles to bring their total compensation
within 90 percent of the median salaries paid by other employers for these jobs,
which would cost $97.8 million. This would not be a cost-effective use of state funds
because some increases would go to employees in job roles that are not exhibiting
recruitment and retention challenges. To provide a better basis for strategic compen-
sation investment decisions, the state needs a methodology to identify workforce
challenges and the compensation needed to address those challenges. (See Recom-
mendation 3.)

Providing salary increases intermittently limits the
effectiveness of investments

Because salary increases for all employees are expensive, it makes sense to prioritize
increases for those job roles in which the greatest workforce challenges exist. However,
providing salary increases more regularly for @/ employees should also be part of the
state’s compensation strategy. Increasing salaries at more regular intervals would help
the state prevent new workforce challenges and maintain its current competitive com-
pensation. Increases at regular intervals may be less expensive for the state than allow-
ing salaries to decline and then “catching up” when workforce challenges make salary
increases urgent.
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Providing salary increases for all employees at regular intervals could
better manage workforce challenges

Minimal salary increases at regular intervals could be effective to keep recruitment and
retention challenges from worsening and to prevent new ones. Regular increases would
help agencies minimize or avoid recruitment challenges by allowing agencies to keep
starting salaries comparable to those paid by other employers. Regular increases would
help agencies minimize or avoid retention challenges, because employees are statisti-
cally less likely to leave the state workforce after receiving a salary increase, regardless
of the amount. (See Chapter 3 and Appendix G on voluntary turnover.) It may be less
expensive to prevent workforce challenges through smaller, regular salary increases,
than to address workforce challenges after they occur.

Providing smaller salary increases at regular intervals could prevent
the need for large investments in any given year

The state’s approach of providing statewide salary increases in some years and not
others has kept state salaries largely commensurate with the salaries that other employ-
ers pay and allowed state employee salaries to keep pace with inflation (Figure 4-1).
Moreover, salary increases have been provided to at least some employees in each of
the past 12 fiscal years. In most years these increases came from agencies’ discretionary
funds (sidebar) and were provided to a minority of employees.

In years when the state funded statewide salary increases, it spent significantly more
than it would have if funding had been provided at regular intervals. This ad hoc ap-
proach has been used to make up for years when salary increases were not provided.
Between FY06 and FY17 the state spent $544 million in centrally appropriated funding
for salary increases, which were paid in just five of those years, averaging $109 million
each time.

If the General Assembly had distributed the same $544 million annually rather than ad
hoc, the appropriation amounts would have been about $45 million each year. This
would have been about half of the approximately $109 million that was provided in the
years when central salary increases occurred. Smaller appropriations for salary increases
could be more easily accommodated in the state budget from year to year and could
allow the state to avoid such large ad hoc expenditures. Smaller salary increases at more
regular intervals could also help address the state’s recruitment and retention problems.

For these reasons, in addition to prioritizing salary increases for employees in job roles
that exhibit the most significant workforce challenges, the state should adopt a strategy
to ensure that all or most employees receive at least some salary increase at regular
intervals. This could be based on the average salary increase planned by other employ-
ers, and would help ensure that state salaries grow, on average, at rates similar to the
market. For example, if other employers are expected to increase salaries by an average
of two percent, then the state would aim to increase salaries by about the same per-
centage.
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FIGURE 4-1
Central investments in employee salaries are not made at regular intervals
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SOURCE: JLARC staff analysis of DHRM compensation data. Market data provided by Mercer consultants, 2017.

NOTE: Salary growth reflects average across all employees, including those who did not receive a raise that year. “Central,” “agency,” and
“employee” components reflect how salary increases were initiated, by the governor or General Assembly, agencies, or employees (e.g., trans-
fers to different agencies). State provided a 5% central salary increase in FY11, but because that increase was offset by a mandatory five percent
contribution to retirement, JLARC set the central amount to zero for that year. In years with central salary increases, almost every employee
received a raise, but percentages shown here are lower because the calculation included employees who started working for the state after
the increase was given. Lines depicting average state salary increase and average inflation increase reflect cumulative growth, as both salaries
and inflation varied year to year. (See Appendix B for more about this analysis.)

Budget process does not compel decision-makers to
critically evaluate state employee salaries

The irregularity of central salary increases is due in part to the budget process, which
does not obligate decision-makers to consider whether additional investments in state
employee salaries are warranted. Employee compensation currently competes with
every other discretionary item in the state budget and therefore is more prone to being
excluded based on other priorities. Revenue estimates fluctuate from year to year de-
pending on economic conditions, and projected expenditures are affected by ongoing
financial obligations and the addition of new programs. Even when employee com-
pensation makes it into the final budget, central salary increases are usually contingent
on sufficient revenue at the end of the fiscal year, which means that salary increases
could be canceled. Without a means to prioritize employee salaries in the budget pro-
cess, it is more likely that salaries will not be consistently funded, potentially creating
or exacerbating workforce challenges.
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According to Mercer, many private employers and some local governments set fund-
ing aside early in their budgeting process for employees’ salaries, before determining
how else to spend discretionary revenue. This reflects an understanding that an in-
vestment in the workforce is a direct investment in these entities’ programs and ser-
vices. Decisions in Virginia about whether to fund a central salary increase are cur-
rently made toward the end of the budget process, after fixed costs have been
accounted for and revenue forecasts are more certain. Without a mechanism in the
budget process to encourage early prioritization of salaries, investments would con-
tinue to be made only when enough funding remains after appropriations for other
priorities.

Investing in salary increases to address workforce challenges would require specific
and actionable information early in the budget process. Currently, the governor and
legislature receive information in ad hoc ways at different stages of the budget process.
For example, DHRM is required by the Code of Virginia to report to the General
Assembly in September the total number of state employees and the number of em-
ployees who voluntarily left the state workforce at each agency (§ 2.2-1201 A.15).
However, this report does not require a broad look at recruitment and retention chal-
lenges or synthesize the data in a way that enables decision-makers to prioritize job
roles for salary increases.

DHRM is also required to formally present a report to the governor and legislature
on salary differences between the public and private sectors (§ 2.2-1202), but this
report is presented at the end of the executive budget process, when the governor’s
largest funding proposal decisions have already been made. Ideally, agencies would
submit their salary needs earlier in the budget process through decision packages,
but this happens infrequently (sidebar), so decisions are made without complete in-
formation. Moreover, some agencies and advocacy groups approach the governor’s
office or General Assembly directly with their salary requests, and the more persua-
sive agencies or advocacy groups are more likely to succeed in obtaining salary in-
creases for their employees, even if those agencies do not have the most pressing
salary needs (case study).

CASE STUDY

Comprehensive salary information could result in different investment decisions
The Virginia State Police and the Department of Corrections both perform vital
public safety functions. In FY18, state police officers received salary increases, but
security officers who work in state prisons did not, despite having a turnover rate
more than twice as high as that of police officers. Without complete and compre-
hensive information on the recruitment and retention challenges of the two agen-
cies, the competitiveness of their compensation, and the extent to which these
challenges are driven by, or could be addressed with, compensation, it is difficult
for decision-makers to effectively address problems while maintaining the state’s
priorities.
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creases to high-turnover
job roles. These job roles
received appropriations
during the 2015 legisla-
tive session.

Chapter 4: Strategies for Improving State Investments in Employee Salaries

Prioritizing employee compensation is the responsibility of the governor. In order to
improve the prioritization of employee salaries in the budget development process,
the General Assembly could require that information on the need for and amount of
salary increases be provided to the governor before the budget process begins. This
would ensure that—early in the budget process—the governor is aware of the status
of employees’ compensation, whether salary increases are needed, and the amount of
funds that need to be appropriated for increases. DHRM could develop a proposal for
how salaries should be modified to address workforce challenges. Instead of its current
report, DHRM should provide a report to the governor and General Assembly,
through the Secretary of Administration, that summarizes and interprets information
on state workforce trends in a way that gives decision-makers a clear understanding of
the workforce challenges being experienced by agencies, how those challenges could
be addressed through salary increases, and what the salary increases should be. The
newly-designed DHRM report should identify job roles that should receive salary in-
creases to address workforce challenges and propose the amount by which salaries
should be adjusted for other job roles. Before finalizing the report, DHRM should
work with DPB to obtain cost estimates for the proposed salary increases.

The newly-designed DHRM report could further improve upon the current report by
including more relevant and comprehensive information on state workforce trends.
This information should include vacancy rates and turnover rates for each state job
role, how these rates vary by state agency, a description of the broad functions pet-
formed in each job role and their importance to state agency operations, comprehen-
sive and up-to-date comparisons of each job role’s salary with the salaries paid by other
employers, and the number of employees in each job role and the number of agencies
that employ people in those job roles. Ideally, this information would be part of the
methodology developed in Recommendation 3, and this methodology would form the
basis for the report to the governor.

RECOMMENDATION 5

The General Assembly may wish to consider amending § 2.2-1201 of the Code of
Virginia to require the Department of Human Resource Management to provide a
report that specifies (i) the job roles that should receive higher salary increases based
on their recruitment and retention challenges; (ii) the amount by which other job roles’
salaries should be increased, if at all; and (iii) cost estimates for funding the proposed
increases. The report should also include supporting information on recruitment and
retention trends, the functions performed by each job role, the number of employees
and distribution of job roles across state agencies, and how the salaries for each job
role compare to salaries paid by other employers. The report should be submitted
through the Secretary of Administration to the governor and the House Appropria-
tions and Senate Finance committees, by the last day in August in the first year of
every biennial budget. This Code change would require technical amendments to elim-
inate the reports currently required under §§ 2.2-1201 A.15 and 2.2-1202.
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The newly-desighed DHRM report should include updated information on salary in-
creases and recruitment and retention problems. Analysis and comparison should be
done, for the job roles that receive salary increases and for those that do not, to assess
the effectiveness of salary increases in addressing workforce problems over time. From
year to yeat, the analysis should build on previous assessments. The report should clearly
identify which job roles received salary increases, the amount of the increases, and any
deviations from the most recent DHRM report’s salary proposals. This follow-up anal-
ysis would help decision-makers assess the impact of the investments, and it would help
DHRM improve its methodology.

RECOMMENDATION 6

The General Assembly may wish to consider including language in the Appropriation
Act requiring the Department of Human Resource Management to conduct analysis
on the effect of salary increases from the previous two biennial budgets on recruit-
ment and retention of state employees. Analysis should focus on job roles with previ-
ously-identified recruitment and retention challenges and the effect of salary increases,
or lack thereof, on recruitment and retention. This information should be included in
a biennial report to the governor and the House Appropriations and Senate Finance
committees at the end of August in the first year of every biennial budget.

The most effective approach to ensure adequate funding of state employee salaries is
for the governor to prioritize salary increases in the base budget. However, the state
could supplement the funding of employee salaries by establishing dedicated funding
sources. The state could consider one or more of the following dedicated funding
strategies (Table 4-1):

e When revenues are higher than expected, set aside a portion of the unex-
pected funds for future salary increases.

e When there are unspent general funds from the previous fiscal year, set aside
a portion of these funds for future salary increases.

e When there are savings from changes to state employee benefits, like health
insurance and retirement, set aside a portion of these funds for future salary
increases.
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TABLE 4-1

State could consider setting aside funds from certain sources for needed salary increases
Statutory

Strategy Description Size of fund changes required

Earmark funds when A percentage of revenues could be set aside Code of Virdinia or

revenues are higher for future salary increases after mandatory $47-80 million? 9

than forecasted

Utilize a portion of
general fund carry-over

Set aside savings from
changes to benefits

deposits have been made. Appropriation Act

The governor could be required to set aside a
portion of general fund carry-over for future $83-95 million®
salary increases.

Appropriation Act
§4-1.05

The state could use future savings from
changes to employee health and retirement $8-11 million®
benefits to fund salary increases.

Appropriation Act
§1-133

SOURCE: DPB, DHRM, and Department of Administration documents.

@The estimated size of the fund represents the maximum dollars available and is based on the average amount of funds above the origi-
nal revenue forecast that were available for appropriation in recent fiscal years, excluding years when there was no additional funding. °
The estimated size of the fund represents an average of the total general funds available for reinvestment in FY14, FY15, and FY16. € In-
cludes JLARC estimate of potential savings from changes to health insurance plans only. See Appendix D for additional detail. Savings
from retirement plan changes are not projected to be available until FY46.

Another long-term strategy that could yield substantial funding would be to redirect
funding that is currently needed to pay down the unfunded liability in the state retire-
ment plans to salaries once the unfunded liability is paid off. This is not scheduled to
occur until 2046, but the state spent more than $350 million in FY17 (8.94 percent of
salary) to pay the required contribution toward the unfunded liability.

The amount of funding available through each of these strategies varies, and funding
may not be available every year. Still, dedicated funding could be sufficient to at least
increase salaries for job roles with significant workforce challenges. If implemented,
dedicated funding strategies would require trade-offs in investments. For each strategy,
any available funding normally would revert to the general fund. If that funding were
instead directed to employee compensation, then it would not be available for other
priorities. Budget priorities are different each year, and it is not possible to predict
which state functions or programs would lose funding, These trade-offs would need
to be weighed in advance. In addition to these trade-offs, some of these strategies are
one-time funding sources, so using them for salary increases would require finding
new revenue in subsequent years. One-time funding could be used for employee bo-
nuses, which are one-time costs, but bonuses are not as effective at reducing and pre-
venting workforce challenges.
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Agencies lack authority and support to invest more
strategically in state employee salaries

Unlike some states, Virginia gives agencies flexibility to adjust salaries through pay
policies, as long as agencies can pay for increases from their existing budgets. Agencies
that use these policies have improved the consistency with which their employees re-
ceive salary increases; approximately 43 percent of total salary growth over the past 12
years is due to agencies’ use of discretionary funds that had already been appropriated.
However, agencies vary in how much they can afford to adjust salaries and in how
strategically they make changes to salaries. DHRM could play a larger role in facilitating
strategic salary decisions at the agency level.

Agencies cannot increase salaries by different percentages when funds
are appropriated centrally

Agency leaders know their compensation needs best, but agencies lack the authority
to distribute central salary increases in ways that would allow them to address work-
force challenges. When a central salary increase is appropriated, agencies must allocate
the funds exactly as the budget prescribes, which usually means providing the same
percentage increase to every employee. When agencies are unable to effectively align
employee salaries based on factors like work experience and performance, salary com-
pression occurs and employee morale can decline. Giving agencies the authority to
allocate salary increases to employees at different levels within each job role would
ensure that agencies can adjust salaries based on relevant factors. With such authority,
an agency could decide to compensate two employees in the same job role differently,
based on factors such as work experience and performance. Agencies would need to
maintain the average percentage salary increase that the General Assembly determines
for each job role.

If agencies are granted the authority to increase salaries by different percentages, then
certain policies would be needed to promote consistency across agencies. At a mini-
mum, DHRM would need to require that all agencies consider the following factors
when aligning salaries: job responsibilities, work experience, and performance. It might
also be beneficial for the General Assembly to set limits, through the Appropriation
Act, on how much an agency can increase each employee’s salary. Such limits would
ensure that agencies make salary increase decisions within the same parameters and
would help set expectations for employees.
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RECOMMENDATION 7

The General Assembly may wish to consider including language in the Appropriation
Act granting agencies the option to increase individual employee salaries by different
percentages, within the total amount appropriated for salary increases for each job
role. The Appropriation Act should require the Department of Human Resource
Management to specify, through policy, the factors that agencies should consider when
determining salary increases for individual employees. These factors should include
experience, job responsibilities, and performance.

Virginia was the first
state to implement
performance-based pay
but no longer has a true
system in place. Agen-
cies still conduct annual
performance evalua-
tions, but staff at multi-
ple agencies indicated
they are not as objective
as they could be, and
managers sometimes in-
flate performance rat-
ings to reward employ-
ees in the absence of
salary increases.

Agencies lack the authority to target pay increases to high-
performing employees

Agencies would like the flexibility to use performance-based pay to retain and motivate
employees. In a survey of state agencies, two-thirds of agencies indicated that they
would like the option to pay employees based on performance alone, which is currently
prohibited by state policy. Performance-based pay is designed to help employers retain
their best employees, and agencies view it as critical to motivation. In interviews, hu-
man resources directors suggested that equal pay regardless of performance is unfair
and can reduce employee morale, especially for high-performing employees.

According to state policy, performance cannot be the only reason for a salary increase
or bonus; performance is only one of many factors that must be considered. This
limitation applies to most executive branch agencies, even those that have discretionary
funds available for performance-based pay. There are a few exceptions: some non-
executive-branch agencies have been given the authority to reward employees with
higher salaries based solely on performance, and higher education institutions can re-
ward some non-classified staff with performance-based pay.

Although many agencies would like the flexibility to distribute funds based on perfor-
mance, implementing a performance-based pay system is difficult. Performance-based
pay should therefore be scaled gradually instead of imposing a one-size-fits-all solution.
Performance-based pay is used by most private organizations today, and increasingly by
public organizations, but both sectors struggle with implementation. Virginia’s current
performance management structure has been in place since FY01, but performance-
based pay has never been funded, so it is difficult to predict how well it would work in
practice. Research suggests performance-based pay can have small, positive impacts, but
that performance-based pay systems often fail without substantial efforts to provide
funding, ensure objective and consistent evaluations, train supervisors, and communi-
cate the process to employees. State agencies acknowledge these potential obstacles and
even anticipate grievances from employees, but a majority still want the option to imple-
ment performance-based pay in order to retain and motivate high performers.

Agencies that are well positioned, both financially and operationally, to implement a
performance-based pay system, should be authorized to develop and implement a
model within guidelines that are established by DHRM. If any of these models are
successful, they could be adopted by other agencies or scaled to similar job roles.
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RECOMMENDATION 8

The General Assembly may wish to consider including language in the Appropriation
Act (i) directing the Department of Human Resource Management (DHRM) to es-
tablish guidelines for performance-based pay models and (ii) allowing agencies to im-
plement performance-based pay models within the guidelines established by DHRM.

Agencies could more strategically invest in salaries with additional
training and support from DHRM

Virginia policy allows agencies the discretion to adjust employees’ salaries with funds
that have already been appropriated, but some agencies are more strategic than others
in their use of pay practices (sidebar). Agencies vary in their use of pay practices not
only because of differences in the availability of funding, but also because of differ-
ences in how strategically they manage salaries. For example, strategic agencies tend to
make decisions about salary changes using data and set funds aside at the beginning
of the fiscal year for anticipated compensation needs. Conversely, less strategic agen-
cies tend to use fewer pay practices and rely more on across-the-board increases. Agen-
cies that are less solutions-oriented in their approach to human resources are likely to
be less effective in addressing workforce challenges.

Agencies generally feel they have the flexibility they need within existing policy to adjust
pay (with the exception of performance-based pay), but additional training and support
could help some agencies more strategically utilize pay practices to address workforce
challenges. Moreover, if agencies are given the authority to distribute central salary in-
creases differently among employees, then increased training and support for agency
human resources staff will become even more essential. Enhanced training and support
should be provided by DHRM to agencies in the following areas:

e technical skills for maximizing pay practices and utilizing salary data;

e soft skills for managing staffing issues and handling complaints that may arise
from differentiating salary increases across job roles and employees; and

e strategic skills for identifying and addressing workforce challenges and align-
ing salaries on the basis of individual factors.

Training should be mandatory for each agency’s human resources managet.

DHRM currently employs five full-time human resources management consultants to
work one-on-one with agencies and provide training when agencies request it. How-
ever, these five individuals are assigned to the state’s approximately 150 agencies, and
therefore, according to DHRM, they do not have the capacity to take on additional
responsibilities. Furthermore, DHRM’s official training department was eliminated in
2009 due to budget reductions. DHRM indicated it would require three full-time staff
to begin performing these training functions again. To ensure that all agencies can
benefit from training and support, the state would need to invest resources in DHRM
for additional staff.
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RECOMMENDATION 9

The Department of Human Resource Management should develop and offer training
and support for all state agency human resources staff on how to (i) maximize the use
of pay practices and salary data; (ii) manage staffing issues and handle employee com-
plaints; (iii) identify and address workforce challenges; and (iv) align salaries based on
individual factors. This training should be mandatory for each agency’s human re-
sources manager.

Decisions about salaries should be strategic, well
informed, and made at regular intervals

To maximize its investments, the state should aim to (1) provide salary increases that
address current workforce challenges and (2) provide other state employees a small
salary increase at regular intervals to prevent future workforce challenges (Figure 4-2).

Salary increases should vary by job role, and it would be ideal to provide at least some
salary increase to all employees; however, addressing workforce challenges through
investments in salary should not be dependent on sufficient funding to provide a salary
increase to all employees. At a minimum, funding should be appropriated each year to
address the state’s most pressing workforce needs, even though some employees may
not receive an increase.
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FIGURE 4-2
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Appendix A: Study mandate

A Resolution of the Joint Legislative Audit and Review Commission directing staff to study
total compensation to employees of the Commonwealth.

Authorized by the Commission on January 13, 2017

WHEREAS, the Commonwealth has funded statewide base pay increases only three times since 2007;
and

WHEREAS, the three percent performance increase scheduled for 2016 was canceled due to revenue
shortfall; and

WHEREAS, state salaries are lower than salaries for comparable positions in the private sector by an
average of 21.20 percent; and

WHEREAS, state employee wages have been lower than all other sectors since 2003; and
WHEREAS, in 2015 the Commonwealth ranked 32nd among all states in pay to state employees; and

WHEREAS, the workforce of the Commonwealth has experienced turnover rates of 11.1 percent,
13.15 percent, and 14.1 percent in fiscal years 2014, 2015, and 2016, respectively; and

WHEREAS, employees of the Commonwealth receive a variety of forms of noncash compensation,
including retirement contributions, health insurance premiums, group life insurance, disability bene-
fits, and paid leave; and

WHEREAS, noncash compensation for employees of the Commonwealth has constituted, as a per-
centage of total compensation, 48.4 percent, 44.5 percent, and 44.0 percent for fiscal years 2014, 2015,
and 2010, respectively; and

WHEREAS, the Joint Legislative Audit and Review Commission (JLARC) reviewed state employee
salaries and benefits in 2008 and 2011, but issues related to total compensation, such as the adoption
of the hybrid retirement plan, have continued to evolve; now, therefore be it

RESOLVED by the Joint Legislative Audit and Review Commission that staff be directed to study
total compensation to employees of the Commonwealth. In conducting its study, staff shall determine
the total value of all forms of compensation provided to state employees, including cash compensa-
tion and the value of health care, retirement, leave, and other flexible benefits. Staff shall also (i)
compare the total compensation provided by state agencies with the compensation provided by other
large employers that seek to recruit and retain employees with the same skills and competencies; (ii)
research how best to recruit, retain, motivate, and facilitate the work/life balance of state employees;
(iti) identify cost-effective approaches that could be used to ensure that state agencies are able to em-
ploy an effective workforce; and (iv) research any other issues and make recommendations as appro-
priate.

The staff shall hire consultants or experts it considers necessary for the completion of the study. The
costs of consultants or experts for analysis shall be paid for from additional general fund appropria-
tions to the Commission for that purpose.
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Technical assistance shall be provided to JLLARC by the Department of Human Resource Manage-
ment. All agencies of the Commonwealth shall provide assistance to JLARC for this study, upon
request.

The Joint Legislative Audit and Review Commission shall complete its meetings by November 15,
2017, and the chairman shall submit to the chairman of the Commission on Employee Retirement
Security and Pension Reform an executive summary of its findings and recommendations no later
than November 30, 2017. The executive summary and report shall be submitted as provided in the
procedures of the Division of Legislative Automated Systems for the processing of legislative docu-
ments and reports and shall be posted on the General Assembly's website.
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Appendix B: Research activities and methods

JLARC staff conducted the following primary research activities as part of its study of employee
compensation:

e structured interviews and focus groups with state decision-makers, central agencies, agency
leadership, employees, stakeholders, national experts, and other states;

e surveys of agency directors and human resources directors and of a sample of full-time clas-
sified state employees;

e quantitative analysis of workforce data from the Department of Human Resources Manage-
ment (DHRM) and the Bureau of Labor Statistics (BLS); and

e review of documents and research literature.

JLARC also contracted with a compensation and benefits consultant, Mercer, to conduct a compari-
son of Virginia’s compensation to other employers and to identify market trends and best practices.

Structured interviews and focus groups

JLARC staff conducted over 70 structured interviews and focus groups with the governor’s policy
staff, agency leadership and employees, stakeholder groups, national experts on state employee com-
pensation, and other states. JLARC interviewed more than 30 different agencies to understand a vari-
ety of research topics. Additional details on each type of interview are provided below.

Structured interviews with state decision-makers and central agencies

JLARC staff interviewed staff in the governor’s policy office, the Secretary of Finance and Deputy
Secretaries of Finance, the Senate Finance Committee and House Appropriations Committee staff,
Department of Planning and Budget (DPB) leadership and statf, and DHRM leadership and staff, in
order to understand the state’s approach to compensation and how decisions are made about how and
when to invest in compensation. Interviews focused on how compensation is addressed in the budget
process and whether the governor and General Assembly have the information they need to make
informed decisions about compensation. JLARC staff also sought ideas for how the state can priori-
tize and fund compensation in the budget process and the advantages and disadvantages of perfor-
mance-based compensation strategies.

Structured interviews and focus groups of agency leadership

JLARC staff held focus groups with human resources and finance directors at several agencies to
gather information about agency processes for budget development, the impact of compensation on
their workforce and the agencies’ missions, and any strategies agencies have used to improve employee
recruitment, retention, and motivation.

JLARC conducted interviews with the leadership of nine agencies and two state mental health and
correctional facilities to understand agencies’ workforce challenges and how they impact agency op-
erations. These interviews focused on identifying the agencies’ workforce challenges and understand-
ing how those workforce challenges impact agency operations and performance. JLARC staff also
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heard agencies’ perspectives on the role compensation plays in their workforce challenges and how
the total compensation structure might be changed to help with recruitment, retention, and motivation
of employees.

Agency leadership were asked about the specific effects that challenges in recruitment and retention
have on their agency’s ability to implement programs and complete its mission. Agencies were asked
about risks and costs to the state that they attribute to their recruitment and retention issues. Leader-
ship at Central State Hospital within the Department of Behavioral Health and Developmental Ser-
vices (DBHDS) and Greensville Correctional Center within the Department of Corrections (DOC)
were also interviewed to gather the same information as it pertained specifically to the challenges and
functioning of these facilities.

JLARC staff interviewed 15 agencies about their use of state compensation policies and pay practices.
These interviews were designed to gather information about whether agencies have adequate flexibil-
ity within existing policy to address compensation needs and whether there are other policies that
could be beneficial, including performance-based pay. Additionally, agencies were asked if there were
any barriers to effectively using pay practices to address their compensation needs, and whether they
had recently requested additional appropriations through the budget process for compensation. These
interviews were also intended to gain a better understanding of how agencies make decisions to in-
crease salaries or provide bonuses and generally whether agencies have been effective in using pay
practices to address workforce challenges.

Focus groups with agency staff

JLARC staff conducted focus groups with employees at three agencies (Virginia Department of Ag-
riculture and Consumer Services, Central State Hospital, and Greensville Correctional Center) to get
their perspectives on compensation and how their jobs and morale are affected by recruitment and
retention issues. These focus groups consisted of five to 10 employees each. At Central State Hospital
and Greensville Correctional Center, multiple focus groups were conducted with employees with sim-
ilar job functions at the facility, ranging from health care and direct care staff to correctional officers
and food service staff. At VDACS, employees from several divisions attended the focus group, includ-
ing food and plant inspectors and weights and measures inspectors. Employees were asked about their
compensation priorities, including how compensation could be changed to better reflect their priorities,
what brought them to work for the state, and why they remain in the state workforce (Table B-1).
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TABLE B-1
Thirty agencies and decision-makers were interviewed about compensation of state employees

HR/Finance Employee
perspective Impact of perspectives Agency use
on Budget  workforce on of pay
compensation process _ challenges compensation practices

Department for Aging and Rehabilitative Services v
v

Department of Behavioral Health
and Developmental Services

Central State Hospital

Department of Corrections v

ASRNENERN
\

Greensville Correctional Center

Department of Education v

Department of Environmental Quality v

Department of Forensic Science v

Department of Game and Inland Fisheries
Department of General Services

Department of Housing and Community v
Development

Department of Juvenile Justice 4

Department of Labor and Industry 4

ANENE NENE VRN

Department of Mines, Minerals, and Energy

Department of Taxation v

George Mason University v

<\

Longwood University

Office of the Attorney General v

Office of the Executive Secretary
of the Supreme Court

Virginia Department of Health v

ASENERNIRN

<\
<\

Virginia Department of Transportation
Virginia Information Technologies Agency v v

Virginia Retirement System

\
<\

Virginia State Police

Virginia Department of Agriculture and
Consumer Services

AN
AN
<

Worker's Compensation Commission v
Governor's Office
Office of the Secretary of Finance

Department of Human Resource Management

ANANENEN

Department of Planning and Budget

SOURCE: JLARC interviews with state agencies, 2017.
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Structured interviews with stakeholder groups, other states and national experts

JLARC staff interviewed state government HR staff in other states, national experts on employee
compensation, stakeholder groups, and career counselors and job seekers. The following national ex-
perts and other organizations were interviewed to identify trends and best practices that could be
adopted in Virginia:

e (California

e (olorado

e Georgia

e [ouisiana

e Pennsylvania

e Tennessee

e Henrico County, Virginia

e National Association of State Budget Officers

e National Association of State Personnel Executives

e Partnership for Public Service

e Association of Clerks of the District Courts of Virginia

e Virginia Governmental Employees Association

e Virginia State Police Association
JLARC staff interviewed counselors from Virginia Commonwealth University, as well as prospective

employees at a career fair hosted by the Virginia Employment Commission in Charlottesville, to un-
derstand what prospective employees think about state employment and compensation.

Surveys

JLARC staff conducted surveys of two groups for this study: (1) state employees (a sample) and (2)
state agency directors and human resources directors.

Survey of state employees

The survey of state employees was administered electronically to a randomly-selected sample of full-
time, salaried employees. Employees were asked about the following topics:

e why they initially came to work for the state, and why they continue to do so;

e whether they were considering leaving their job, the reasons for that decision, and where they
were considering looking for another job;

e satisfaction with each element of compensation (including salary, health, retirement, and
leave), as well as how they value each element relative to the others; and

e satisfaction with their job overall, as well as with specific aspects of their job including work-
life balance, work environment, and the relationship with their supervisor.

The response rate for this survey was 49.6 percent, or 4,860 of the 9,799 employees included in
JLARC’s random sample. JLARC drew its sample from employee data for 88,297 employees through
the state’s human resource management system. After excluding agency directors, faculty employees,
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and employees on leave, 64,425 employees remained. Of those, approximately 15 percent were ran-
domly selected for the survey. The sample was stratified to ensure adequate representation across all
occupational families and controlled to include employees from all agencies.

This same survey was also administered to a random sample of employees of the Executive Secretary
of the Supreme Court, but because they operate under a different compensation system than other
state employees, their responses were not included in the overall survey analysis. The response rate for
that survey was 65.4 percent, or 210 of the 321 employees included in the random sample.

Survey of state agency leadership and human resources staff

The survey of state agency directors and human resources directors was administered electronically
to a total of 115 agencies and facilities. JLARC excluded agencies that did not employ at least 20
classified employees. Agency staff were asked about the following topics:

e causes of agency workforce challenges, including compensation and non-compensation fac-
tors, and how such challenges vary across job roles and geographic regions;
e impact of recruitment and retention challenges on agency operations and agency workforce;

e cffectiveness of available pay practices for increasing employee salaries, and availability of
funding for such practices;

e advantages and disadvantages of a pay-for-performance policy; and

e cffectiveness of each element of compensation in the recruitment, retention, and motivation
of employees, as well as how each element could be made more attractive to employees.

The response rate for this survey was 83 percent overall, with the response rate ranging from 92
percent of parent agencies to 68 percent of facilities (Table B-2).

TABLE B-2
Response rates for agency leadership survey

Responses Total Response rate
Parent agencies 68 74 92%
Facilities 28 41 68
Total 96 115 83%

SOURCE: JLARC survey, 2017.

NOTE: The parent agencies whose facilities were surveyed include the Department of Corrections, the Department of
Behavioral Health and Developmental Services, and the Department of Veterans Services. The Virginia Community
College System was not selected for this survey due to a concurrent JLARC study of VCCS that relied on surveys of
the VCCS central office and its 23 colleges.
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Quantitative analysis

JLARC staff conducted extensive quantitative analysis to help identify and understand recruitment,
retention, and possible future workforce challenges in the classified state workforce. In addition, a
logistic regression analysis was conducted to ascertain the influence of several factors on voluntary
turnover. JLARC primarily used data from DHRM’s employee demographic and personnel transac-
tions databases for these analyses. Data from the state’s recruitment management data system, which
includes information for nearly all state job postings, and from the Bureau of Labor Statistics (BLS)
Job Openings and Labor Turnover Survey (JOLTS) was also used.

Analysis of workforce challenges

JLARC staff calculated a number of workforce metrics to help identify areas with possible workforce
challenges (Table B-3). JLARC calculated these metrics for FY13-FY17. In addition, voluntary turn-
over (known as “quits”) data from BLS was utilized to obtain the nationwide turnover rate for state
and local governments, as a benchmark for Virginia’s voluntary turnover rate.

TABLE B-3

Workforce metrics were calculated to analyze recruitment and retention challenges

Metric Definition

Voluntary turnover Total number of employees who left state service for reasons other than retirement, long-
term disability, dismissal, or death divided by total number of employees at the end of the
fiscal year.

Vacancy rate Total vacant positions divided by the total number of authorized positions in the workforce

Likely to retire Employees who are eligible to retire and who are at least age 65

Less than 5 years of service  Employees who have worked for the state for less than five years

Time to fill Number of days from posting date of a position to the date the position filled

Analysis of turnover drivers

A total of 11 logistic regression analyses were conducted to identify factors associated with voluntary
turnover in the classified workforce. (See Appendix G for full logistic regression results.) JLARC staff
used data from the classified workforce between FY13 and FY16 for this analysis.

In order to test the hypothesized regression model, 10 regressions were conducted on the 10 highest
turnover positions with at least 200 employees in FY16. The results were similar enough that JLARC
then pooled data for all four fiscal years in the final analysis so that the results could be generalized to
the entire population.

A number of variables were used in the analysis (Table B-4). Demographic variables (age, gender, race)
were pulled directly from DHRM’s employee and transaction data. An employee was identified as
receiving a pay raise by using several personnel transaction codes provided by DHRM and verified by
ensuring there was an increase between starting and ending salary for that transaction. JLARC staff
examined the effects of independent variables in one year on turnover in the following year (e.g., the
effect of receiving a pay increase in FY15 on turnover in FY16).
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TABLE B-4

Nine primary variables and two groups of dummy variables were used in regression analyses
Variable Definition

Age Age in years at the end of the fiscal year

Gender Male or female

Percent salary change

Total salary at the end of the fiscal year minus total salary at the beginning of the
fiscal year, divided by total salary at the beginning of the fiscal year

Race

Non-white or white

Salary increase

Yes/no variable indicating at least one salary increase during a fiscal year

Total bonus amount

Totaled amount of any bonuses received

Total bonuses

Number of bonuses received

Ending salary

Total salary at the end of the fiscal year

Years of service?

Date at end of fiscal year minus employee start date

Dichotomous variable indicating whether an observation was from a particular
fiscal year (FY14-FY16)

Dichotomous variable indicating whether an observation was from a particular job
role (one for each job role)

Dummy variables for fiscal year

Dummy variables for job roles ®

a A quadratic term for years of service was included because the distribution was parabolic. ° These dummy variables were included in the
statewide regression model, but not the 10 test models.

Results from the 10 regressions were then compared for consistency to determine whether a regres-
sion analysis on the entire full-time classified state workforce for FY13-FY16 would produce valid
results. This analysis confirmed that a statewide regression model was appropriate. The final results
reported in Chapter 3 come from the analysis of the entire full-time classified workforce.

Marginal effects of each of the control variables were calculated in order to understand the magnitude
of the influence of each variable on turnover. Chapter 3 results on the difference in turnover rate
related to pay increases came from this analysis.

Employee salary increases over time

JLARC staff conducted an analysis of DHRM’s compensation data from FY06 to FY17 to determine
the average salary growth per employee over time. The analysis helped JLARC identify (1) how salaries
have grown each year compared to other employers; (2) the percentage of the workforce that receives
a salary increase each year; (3) the percentage of salary increases that come from central appropria-
tions, agency actions, and employee actions; and (4) the extent to which the number of salary increases
per employee varies by state agency.

Salary growth was limited to positive salary changes only, and therefore excluded disciplinary pay prac-
tices and downward role changes. Table B-5 highlights the pay practices that were considered for
positive salary growth. Each pay practice corresponds with the type of salary change that it represents:

e Central—salary increases decided by the governor and/or General Assembly;

e Agency—agency-initiated salary increases, such as promotions; and
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e Employee—employee-initiated salary increases, such as competitive voluntary transfers. A
competitive voluntary transfer occurs when a state employee takes a new job with another
state agency for a higher salary.

TABLE B-5
Pay practices used to identify salary increases
Pay practice Type of salary change
Across-the-board raise Central
Targeted increase decided by the governor and/or General Assembly Central
Reassignment Agency
Non-competitive voluntary transfer Agency
Promotion Agency
Role change (lateral or upward) Agency
In-band adjustment for the purpose of

e Change of duties

¢ Internal alignment Agency

o New KSAs (knowledge, skills, and abilities)

e Retention
Temporary pay Agency
Competitive voluntary transfer (same agency) Agency
Competitive voluntary transfer (new agency) Employee
Competitive salary offer Employee

NOTE: JLARC staff utilized DHRM's HR policies regarding pay practices to make decisions about how to classify each
type of salary change. DHRM may prefer different ways of classifying changes. For example, DHRM considers pro-
motions to be employee-initiated changes because employees must compete for the position.

JLARC attributed some salary changes to employee actions because when employees change jobs or
seek out competitive salary offers, the subsequent change in pay is more attributable to the employee’s
decision than to any agency decision. Competitive voluntary transfers were unique in that JLARC staff
considered the pay practice to be an agency-initiated change when the employee transferred to a new
agency (a form of internal turnover) but an employee-initiated change when the employee transferred
within the same agency. New hire and rehire pay practices were not included in this analysis because
those changes in salary are more indicative of how much employees are paid compared to their pre-
vious jobs and not how much the state can afford to pay.

JLARC staff encountered a few data limitations in conducting the analysis. Pay practices that awarded
temporary salary increases were not included in calculations because there was no dollar amount rec-
orded in the data. There also were some salary changes that did not fall into the above categories
(central, agency, and other), but there were so few that JLARC staff opted to remove them from the
analysis. When data from the two data sources were inconsistent, such as some employees showing
positive salary growth in one DHRM data set but lacking transactions records in the other data set for
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this growth, the observations were assigned a zero salary growth. It is not clear why these employees
did not appear in both data sets.

Review of state documents and research literature

JLARC staff reviewed information from several written sources for this report. The Code of Virginia
and pay practices and performance management policies from DHRM were examined for this study
in order to understand the legal and policy framework for compensation in Virginia. JLARC staff
consulted reports and policies from other states about benefit structures, salary changes, and perfor-
mance-based pay. Peer-reviewed literature about performance-based pay, public service motivation,
employee satisfaction, the impact of benefit structures, and factors affecting employee turnover were
examined to identify best practices and understand the potential impacts of changes to Virginia’s
compensation.

Oversight of consultant work product

JLARC contracted with a national compensation and benefits consultant, Mercer, to compare the
value of Virginia’s compensation to that provided by other employers and to identify market trends
and best practices in employee compensation. JLARC staff developed the scope of work, consulted
with Mercer on methodological decisions throughout their work, and reviewed Mercer’s draft and final
results.

Comparison of Virginia’s compensation to other employers

Mercer compared the value of compensation for Virginia employees to that of other employers in
Virginia and seven other states. Salaries were compared to other employers in Virginia using salary
survey data, and benefits were compared to 20 other public and private employers in Virginia, as well
as seven other states (Table B-6). This comparison was done for 67 job roles (66 classified job roles
and one job role at the Office of the Attorney General). Only employees in each job role whose duties
were similar enough to enable a precise comparison were used in the analysis. The 67 job roles were
selected to be representative of the entire state workforce. Mercer compared the value of each of the
main elements of compensation: salary, bonuses, health insurance, retirement, leave, disability, and life
insurance benefits for each of the job roles. Mercer then calculated a total compensation value for
each job role, and an average for all 67 job roles.

Mercer calculated the value of compensation for Virginia employees using data from DHRM and the
Virginia Retirement System (VRS). Mercer used multiple salary surveys to calculate the cash compen-
sation for other employers in Virginia. This comparison was done at the job role level, by identifying
jobs in the salary surveys that were at least an 80 percent match for the duties and responsibilities of
the job role in Virginia. Mercer used detailed benefits data from 20 employers in Virginia and seven
other states to compare the value of Virginia’s benefits (Table B-7). (See Appendix C for additional
detail on methodology and full results of the analysis.)
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Virginia’'s benefits were compared to other employers in Virginia and other states

Comparison group

Other public employers

Other private employers

Primary peer group
(public and private
employers in Virginia)

Supplemental peer group
(other states)

Chesterfield County

City of Norfolk

City of Virginia Beach

Fairfax County

Hanover County

U.S. Office of Personnel Management
(federal agencies)

Georgia
Kentucky
Maryland
North Carolina
South Carolina
Tennessee
West Virginia

Aetna, Inc.

Booz Allen Hamilton

Carilion Clinic

CarMax Auto Superstores, Inc.
Dollar General Corporation
Dominion Resources

Home Depot, Inc.

Norfolk Southern Corporation
Northrop Grumman Corporation
Science Applications International Corporation
Sentara Healthcare

University of Richmond

Valley Health System
Volkswagen Group of America

TABLE B-7

Methods used to calculate the value of each element of employee compensation

Element of compensation

Method for calculating a monetary value

Salary
Bonuses

Health insurance

Retirement

Life and disability insurance

Base salary as of September 1, 2017

Total amount of bonuses in a one-year period

Cost of purchasing the health insurance plan in the private marketplace; used the most

common health plan for each employer

Convert all retirement plans to an annual equivalent level percentage of pay by
calculating the amount required to be saved over an employee’s career to replicate the
employer-paid benefits provided under the retirement plan

Value of employer-paid premiums

Identification of trends and best practices

Mercer identified trends and best practices used by other employers that could help Virginia improve
recruitment and retention of qualified employees. Mercer relied on existing surveys of compensation
strategies and policies, experience with other clients, and the research literature to identify trends and
best practices in the areas of compensation strategy, health insurance benefits, retirement benefits,
and leave benefits.

72



Appendixes

Appendix C: Virginia total compensation compared to other
employers

JLARC contracted with a compensation and benefits consultant, Mercer, to conduct a comparison of
the value of Virginia’s total compensation to other employers seeking to recruit staff for similar oc-
cupations. JLARC and Mercer worked together to select 67 job roles that represented a cross-section
of Virginia’s classified workforce. Each job role was matched to similar roles in available survey data
to compare the value of Virginia salaries. Virginia’s benefits were compared to those provided by 20
other public and private organizations in Virginia.

Table C-1 includes the results of Mercer’s comparison for each of the 67 job roles, as well as the three-
year average (FY15-FY17) turnover and vacancy rates for each role. JLARC staff considered total
compensation for a job role to be competitive if it is within plus or minus 10 percent of the market
median. (For additional detail on Mercer’s results and methodology, see the JLARC website: jlarc.vit-
ginia.gov/statecomp/appendix/appendixC.pdf).

TABLE C-1
Comparison of Virginia’'s total compensation to other employers
Number of Percent above or
employees Average value below market
included in of Virginia total median total Turnover Vacancy
Job role comparison compensation compensation rate rate

Job roles above competitive range (4)

Information technology manager | 86 $122,345 12.9% 2.8% 10.5%
Computer operations technician Il 63 69,594 12.8 10.5 15.0
General administration manager | 258 86,167 12.6 2.8 9.7
Probation officer | 1,197 58,526 10.4 3.7 11.7

Job roles within competitive range (44)

Financial services specialist Il 201 $79,560 9.6% 3.0% 12.7%
Laboratory and research specialist Il 243 60,972 7.5 6.6 18.5
Security officer IlI 5,521 47,991 7.4 17.0 15.1
Education coordinator | 135 86,631 7.2 8.9 12.9
Housekeeping/apparel worker | 1,425 34,473 7.1 8.7 11.9
Scientist Il 163 75,607 6.9 4.6 11.0
Trades manager | 144 82,745 6.3 34 7.2
Architect/engineer | 538 91,026 6.3 3.7 9.8
Program administration specialist | 716 60,242 5.0 19.5 234
RN ll/nurse practitioner I/ 530 79,919 43% 729 11.7%

physician assistant
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Number of Percent above or

employees Average value below market

included in of Virginia total median total Turnover Vacancy
Job role comparison compensation compensation rate rate
Counselor Il 525 $65,054 4.0% 24.4% 27.1%
Education administrator Il 58 113,945 3.0 7.7 16.7
Food service technician | 278 32,913 2.5 11.0 19.9
Financial services manager | 130 91,652 24 3.2 10.2
Food service technician Il 118 37,990 2.2 74 9.7
Law enforcement officer Il 915 66,536 2.1 7.7 27.2
Information technology specialist Il 478 108,772 1.6 44 12.6
Financial services specialist | 631 63,491 0.6 3.8 94
Law enforcement manager | 189 86,038 -2.9 1.6 4.8
Licensed practical nurse 509 54,294 -2.9 24.8 25.6
cupenisor coordnator 562 63187 32 47
::Z;L‘I‘:tc;gl'ft //psychology 134 85,627 -33 120 15.9
Law enforcement officer | 269 57,494 -4.0 13.0 12.5
Human resource manager | 68 86,425 -4.5 7.0 9.7
Engineering technician IlI 411 64,689 -5.0 1.9 54
Environmental specialist 11 643 78,584 -5.0 3.0 11.9
Media specialist Il 65 64,562 -54 55 10.0
Direct service associate Il 1,619 37,189 -54 5.0 16.4
Human resource analyst | 228 62,704 -5.6 6.5 8.5
Auditor Il 51 82,145 -5.8 5.5 174
Natural resource specialist Il 105 49,930 -6.1 6.9 16.2
Store and warehouse specialist 11 105 48,294 -6.1 35 7.0
Transport operations manager | 343 60,555 -6.2 13 3.1
Utility plant specialist Il 147 51,430 -64 6.0 11.9
fjcur:r‘:ir“d‘;:tlse”’ice repair 249 56,541 -76 4.1 48
Transportation operator | 2,252 49,740 -7.8 42 4.5
Procurement officer |l 103 78,835 -87 2.7 9.5
Policy planning specialist Il 186 83,238 -8.9 43 124
Education support specialist Il 571 49,255 -8.9 43 11.2
Procurement officer | 163 63,022 -89 45 14.8
Information technology specialist Il 544 83,102 -9.6 4.9 11.0
PR and marketing specialist IlI 287 61,459 -9.7 75 7.8
Environmental manager I 90 $108,681 -9.8% 1.6% 8.3%
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Number of Percent above or

employees Average value below market

included in of Virginia total median total Turnover Vacancy
Job role comparison compensation compensation rate rate

Job roles below competitive range (19)

Architect/engineering manager || 258 $129,638 -10.9% 2.5% 5.5%
Security manager | 414 61,363 -11.3 2.1 11.5
Library specialist 11 196 58,631 -11.9 6.0 12.3
Housekeeping/apparel manager | 93 46,645 -124 45 10.6
Trades technician Il 461 51,645 -13.1 43 9.0
Electronic technician II 98 67,393 -14.1 0.0 0.0
Retail manager Il 192 59,803 -14.2 9.5 15.1
Physician I 62 243,273 -14.2 11.5 252
Retail specialist Il 325 44,652 -14.9 3.3 24
Compliance/safety officer IlI 163 61,998 -154 5.6 9.9
Agricultural specialist IV 58 54,780 -16.5 8.1 11.6
Health care compliance specialist Il 200 76,639 -17.0 2.9 8.0
Registered nurse manager | 201 87,058 -17.1 18.1 225
Program administration manager llI 334 112,658 -19.7 8.4 16.2
SAser:ii;iissttrflfive and office 3,917 50,983 ~229 5.1 10.6
Procurement manager |l 73 88,720 -234 4.3 9.6
::;’;L‘;'toe‘-’l'“ /psychology 78 61,454 -255 126 196
Statewide totals 31,559 $59,278 -4.9% 7.8% 13.2%

SOURCE: Mercer comparison of Virginia employee total compensation to total compensation provided by other public and private em-
ployers in Virginia, and JLARC analysis of DHRM workforce data, FY15-FY17 (three-year averages).

NOTE: Total compensation comparison is equal to cash compensation plus the monetary value of benefits and uses the retirement plan
available to new employees. Mercer did not include all employees in their comparison, but instead used those that performed the most
similar functions, to enable a more precise match to employees of other organizations.

75



Appendixes

Appendix D: Options to change employee health insurance

The state has several options to change state employee health insurance plans to make them more
comparable with what is provided by other employers and reduce state spending. The first set of
options would do so by shifting more costs to employees. The second set of options would incentivize
employees to enroll in health insurance plans that are less costly to the state.

These options should be considered in the context of the state’s current total compensation (Chapter
2). The state’s total compensation is comparable, on average, to what other employers provide because
its relatively generous health insurance and retirement benefits offset salaries that are slightly less that
what other employers provide. Increasing the amount that employees pay for health insurance would
reduce the value of the health insurance plans, and therefore total compensation, unless an increase
in salaries is also provided. Health insurance is also a valuable recruitment and retention tool for agen-
cies, so increasing the cost of benefits for employees without a corresponding investment in salaries
could adversely impact agencies’ ability to employ a qualified workforce.

Options to increase employee cost sharing

Virginia could bring its health insurance benefits more in line with what other employers provide by
increasing the amount that employees pay for their health insurance benefits. The health insurance plans
and services covered are comparable to those provided by other employers, but the state’s benefits are
more valuable because employees pay less for their benefits than employees of other organizations.
Increasing employee cost-sharing could be done by increasing the share of monthly premiums or in-
creasing annual deductibles and out-of-pocket limits. Each of these options would impact employees
enrolled in Virginia’s health insurance plans and state spending to varying degrees (Table D-1).

TABLE D-1
Impact of options to increase employee cost sharing of health insurance benefits
Annual
Option state savings Financial impact to employees Number of employees impacted
Increases premiums by 76,290 in total:
Increase employee $11.2M per $6/mo for employee only 29,990 in employee only
share of 1% shift in )
monthly premiums premium split $12/mo for employee +1 19,976 in employee +1
$18/mo for family 26,324 in family
Increase annual $7.8M Increases out-of-pocket deductibles Unknown

deductibles by a maximum of $400 per year

Increases out-of-pocket expenses
$10.4M by $484 for each enrollee who 21,424
would have hit the prior limit

Increase annual
out-of-pocket limits

SOURCE: JLARC analysis of FY17 health insurance premiums and enrollment data.
NOTE: Figures do not include premium rewards.
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Reducing the employer share of monthly premiums

Virginia could reduce the share of monthly premiums that agencies pay for employees enrolled in
COVA Care, the state’s primary preferred provider organization plan (PPO). Agencies currently pay
between 85 percent and 88 percent of the monthly premium for COVA Care, depending on the level
of coverage (employee only, employee plus one, or family plan). Other organizations in Virginia and
other states pay a smaller percentage of the premium for similar PPO plans (Table D-2).

TABLE D-2
Virginia agencies pay a higher share of monthly premiums than other organizations in
Virginia and other states

Virginia Public employers Private employers Other state
Level of coverage (COVA Care) in Virginia in Virginia governments
Employee only 88% 84% 76% 88%
Employee plus 1 85 72 72 78
Family 86 73 70 77

SOURCE: Mercer comparison of Virginia's health insurance benefits to those provided by other public and private employers, 2017.
NOTE: Data represents the median of the health plans provided by other employers. Analysis includes 20 public and private employers in
Virginia and seven surrounding states.

Increasing the percentage of monthly premiums paid by employees by one percent would have re-
duced agency spending by $11.2 million in FY17. This cost would be shifted to the 76,000 employees
enrolled in the COVA Care plan. Premiums for these employees would increase by between $6 and
$18 per month (§72 - $216 per year), depending on their level of coverage (Table D-2). For an em-
ployee earning $44,000 per year (median state salary is $44,413), this equals between 0.2 and 0.5 per-
cent of their salary.

Employee premiums have risen consistently over time, even though employees pay a smaller share of
monthly premiums than employees of other organizations. Employee premiums have increased by an
average of about seven percent annually over the past 12 years as the cost of health care continues to
rise. Employee salaries have not increased at this pace, so employee take-home pay has declined over
time. Increasing the percentage of the premium that employees pay would further drive up these
increases in premiums.

Increasing annual deductibles

Virginia could increase the annual deductibles for enrollees in COVA Care. The current deductible is
$300 for an individual and $600 for all family members included in the plan. Other organizations in
Virginia and other states have larger deductibles for health insurance plans similar to COVA Care
(Table D-3). Employees pay the full cost of the service until they meet their annual deductible. Raising
the deductible would increase the amount that employees pay for health care services and decrease
the amount paid by the employer.
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TABLE D-3
Virginia’'s annual deductibles are lower than those for comparable health insurance plans
offered by other employers

Virginia Public employers Private employers Other state
(COVA Care) in Virginia in Virginia governments
One person $300 $425 $1,400 $1,275
Two or more people $600 $850 $2,800 $3,000

SOURCE: Mercer comparison of Virginia's health insurance benefits to those provided by other public and private employers, 2017.
NOTE: Data represents the median of the in-network deductibles for health plans provided by other employers. Analysis includes 20 public
and private employers in Virginia and seven surrounding states.

Increasing the annual deductible to $500 for an individual and $1,000 for all members of a plan would
have reduced spending by $7.8 million in FY17. Employees who previously reached the $300 or $600
deductible would incur a maximum of $400 in additional out-of-pocket spending for deductibles over
the course of a year.

Increasing annual out-of-pocket limits

Virginia could increase the annual limit on out-of-pocket expenses for enrollees in COVA Care. The
current out-of-pocket limit is $1,500 for an individual and $3,000 in total across all family members
included in the plan. Other organizations in Virginia and other states have larger out-of-pocket limits
for health insurance plans similar to COVA Care (Table D-4). An out-of-pocket limit places an annual
cap on the amount an employee spends for health care services, including deductibles, copays, and
coinsurance. Raising the annual out-of-pocket limit would increase the amount that employees pay for
the health care services and decrease the amount paid by the employer.

TABLE D-4
Virginia's annual out-of-pocket limits are lower than those for comparable health insurance
plans offered by other employers

Virginia Public employers Private employers Other state
(COVA Care) in Virginia in Virginia governments
One person $1,500 $4,500 $4,000 $3,750
Two or more people $3,000 $8,000 $8,000 $8,500

SOURCE: Mercer comparison of Virginia's health insurance benefits to those provided by other public and private employers, 2017.
NOTE: Data represents the median of in-network deductibles for health plans provided by other employers. Analysis includes 20 public
and private employers in Virginia and seven surrounding states.

Virginia’s out-of-pocket limits have not changed to account for requirements included in the Patient
Protection and Affordable Care Act (PPACA). Beginning in 2016, to comply with PPACA requirements,
Virginia’s health insurance plans started counting the out-of-pocket costs for all essential health benefits
toward annual limits. Essential health benefits include the services typically covered in a comprehensive
health insurance plan, such as physician visits, hospital services, and prescription drugs. Prior to 2016,
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COVA Care only included out-of-pocket costs for medical services, such as physician and hospital ser-
vices, when calculating annual totals, and not other essential benefits such as prescription drugs. Includ-
ing prescription drug out-of-pocket costs without a corresponding increase in the annual out-of-pocket
limit increases the amount that Virginia pays for services. This is because the state pays 100 percent of
the cost of services once employees reach the annual limit, and more employees reached the limit, and
reached it more quickly, when prescription drugs were included in the calculation.

Increasing the annual out-of-pocket limit to $2,500 for an individual and $5,000 for all members of a
plan would account for the policy change to include all essential health benefits in the calculation of
annual limits. This would have reduced total spending by $10.4 million in FY16. There were more than
21,000 employees who reached the annual out-of-pocket limit in FY16 and would have incurred ad-
ditional out-of-pocket costs if the deductible was raised to account for the policy change. The average
increase in out-of-pocket costs for these employees is $484 per year.

Options to incentivize employees to choose different health insurance plans

Virginia could reduce spending on health insurance benefits without altering the value and competi-
tiveness of current benefits by providing incentives for employees to choose lower-cost options. This
could be done by incentivizing employees to choose Virginia’s COVA high-deductible health plan
(HDHP) or to enroll in another health insurance plan that meets PPACA requirements instead of one
offered by Virginia. These options would not impact the value of Virginia’s total compensation pack-
age but could potentially reduce the state’s costs through more cost-effective use of health care ser-
vices, or by having more employees waive their state health insurance coverage in favor of another
plan.

Providing an incentive for employees to enroll in the COVA HDHP

Virginia could provide a financial incentive for employees to enroll in the consumer-driven health
plans offered, specifically COVA high-deductible health plan (HDHP). Employees pay zero monthly
premium for COVA HDHP, but there are higher out-of-pocket costs. The goal of this plan design is
to reduce overall health care spending by encouraging employees to consume more cost-effective ser-
vices. This is accomplished by shifting employee spending to the cost of actual services rather than
the monthly premium.

A much smaller percentage of Virginia employees are enrolled in COVA HDHP than similar con-
sumer-driven health plans offered by other employers. Only one percent of state employees are en-
rolled in COVA HDHP, while about 10 percent of public sector employees and 26 percent of private
sector employees in Virginia are enrolled in similar plans. It is important to note that some other
employers only offer high-deductible plans. DHRM indicated that a primary reason that more state
employees do not enroll in COVA HDHP is because the monthly premiums and lower out-of-pocket
costs make spending more predictable.

Providing funding for employees’ health savings accounts (HSA) as part of COVA HDHP could en-
courage more employees to enroll in the plan. Employees who enroll in COVA HDHP can save their
own money in an HSA on a pre-tax basis, which can be used for qualifying health care expenditures,
such as copays, coinsurance, and deductibles. Providing state funding each year towards an employee’s
HSA would help offset the out-of-pocket costs under COVA HDHP, and could range between $500
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for an individual and $1,000 for a family. It is not clear what level of incentive would be sufficient to
entice employees to switch plans.

This incentive could reduce spending on health care if it results in employees using less costly services,
such as more generic prescription drugs rather than name brands, or using fewer unnecessary services.
This incentive could also increase premiums for employees remaining in the COVA Care plan, because
it is likely that healthier employees would enroll in COVA HDHP. This results in adverse selection by
leaving employees with higher health insurance costs in the COVA Care plan. Premiums for the COVA
Care plan would increase because the higher costs for that population would be spread across fewer
enrollees. The state would bear a significant portion of these increased premiums because agencies
pay approximately 86 percent of the monthly COVA Care premium. More detailed cost modeling is
necessary to determine if this strategy would result in cost savings.

Providing an incentive for employees to enroll in alternate health insurance

Virginia could provide a financial incentive for employees to waive state health insurance coverage and
instead enroll in another qualifying health insurance plan, which is typically through a family member.
This would be a taxable, cash payment to the employee each month instead of paying the agencies’
share of health insurance premiums. One other state, California, provides this type of cash incentive
for employees to enroll in a different, qualifying health insurance plan.

For example, the state could provide a cash payment of $150 per month to employees who enroll in
another qualifying health insurance plan. This would save the state money if enough employees took
advantage of the incentive. All employees who currently waive their health insurance benefits, and are
enrolled in a qualifying health insurance plan, would be eligible for the incentive. This would not save
any money because agencies are not currently paying for health insurance for these employees. Agen-
cies would save an average of about $900 per month for each additional employee who takes advantage
of the incentive, assuming they were enrolled in a COVA Care plan. (The average cost of monthly
premiums that agencies pay for each employee enrolled in COVA Care is about $1,050.) These costs
would no longer be incurred, and instead agencies would pay the $150 incentive. To break even with
a $150 incentive, about 1,500 additional employees would need to enroll in a different qualifying health
insurance plan, and the state would begin to realize cost savings as additional employees took ad-
vantage of the option (Table D-5). Raising the amount of the incentive would increase the number
of employees that would have to elect the option to realize savings. This option could result in adverse
selection, where healthier employees are more likely to leave the state plan, which tends to have lower
out-of-pocket costs than other plans. If this occurs, premiums could increase for the remaining em-
ployees in the plan because the high cost of those with higher health care needs would be spread
across fewer people.
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TABLE D-5

Providing a cash incentive for employees to enroll in alternative health insurance could save
money if enough employees elect this option

Steps in cost analysis Calculations
A. Monthly incentive $150
B. Employees currently waiving health insurance 10,187
C. Cost of incentive for employees currently waiving insurance (A x B) $1,528,050
D. Average cost to agencies of monthly premiums (COVA Care) $1,052
E. Average savings for employees electing the incentive (D-A) $902
F. Number of employees required to break even (C/E) 1,452

SOURCE: JLARC analysis of FY16 health insurance enrollment and premium data.
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Appendix E: Options to change employee leave benefits

The state has two options to modify leave benefits to better align with those provided by other em-
ployers. The first option would be to transition from the current leave system to a paid-time-off (PTO)
system, which would consolidate the many categories of leave currently available to employees into a
single, all-purpose category. The second option would allow employees to sell back a portion of their
unused leave each year, as opposed to having to wait until separation or retirement to do so. DHRM
explored both of these options as part of an effort to simplify the state’s leave system between 2008
and 2011. An advisory workgroup convened by DHRM, which included human resources staff, fi-
nance staff, and employees from 11 state agencies, developed and proposed a PTO system with an
option to sell back leave, but the recommendation did not result in further action.

Although the state provides paid leave that is in line with other employers who offer a traditional leave
system, Virginia’s policies are generally less flexible than other employers. It is important to note that
state employees are very satisfied with their current leave benefits, and they consider leave less im-
portant than salary, health insurance, and retirement benefits. Still, these options provide the state with
the opportunity to further improve the attractiveness of leave benefits, which could in turn improve
the state’s ability to recruit and retain a qualified workforce. A leave cash-in option would provide
employees an option to increase their take-home pay, which may in turn help address employees’
concerns with salary, the element of compensation that matters most to nearly half the workforce.

Virginia could convert its current leave system into a single paid-time-off system

A PTO system provides employees with one all-purpose leave category, as opposed to separate cate-
gories such as vacation, sick leave, community service, and personal leave. PTO systems typically pro-
vide employees with a slightly smaller amount of total available days than a traditional leave system,
but with much greater flexibility in terms of how to use those days. Other employers are increasingly
implementing PTO systems; usage is highest among private employers. The amount of companies
offering PTO programs to employees increased from 37 percent in 2007 to 63 percent in 2015, ac-
cording to Mercer’s Survey on Absence and Disability Management.

Because PTO leave has fewer restrictions, most employers typically reduce the total number of avail-
able days (Table E-1). Certain categories of leave would remain unchanged, including civil and work
related leave, emergency and disaster leave, military leave, and leave to donate bone marrow or organs,
because these types of leave are granted to employees on an “as-needed” basis.
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TABLE E-1

PTO system would offer more flexibility, but fewer overall days of paid leave

Years of Family and Community Total Estimated
service Annual personal service Sick leave available days of PTO
Less than 5 12 4 2 8 26 22
5t09 15 4 2 9 30 26
10to 14 18 5 2 10 35 30
15to 19 21 5 2 10 38 33

20 to 24 24 5 2 10 41 35

25 or more 27 5 2 10 44 38

SOURCE: JLARC analysis of Mercer's Assessment of Total Compensation Strategies, August 2017.
NOTE: Figures related to sick leave refer to the Virginia Sickness and Disability Program, and do not apply to those employees who opted
to remain in the state’s traditional sick leave program. Does not include the state’s 12 paid holidays.

There are both advantages and disadvantages to taking a PTO approach to leave, affecting both em-
ployees and employers. Advantages of a PTO system include a decrease in administrative complexity
and an increase in employee flexibility. Fifty-nine percent of human resources managers surveyed by
JLARC indicated that combining leave into a single all-purpose category would make leave benefits
more attractive to employees. Disadvantages of a PTO system include a decrease in the overall number
of leave days available to employees, a possible increase in financial liability for the state and an initial
administrative burden of transitioning employees to a new leave system (Table E-2).

TABLE E-2
PTO system would increase employee flexibility and reduce administrative complexity but
could potentially increase leave payouts at retirement or separation

Considerations

Provides additional flexibility for employees to use leave as best fits their needs, but reduces

Impact on employees the total number of days of leave available.

Could result in higher liabilities and leave payout rates upon retirement or separation, if
Impact on state spending employees are able to accrue higher maximum amounts. Such policies should be carefully
defined.

Impact on administrative  Reduces administrative complexity and burden by reducing the number of leave categories
complexity to be monitored.

Legal barriers or risks None identified.

Improves flexibility of benefits and better aligns with the market. (Note that only 3% of
employees identified leave as the most important part of their job, and 83% of employees
are satisfied with their leave benefits.)

Impact on state
competitiveness

Employees may elect to come into work when they are sick in order to avoid using PTO if
they decide they could save it for other types of leave. Could also be negatively perceived by
less healthy employees.?

Potential unintended
consequences

SOURCE: JLARC analysis of Mercer's Assessment of Total Compensation Strategies, August 2017.
@One potential solution to these issues would be to adopt a partial PTO system that combines all categories of leave except for sick leave,
which would accrue separately.
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Virginia could implement a leave cash-in policy

A leave “cash-in” policy allows employees to exchange a portion of their unused leave balance for
additional cash compensation. Provisions for these types of policies vary by employer, including when
and how often leave can be cashed in, as well as the rate at which employees are reimbursed for their
leave. Virginia currently allows employees to receive the full cash value of any unused annual leave at
retirement or separation, up to a cap of 42 days.

If the state were to implement a leave cash-in policy, it could consider using the following provisions:

e Allow employees to cash in up to 3 days of unused annual/PTO leave at the beginning of
each year as part of an open enrollment process (leave type is dependent on whether the state
was to also adopt a PTO leave policy, as discussed in Option 1 above);

e Maintain the current maximum number of eligible days that can be cashed in at 42 over the
course of an entire career (including annual cash-in and payment upon separation);

e Allow employees, upon retirement or separation, to be paid for a maximum of 42 days, minus
any days of leave sold throughout their career; and

e Requite employees to maintain a minimum of 5 days of annual/PTO leave.

If the state decides to implement such a policy, it should work with the Department of Human Re-
source Management (DHRM) in crafting the policy and preparing for its implementation. Additional
items for the state and DHRM to consider are whether to allow employees to receive payment as a
lump sum versus an annuitized payment, how the policy would affect the employee leave donation
policy, and how the state’s payroll and time allocation systems would need to change in order to ac-
commodate this new policy.

There are both advantages and disadvantages to offering a leave cash-in policy, affecting both employ-
ees and employers. Advantages of a leave cash-in policy include increased flexibility for employees in
modifying their total compensation to best fit their needs and a stabilization of expenditures related
to leave payouts by agencies. Additionally, 56 percent of human resources managers surveyed by
JLARC indicated that allowing employees to cash-in a portion of unused annual leave each year would
make leave benefits more attractive to employees. Disadvantages of a leave cash-in policy include an
increase in administrative complexity, an initial increase in spending upon roll-out of the program, and
a potential for employees to run out of leave eatly in the year (Table E-3).

84



TABLE E-3

Appendixes

Leave cash-in policy would increase employee flexibility and potentially stabilize state costs
associated with leave payouts, but could increase administrative complexity

Considerations

Impact on employees

Impact on state spending

Impact on administrative
complexity

Legal barriers or risks

Impact on state
competitiveness

Potential unintended
consequences

Creates flexibility for employees and allows employees to convert a benefit they place a low
value on (leave) for one they place a high value on (salary).

Creates higher level of spending initially, but could reduce amount of leave accruals set aside
for future leave payouts at retirement or separation, resulting in a more stable cash outlay
over time.

Would require state to amend policies, establish an enrollment period, and revise tracking
and payroll systems to reflect additional form of pay.

No barriers or compliance risks identified. Leave payouts would have to be considered as
taxable income, and taxed immediately. (Vast majority of employers apply tax as payouts
occur).

Increased flexibility would enhance the overall employee value proposition for the state and
could improve recruitment/retention efforts of agencies.

Process for adjusting number of eligible leave days and correctly reflecting in employee pay
creates potential for errors. Could result in employees running out of leave prior to the year's
end if they don't accurately anticipate their use of leave.

SOURCE: JLARC analysis of Mercer's Assessment of Total Compensation Strategies, August 2017.
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Appendix F: Analysis of paid parental leave in other states
(SB 1412, 2017)

The General Assembly passed SB 1412 in the 2017 legislative session, which provides up to six weeks
of paid leave to biological fathers and adoptive parents for the purposes of caring for a child. SB 1412
included an enactment clause delaying its implementation until July 1, 2018, and directing JLARC to
conduct an analysis of parental leave benefits for state employees in other states and the cost of
providing parental leave benefits to employees of the Commonwealth.

Virginia currently provides paid leave to biological mothers through the state’s
disability program for the purpose of physical recovery

Virginia provides biological mothers paid, short-term disability leave through the Virginia Sickness
and Disability Program (VSDP) (§ 51.1-1110) when the mother is physically unable to work as a result
of the pregnancy either prior to or following childbirth. The typical length of this income replacement
is 6 weeks, and the percentage of income replacement is dependent upon when an employee began
working for the state and their total months of state service (Table F-1). Short-term disability is de-
fined by the VSDP manual as “an illness, injury or other condition, such as surgery, pregnancy, com-
plications from pregnancy or a catastrophic or major chronic condition, that prevents you from per-
forming the full duties of your job.” This leave is specifically intended for the physical recovery of the
mother, and not for the purposes of caring for a child.

TABLE F-1
Income replacement rates for biological mothers offered by VSDP
Months of Work days of Work days of
state service 100% replacement 80% replacement

Employed before Less than 60 5 20

July 1,2009 60 or more 25 0
Employed on or after Less than 60 0 25

July 1,2009 60 or more 25 0

SOURCE: Code of Virginia § 51.1-1110.

NOTE: Employees must have at least 12 months of state service before they are eligible for disability benefits. Income
replacement will not begin until after seven consecutive calendar days from the first day of an employee’s disability.
During this period, employees may use sick leave, family and personal leave or other eligible leave to cover their
absence from work.

While the state does not currently offer any leave specifically intended for the care of a child, eligible
employees can use a combination of paid and unpaid leave for this purpose. Eligibility requirements
include having at least 12 months of state service in the past seven years and having worked at least
1,250 hours in the previous 12-month period. Employees, including biological mothers following the
end of their short-term disability leave, can use annual, family/personal, and a portion of sick leave
to care for a child (Table F-2). Additionally, all employees are eligible to take #npaid leave through the
Family Medical Leave Act (FMLA) for the purposes of caring for a child, during which time they
remain in job-protected status for up to 12 weeks (inclusive of any paid leave taken).
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TABLE F-2

Classified state employees in VSDP can use several types of paid leave for care of a new child
Leave type Purpose Days per year Max accrual Carry-over?
Annual For vacation or other personal purposes 12 to 27 24 to 54 Yes

For any purpose (family, illness, attend a

funeral, or other personal needs, etc.) 4to5 N/A No

Family/personal

Sick For personal illness @ 2to3 N/A No

SOURCE: Code of Virginia and DHRM policy manual.

NOTE: Figures apply to full-time, classified employees. Available leave and accrual rates vary depending on months of service. Other types
of leave that may also be used for bonding include compensatory, overtime, bonus, sign-on, and recognition leave. See DHRM policies
for additional details regarding each type of leave.

a Employees may use up to 33 percent of their sick leave for absences for family illness or disability that are covered by FMLA.

Employees typically have an average of between 11 and 20 days of paid leave to use for care of a
child, if they combine all of their available annual, family/personal, and sick leave. Most new mothers
are between 25 and 35 years of age, according to data from the Centers for Disease Control and
Prevention (CDC). The average annual leave balance of current employees in this age range was be-
tween 5 and 12 days in FY17 (Table F-3). Including family/personal and available sick leave increases
the total days to between 11 and 20 days.

TABLE F-3
Average amount of leave available to employees for care of a child by age range
Average balance of Available family/ Available sick days Total days available
Age group annual leave (days) ® personal days for care of a child for care of a child
Under 25 5 4-5 2-3 11-13
25-30 9 4-5 2-3 15-17
31-35 12 4-5 2-3 18-20
36-40 14 4-5 2-3 20-22
Over 40 23 4-5 2-3 29-31

SOURCE: JLARC analysis of DHRM data and leave policies.
NOTE: Annual leave balances represent a snapshot of employee leave data as of July 15th, 2017.
@Rounded to nearest day

Most states do not have a separate parental leave program, but allow employees
greater flexibility to use sick leave to care for a new child

Many states allow employees to carry over their sick leave each year and to use such sick leave to care
for a new child. All states that JLARC reviewed allow biological mothers to use sick leave for this
purpose, while all but two permit biological fathers, and 75 percent permit both adoptive mothers and
fathers to use sick leave for care of a new child (Table F-4). Most Virginia employees do not carry
over sick leave, and are limited in their use of most of their sick leave to personal illnesses. Allowing
employees to carry over sick leave and use it for care of a new child provides employees with a greater
amount of leave over time, and acts as a de facto parental leave program. In addition to these other
states, many companies and localities that the state competes with for its workforce also provide em-
ployees with the ability to use their sick leave to care for a child.

87



Appendixes

TABLE F-4
Compared to Virginia, flexible sick leave policies in other states provide employees with
greater amounts of paid leave that can be used to care for a new child

Maternity Paternity Adoption
# of states 28 of 28 states 26 of 28 states 21 of 28 states
Median # of days 60 days 40 days 35 days
Average # of days available for care of a child (Virginia) 11-31 days 11-31 days 11-31 days

SOURCE: JLARC analysis of NCASG survey data and DHRM data.

NOTE: Includes information on 28 states that responded to NCASG's 2016 Benefits Survey. At least some of the other states listed do not
have a short-term disability program similar to Virginia's, so the additional, accrued sick leave would need to be used by employees for
extended, medically-necessary absences.

A few states offer employees paid leave specifically designated for the purpose of caring for a child.
Five states offer paid parental leave to employees, either through an expansion of the Family and
Medical Leave Act or the state’s disability program, and nearly all of these states guarantee this leave
to both public and private employees. The amount of paid leave provided by these leave policies ranges
from 30 to 60 days, as compared to the 11 to 31 days available to Virginia employees. (Table F-5).

TABLE F-5
States that provide paid parental or bonding leave through FMLA
Income
Max length (days) replacement rate Max weekly benefit Waiting period

California 30 days 55% $553 7 days
New Jersey 30 days 66 505 7 days
Rhode Island 20 days 60 519 7 days
New York 40 days 50 653 None
Washington 60 days 50-90° 1000 None

SOURCE: JLARC analysis of other states’ administrative code and leave benefit policies.
@Washington’s income replacement rate is dependent on how an employee’s salary compares to the statewide average, and the weekly
benefit cannot exceed 50 percent of the statewide average weekly wage.

SB 1412 does not cover all biological or adoptive parents

SB 1412 would provide a new category of paid leave to biological fathers and some adoptive parents
but excludes biological mothers. While this legislation would provide biological fathers and adoptive
parents paid leave equivalent with the leave provided to biological mothers under VSDP, the leave
provided through VSDP is explicitly intended for medically-necessary absences due to pregnancy,
delivery, and recovery, while the leave offered by SB 1412 is intended for bonding with or caring for a
child. This is therefore a new category of leave that would be available to some employees, but not
others, for the purposes of bonding with or caring for a child.

Virginia should seek a legal opinion on whether SB 1412 would be in violation of Equal Employment
Opportunity Commission (EEOC) criteria. EEOC guidelines state that employers are required to
provide the same amount of parental leave to men and woman. More specifically, EEOC guidelines
regarding the treatment of workers with caregiving responsibilities state:
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While employers are permitted by Title VII [of the Civil Rights Act of 1964] to pro-
vide women with leave specifically for the period that they are incapacitated because
of pregnancy, childbirth, and related medical conditions, employers may not treat
either sex more favorably with respect to other kinds of leave, such as leave for
childcare purposes. To avoid a potential Title VII violation, employers should care-
tully distinguish between pregnancy-related leave and other forms of leave.

Extending this logic to SB 1412, if the state offers 6 weeks of paid leave to biological fathers and
adoptive parents to care for an infant, and does not extend such leave to biological mothers separately
from the leave they receive under VSDP, the state could be at risk of violating Title VII. Staff with
the EEOC’s Office of Legal Counsel agreed that the state should seek further legal guidance before
moving forward with SB1412.

SB 1412 also limits parental leave benefits for adoptive parents to children under the age of one. This
limitation creates an inequity between parents who adopt children under the age of one and those
who adopt an older child. FMILA standards require that leave for the purposes of caring for an adopted
child must be taken within one year of the adoption, regardless of the age of the adopted child.

Modifying SB 1412 to include eligibility for biological mothers and removing the one-year age re-
striction for adopted children would address both equity concerns discussed above, and better align
Virginia with both FMLLA and EEOC standards.

Additional costs for parental leave would primarily be incurred from employees
who would have otherwise taken leave without pay

Providing paid parental leave under SB 1412 would not result in additional spending for employees
who use this leave instead of other forms of paid leave, or who would have otherwise not taken time
off from work. Agencies pay the full salary for employees who use annual, family/personal, or sick
leave to care for a new child. To the extent employees use parental leave under SB 1412 instead of
other paid leave, agencies will save money because parental leave does not provide full income replace-
ment in all cases. Some employees may take parental leave instead of simply not taking time off from
work, and in these circumstances agencies will also save money because they would otherwise be pay-
ing the employee’s full salary.

When employees take additional time away from work under SB 1412 agencies will experience a loss
in productivity. But because the parental leave does not accrue or carry over, there is little additional
cash outlay or liability for the state. Some agencies may incur increased costs due to spending on
overtime or contract workers during employees’ absences, but sufficient data is not available to quan-
tify these costs. The fiscal impact statement for SB 1412 provides an estimate of the lost productivity,
but JLARC did not conduct an independent estimate because there will be no cash outlay or accrued
liability.

Agencies would see a cost increase when employees use parental leave instead of taking leave without
pay to care for a new child. Based on a JLARC estimate, SB 1412 would have cost the state between
$214,650 and $357,750 in FY17, if it were expanded to include biological mothers (Table F-6). This
is based on estimating the number of employees who took leave without pay to care for a new child,
and assuming that all of these employees would instead elect to take paid parental leave under SB
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1412. This estimate was calculated by analyzing available data on unpaid FMLA claims in Virginia in
FY17, salary data for these employees, and estimates provided by the Department of Labor on the
usage of FMLA leave, which state that 19 percent of FMLA leave is taken for reasons related to a
new child. If SB 1412 is reenacted as currently written, to include only biological fathers and adoptive
parents, the fiscal impact would be lower.

TABLE F-6
Calculation estimated increase in state spending as result of SB 1412

Step 1: Estimate number of state employees to take leave to care for a new child

558 Number of employees who took unpaid FMLA leave in FY17
X 19% Percent of FMLA claims taken for reasons related to a new child®
106 Estimated number of employees who may have taken leave for reasons related to a new child

Step 2: Estimate total cost of paid leave provided by SB 1412

106 Number of employees who may have taken leave for reasons related to a new child
$135 Median daily salary for employees who took unpaid leave in FY17
X 25 Maximum amount of days available of paid leave under SB 1412
$214,650 Total amount of unpaid salary for employees with less than 5 years of service (60%)
$357,750 Total amount of unpaid salary for employees with less than 5 years of service (100%)

SOURCE: JLARC analysis of DHRM data on employee leave usage, income replacement rate provided by SB 1412, and Department of
Labor’s 2012 Family and Medical Leave Act Employee and Worksite Surveys.
@Including pregnancy, birth, adoption or foster care.

It is important to note that while this estimate represents an increase in spending, it is still less than
budgeted salary spending, Because agency budgets assume paying 100 percent of each employee’s
salary for the entire year, paying part of that salary for parental leave results in cost savings. However,
agencies will not save as much money as they would if these employees took leave without pay instead
of the paid parental leave.
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Appendix G: Turnover driver analysis

JLARC conducted a binary logistic regression analysis to evaluate the factors that are associated with
employee turnover. The regression model included all full-time classified employees for the four-year
period from FY13-FY16 (236,277 observations). The dependent variable was whether or not the
employee voluntarily left the state workforce during the fiscal year. The model included several inde-
pendent variables including employee demographics, years of service, and multiple compensation fac-
tors (Table G-1).

TABLE G-1
Variables included in JLARC's turnover driver logistic regression model

Variable Definition

Whether an employee left the state workforce for reasons other than

Voluntary tumover (dependent variable) retirement, dismissal, long-term leave, or death

Age Age in years at the end of the fiscal year

Gender Male or female

Total salary at the end of the fiscal year minus total salary at the beginning

Percent salary change of the fiscal year, divided by total salary at the beginning of the fiscal year

Race Non-white or white

Salary Increase Yes/no variable indicating at least one salary increase during a fiscal year
Total bonus amount Totaled amount of any bonuses received

Total bonuses Number of bonuses received

Ending salary Total salary at the end of the fiscal year

Years of service* Date at end of fiscal year minus employee start date

Dichotomous variable indicating whether an observation was from a

Dummy variables for fiscal year particular fiscal year (FY14-FY16)

Dichotomous variable indicating whether an observation was from a

Dummy variables for job roles+ particular job role (one for each job role)

*A quadratic term for years of service was also included because the distribution was parabolic.
+These dummy variables were included in the statewide regression model, but not the 10 test models.

The analysis suggested that several variables may influence turnover, including receiving at least one
pay increase, an employee’s years of service, race, and the total number of bonuses an employee
receives in a year. The results for key independent variables and statistics indicating how well the

model fit the underlying data are shown in Table G-2, and fit statistics for the model are shown in
Table G-3.

The key statistic for logistic regression is called an odds ratio, which is a measure of association be-
tween an independent and dependent variable—in this case, between the variables listed in Table G-
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1 and voluntary turnover. In this context, an odds ratio less than one means that the odds of turnover
may be reduced based on the dependent variable, and an odds ratio of greater than one indicates that
the odds of turnover may be increased by a particular variable.

TABLE G-2
Binary logistic regression results for voluntary turnover (N=236,777)

95% Confidence interval

Variable Odds ratio Standard error z P>|z]| UB LB

Pay increase 0.702 0.016 -15.170 0.000 0.735 0.671
Percent change in pay 0.995 0.001 -6.830 0.000 0.996 0.993
Years of service 0.796 0.003 -57.110 0.000 0.802 0.790
Ending salary 0.997 0.001 -2.500 0.013 0.999 0.994
Age 0.973 0.001 -32.020 0.000 0.974 0.971
Male 1.025 0.021 1.210 0.227 1.068 0.985
White 0.643 0.011 -24.800 0.000 0.666 0.621
Total number of bonuses 0.881 0.024 -4.730 0.000 0.928 0.835
Total bonus amount 0.998 0.026 -0.090 0.925 1.051 0.947
Years of service (quadratic term) 1.003 0.000 19.790 0.000 1.004 1.003

NOTE: Dummy variables for 292 job roles and for FY13-FY16 were excluded from the table for brevity.

TABLE G-3

Fit statistics for JLARC logistic regression model
Pseudo R? 0.216

LR chi? (248) 27872.08

Prob > chi? 0.000

N 236,277

The regression model did not include several factors that are associated with turnover due to data
limitations. A review of literature around the drivers of turnover and turnover intention suggested
using a number of variables that JLARC staff did not have access to or could not accurately measure.
These variables include but are not limited to the effects of an employee’s supervisor or agency lead-
ership, teleworking, flexible schedules, workload, work environment, job satisfaction, public service
motivation, performance evaluation results, and opportunities for advancement. The omission of
these variables means that their influence could not be accounted for in the regression model.
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Appendix H: Analysis of the state’s workforce challenges

JLARC conducted extensive data analysis to identify the job roles and agencies experiencing the great-
est workforce challenges. JILARC calculated four primary metrics to identify current challenges, or the
risk of future challenges:

e vacancy rate (recruitment challenges),

e voluntary turnover rate (retention challenges),

e percent of employees with less than five years of state service (retention risk), and
e percent of employees likely to retire (retirement risk).

The results of this analysis by job role and agency are shown below (Tables H-1 and H-2).

TABLE H-1
Workforce challenges by job role (FY15-FY17 three-year average)

Number of Percent of employees  Percent of

classified Vacancy Turnover less than5years employees likely

Job role employees rate rate of service to retire
Administrative and office specialist Il 2,069 13.3% 5.5% 30.9% 8.4%
Administrative and office specialist 1l 6,947 10.6 5.1 338 6.4
Agricultural specialist 11 116 4.6 6.2 35.1 49
Agricultural specialist IV 71 11.6 8.1 42.2 6.7
Architect/engineer | 600 9.8 37 327 7.6
Architect/engineer Il 230 1.7 3.6 35.6 4.4
Architect/engineering manager || 240 5.5 2.5 20.2 4.5
Auditor | 106 13.7 6.6 39.8 7.8
Auditor Il 132 13.9 5.0 27.1 8.4
Compliance/safety officer IlI 251 17.4 5.5 29.2 73
Compliance/safety officer IV 126 15.7 6.1 16.7 11.2
Computer operations technician | 70 15.2 6.4 45.7 4.2
Computer operations technician Il 106 9.9 5.6 31.6 2.2
Counselor | 89 15.6 17.6 541 3.0
Counselor Il 874 15.0 10.5 394 5.0
Counselor manager 83 12.6 24 7.7 7.9
Direct service associate |l 2,306 27.1 24.4 479 3.1
Direct service associate Ill 1,033 17.4 16.6 37.8 34
Education administrator | 53 16.9 6.2 427 3.8
Education administrator || 58 21.1 4.6 34.0 6.9
Education administrator IlI 60 16.4 5.0 19.5 18.8
Education coordinator | 153 16.7 7.7 43.6 5.9
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Number of Percent of employees  Percent of
classified Vacancy Turnover less than5years employees likely

Job role employees rate rate of service to retire
Education support specialist | 74 7.2% 4.2% 65.7% 0.9%
Education support specialist Il 876 12.9% 8.9% 51.3% 4.1%
Education support specialist Il 735 15.3 8.9 53.1 33
Electronic technician Il 203 11.2 43 29.2 5.7
Emergency coordinator | 122 8.4 14.6 52.2 4.0
Emergency coordinator Il 130 18.7 16.6 45.0 2.8
Engineering technician Il 83 10.7 49 40.0 54
Engineering technician IlI 656 54 1.9 15.4 6.6
Engineering technician IV 187 6.9 3.0 17.6 5.3
Environmental manager | 82 43 1.6 6.9 4.0
Environmental manager || 102 83 1.6 6.5 7.5
Environmental specialist | 525 9.3 5.5 26.7 5.0
Environmental specialist Il 747 11.9 3.0 19.1 6.1
Equipment services repair manager | 52 3.1 0.0 5.8 38
Equipment services repair technician | 288 438 4.1 36.1 39
Equipment services repair technician Il 192 5.8 2.8 25.5 44
Financial services manager | 273 10.2 32 171 52
Financial services manager Il 137 9.7 2.4 11.9 35
Financial services specialist | 1,332 94 38 30.6 5.1
Financial services specialist Il 400 12.7 3.0 27.6 3.6
Food service manager Il 87 7.8 44 37.6 33
Food service manager lll 51 5.6 6.2 247 79
Food service technician | 358 19.9 11.0 48.7 4.0
Food service technician Il 168 9.7 74 40.2 23
Food service technician llI 252 11.7 10.8 454 4.9
:;;enr;isii Isicience specialist Ill/forensic 116 125 76 398 18
General administrative manager | 266 9.7 2.8 14.3 6.3
General administrative manager Il 203 7.6 1.9 9.3 11.0
General administrative manager Il 141 9.0 2.8 16.1 104
Health care compliance specialist Il 226 8.0 2.9 274 5.9
Health care technologist Il 62 12.5 9.8 452 1.6
Hearing and legal services officer | 116 25.0 5.2 19.9 8.6
Hearing and legal services officer I 80 19.5 5.8 46.0 7.1
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Number of Percent of employees  Percent of
classified Vacancy Turnover less than5years employees likely

Job role employees rate rate of service to retire
:—lousekeeping and/or apparel manager 106 10.6% 45% 26.2% 47%
Housekeeping and/or apparel worker | 1,530 11.9% 8.7% 42.1% 57%
Housekeeping and/or apparel worker || 212 8.3 6.3 283 9.8
Human resource analyst | 278 8.5 6.5 389 34
Human resource analyst || 205 11.6 3.6 21.8 5.1
Human resource manager | 72 9.7 7.0 237 6.1
Human resource manager | 68 14.0 44 19.8 8.0
Information technology manager | 117 10.5 2.8 14.1 6.0
Information technology manager Il 78 10.6 4.2 11.5 1.7
Information technology specialist | 505 10.5 4.7 455 2.7
Information technology specialist Il 1,402 11.0 49 31.9 4.0
Information technology specialist IlI 1,039 12.6 4.4 26.6 5.1
Information technology specialist IV 86 14.9 2.2 21.6 6.6
Laboratory and research specialist | 277 26.6 15.0 62.3 13
Laboratory and research specialist Il 372 18.5 6.6 438 43
Laboratory and research technician 62 17.2 10.8 517 43
o wsw
Law enforcement manager | 253 4.8 1.6 38 1.1
Law enforcement manager Il 211 44 0.5 14 49
Law enforcement officer | 285 12.5 13.0 60.1 0.3
Law enforcement officer II 1,207 27.2 7.7 49.0 0.6
Law enforcement officer Il 964 8.0 2.3 6.2 1.5
Library specialist | 212 7.1 4.2 28.6 10.9
Library specialist Il 223 12.3 6.0 27.2 6.9
Licensed practical nurse 526 25.6 24.8 46.5 2.1
Media specialist Il 124 124 8.2 52.6 3.1
Media specialist Ill 220 10.0 55 44.0 5.8
Minerals specialist | 102 10.3 1.7 22.3 9.9
Natural resource manager Il 81 55 1.2 54 33
Natural resource specialist I 188 16.2 6.9 37.8 53
Natural resource specialist Il 116 4.7 5.9 28.7 2.0
Physician Il 111 25.2 1.5 40.7 15.0
Policy planning specialist | 205 14.2 5.2 25.6 7.5
Policy planning specialist Il 353 12.4 43 28.0 6.0
Policy planning specialist Il 65 11.3 1.0 21.7 5.8
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Number of Percent of employees  Percent of
classified Vacancy Turnover less than5years employees likely

Job role employees rate rate of service to retire
Probation officer assistant 96 8.6 8.2 45.1 9.4
Probation officer | 1,197 7.8% 7.5% 32.8% 2.9%
Probation officer |l 159 5.0% 1.3% 1.8% 3.0%
Procurement manager I 73 11.7 37 14.5 6.8
Procurement officer | 179 9.6 43 22.9 5.2
Procurement officer I 110 14.8 45 23.8 5.2
Program administration manager | 62 13.0 6.0 454 8.6
Program administration manager | 291 8.8 3.2 17.5 7.5
Program administration manager lll 344 9.5 2.7 15.4 12.0
Program administration specialist | 1,854 16.2 8.4 36.4 54
Program administration specialist Il 1,491 10.8 4.8 31.0 5.9
Program administration specialist Il 159 10.1 33 17.3 9.3
Psychologist I/psychology associate | 79 234 19.5 60.4 43
Psychologist Il/psychology associate Il 130 19.6 12.6 40.9 7.5
:::c”i:“rset'a:lﬁons and marketing 90 17.9 174 74.0 0.0
spsscni;ir:t'a:lt:ons and marketing 345 15.9 12.0 62.0 1.1
SP::C'Z;::JTSO”S and marketing 151 135 5.8 458 5.4
Registered nurse | 537 19.7 20.2 50.5 55
.F;fi';:ir.iigilfs't"—fﬂfrse practitioner 646 225 18.1 36.1 6.9
Registered nurse lll/nurse practitioner I 60 21.1 12.8 33.2 134
Registered nurse manager | 250 15.1 9.5 19.8 7.3
Registered nurse manager II 55 9.8 4.2 15.4 10.8
Retail manager | 142 11.2 6.1 36.8 2.6
Retail manager Il 182 24 33 18.6 4.6
Retail specialist Il 303 11.7 7.2 59.7 4.1
Scientist | 146 10.7 8.2 455 5.0
Scientist |l 234 11.0 4.6 234 3.2
Security manager | 415 11.5 2.1 29 1.1
Security manager | 312 10.6 1.5 1.6 1.6
Security officer Il 5,996 15.1 17.0 46.9 1.1
Security officer IV 777 28.1 8.5 204 1.0
Store and warehouse specialist Il 125 5.8 49 40.0 2.7
Store and warehouse specialist Il 169 7.0 35 22.5 9.7
Therapist Il 51 20.0 13.8 343 2.0
Therapist IlI 66 16.8 7.0 25.6 34
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Number of Percent of employees  Percent of
classified Vacancy Turnover less than5years employees likely

Job role employees rate rate of service to retire
Therapy assistant/therapist | 96 15.0 144 36.8 1.7
Trades manager | 147 7.2% 3.4% 15.0% 6.8%
Trades technician | 202 14.3% 13.9% 43.6% 5.6%
Trades technician I 118 15.7 10.2 54.7 1.5
Trades technician IlI 1,271 9.0 43 29.0 6.8
Trades technician IV 759 74 33 21.2 6.1
Trainer and Instructor | 173 10.9 7.7 44.0 7.8
Trainer and Instructor Il 504 18.0 79 342 6.4
Trainer and Instructor llI 186 10.1 5.0 311 6.1
Transportation operations manager | 337 3.1 13 8.6 3.0
Transportation operations manager | 225 1.6 0.6 4.6 32
Transportation operations manager llI 61 32 1.6 7.2 2.2
Transportation operator | 2,434 4.5 4.2 36.7 39
Transportation operator llI 208 9.1 3.2 20.1 43
Utility plant specialist Il 173 11.9 6.0 29.3 10.0
Statewide totals 64,977 13.2% 7.8% 4.8% 33.8%

SOURCE: JLARC analysis of DHRM workforce data, FY15-FY17 (three-year averages).
NOTE: Only job roles with a three-year average of at least 50 classified employees were included.

TABLE H-2
Workforce challenges by agency (FY15-FY17 three-year average)

Number of Percent of employees Percent of

classified Vacancy Turnover less than 5 years employees likely

Agency employees rate rate of service to retire
Christopher Newport University 437 10.2% 9.4% 49.5% 2.7%
College of William and Mary 944 14.0 77 41.2 5.7
Department Alcoholic Beverage 1,060 10,0 54 38.0 39
Control
Departrpent Conservation and 397 10.4 37 26.0 6.1
Recreation
Department for Aging and
Rehabilitative Services 1,168 100 61 291 76
Depa'rtment for the Blind and Vision 146 17 37 30.7 128
Impaired
Department of Accounts 138 8.8 4.1 376 3.2
Department of Agriculture and 436 164 49 28.9 73

Consumer Services
Department of Aviation 32 2.0 4.1 26.8 2.1

Department of Behavioral Health and

. 6,738 23.1 17.2 394 45
Developmental Services
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Number of Percent of employees Percent of
classified Vacancy Turnover less than 5 years employees likely

Agency employees rate rate of service to retire
Department of Corrections 10,968 134 11.6 35.3 2.6
Depér‘cment of Criminal Justice 97 9.1% 5 8% 25.7% 45%
Services
Department of Education 401 14.7 8.0 30.0 9.3
Department of Emergency 114 227 10.2 34.1 46
Management
Department of Environmental Quality 778 12.7 2.8 18.5 7.1
Department of Fire Programs 63 7.6 49 24.6 10.0
Department of Forensic Science 270 104 6.0 30.7 3.0
Department of Forestry 227 6.2 4.1 18.4 34
D_epar_tment of Game and Inland 420 112 38 226 53
Fisheries
Department of General Services 598 13.6 4.7 289 6.8
Department of Health 3,258 12.0 74 31.1 6.5
Department of Health Professions 199 74 4.0 27.2 4.7
Department of Historic Resources 38 10.7 44 377 8.8
Depar‘tme:*nt of Housing and 88 113 54 38.7 45
Community Development
Department of Human Resource 98 8.9 10 235 51
Management
Department of Juvenile Justice 1,617 23.9 10.9 31.0 5.0
Department of Labor and Industry 143 19.3 37 26.6 7.2
Depgrtment of Medical Assistance 391 146 38 30.8 46
Services
Department of Military Affairs 281 8.5 11.6 37.2 9.9
Department of Mines, Minerals, and 192 109 23 214 118
Energy
Department of Motor Vehicles 1,852 8.9 5.0 28.1 49
Department of Planning and Budget 44 12.0 2.3 16.0 2.3
Depar‘cmgnt of Profes§|onal and 166 16.8 44 35 34
Occupational Regulation
Depar‘cmen’F of Rail and Public 6 16.8 8.2 16.8 31
Transportation
Department of Small 31 309 128 415 138
Business/Supplier Diversity
Department of Social Services 1,599 8.8 4.0 283 8.0
Department of State Police 2,679 17.6 438 26.9 2.7
Department of Taxation 806 10.9 3.2 25.5 8.1
Department of the Treasury 105 7.6 54 26.2 7.0
Department of Transportation 7,249 5.2 3.0 25.7 5.0
Department of Veterans Services 635 8.4 15.8 52.6 34
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Number of Percent of employees Percent of
classified Vacancy Turnover less than 5 years employees likely

Agency employees rate rate of service to retire
George Mason University 1,731 14.5 11.7 474 4.0
James Madison University 1,332 5.0% 5.6% 36.3% 4.3%
Jamestown-Yorktown Foundation 114 10.1% 5.9% 24.0% 9.2%
Longwood University 310 9.2 6.6 344 6.2
Marine Resources Commission 143 11.0 7.2 28.5 6.3
Norfolk State University 473 18.0 10.3 319 6.0
Office of the State Inspector General 34 12.2 49 315 13.0
Old Dominion University 1,030 9.3 8.0 38.1 5.0
Radford University 511 9.9 9.9 43.6 4.0
Richard Bland College 37 28.6 6.2 17.0 5.3
Southern Virginia Higher Education 33 13.2 5.0 53.7 0.0
State Council of Higher Education 32 12.0 2.1 313 1.0
The Library of Virginia 114 16.1 1.2 14.9 9.9
The Science Museum of Virginia 58 11.2 7.6 29.8 57
University of Mary Washington 328 9.6 7.8 39.1 4.0
University of Virginia 1,184 0.0 0.0 0.0 9.7
Virginia Commonwealth University 2,677 19.9 9.0 42.0 3.7
Virginia Community College System 3,495 14.3 6.8 415 5.9
Virginia Employment Commission 702 20.3 3.9 21.5 12.0
Virginia Information Technologies 229 16.5 1.7 14.7 7.1
Virginia Military Institute 281 11.6 7.2 373 6.1
Virginia Museum of Fine Arts 129 8.5 8.0 42.9 6.2
Virginia Museum of Natural History 34 4.6 79 31.8 79
\S/ti;%;”:jnf\f’g:ﬁ;h”ic Institute and 2,593 0.0 0.0 403 2.8
Virginia State University 329 19.2 5.9 23.7 8.3
Statewide totals 64,977 13.2% 7.8% 4.8% 33.8%

SOURCE: JLARC analysis of DHRM workforce data, FY15-FY17 (three-year averages).

NOTE: Only agencies with a three-year average of at least 30 classified employees were included.
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Appendix I: Potential methodology for strategic investments
in salaries

JLARC recommends that the state develop a methodology for informing decisions about how to
prioritize salary increases for job roles with the greatest workforce challenges (Chapter 4, Recommen-
dation 4). There are many methodologies that the state could develop, and compensation experts at
DHRM and other state agencies are best positioned to develop the methodology that is most feasible
and effective for Virginia. JLARC developed the following methodology for consideration. The goal
of any methodology should not be to simply bring every employee’s salary in line with the market
median salary. Instead, the state should aim to pay employees at rates adequate to help address work-
force challenges, even if rates are below or above the market median salary.

JLARC's potential methodology for differentiating salary increases by job role

The methodology proposed in this appendix requires actions at both the central and agency levels.
Determining salary increases for each job role would occur at the central level, with the governor and
General Assembly determining the percentage increase, if any, that each job role receives. Agencies
would then have the ability to differentiate pay further az zhe employee level to account for individual
differences, such as work experience and performance. To effectively implement this methodology,
central decision-makers need access to more detailed information about salaries and workforce chal-
lenges (Chapter 4, Recommendations 5 and 6), and agencies need the authority to differentiate pay by
employee (Chapter 4, Recommendations 7 and 9).

JLARC’s proposed methodology would require several actions to be taken as part of the budget de-
velopment and execution process each year. These steps are described below.

Step 1: DHRM and DPB set target salary ranges for each job role

DHRM, with the assistance of DPB, could establish a target salary range for each job role based on
workforce challenges so that decision-makers have a way to determine when salary increases are
needed. Target salary ranges would allow decision-makers to determine when pay is appropriate, too
low, or too high for each job role. When the average salary for employees in a particular job role is
within the target salary range, then the state has met its goal. However, when the average salary is
below this range, then pay is inadequate to effectively address or prevent workforce challenges. Alter-
nately, when salary is above this range, then the state is paying more than is necessary to address
workforce challenges.

The initial salary range for each job role could be determined based on salaries offered by employers
that the state competes with, but ranges would need to be shifted to account for workforce challenges,
which vary by job role. The state might also want to consider other factors, such as how critical each
job role is, when deciding how to set target salary ranges.

Figure I-1 provides an example of how target salary ranges could vary by job role. In the first scenario,
“job role A” does not have major workforce challenges and performs support functions, so the salary
range is shifted down in relation to the median salary provided by other employers. However, in the
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second scenario, “job role B” experiences significant recruitment issues and performs mission-critical
functions; this justifies shifting the salary range up in relation to the median of what other employers
pay, to ensure that there are enough qualified staff to perform these functions.

FIGURE I-1
Target salary ranges could be established for each job role and shifted as needed to account
for workforce challenges

JOB ROLEA JOB ROLEB
Highest
------- salary
$80,000
Highest
salary
Factors 360,000 Factors
B Limited recruitment and Market B Difficulty recruiting
retention challenges ;‘:l‘:':y" employers anc.i a statewide Market
B Provides support functions 355,000 shortage of skilled workers  EEEREEg: -+ “;:I‘:'fy"
for the role $65,000
Sa!ary range B Provides critical, direct Lowest
Shifts to the lower end of care services WAL salary
$60,000

what other employers pay
Salary range

Shifts to the higher end of
what other employers pay

Lowest

...... salary
$40,000

NOTE: Scenario is hypothetical and for illustration only. Market median is used because average salary data is not reported by other
employers.

Step 2: Compare the average salary for each job role to the target salary range

DHRM would calculate the average salary for employees in each job role on an annual basis to deter-
mine where it falls in relation to the established target salary range (Figure 1-2). (Using the average
salary for these calculations, instead of the median, is necessary to calculate the funding necessary to
provide a certain percentage salary increase to all employees in a job role.) There are three possible
outcomes: the average salary is either above, below, or within the target salary range.
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FIGURE I-2
DHRM compares the average salary for each job role with the target salary range

Average salary for
employees in a job role

| Within target salary range

‘ Salaries are appropriate to address
or prevent workforce challenges.

-20% Target median salary +20% Not a priority for salary increases.

Below target salary range
Salaries are too low to help effectively

- address workforce challenges. Increase
‘ -’Esl salaries so that the average salary is

-20% Target median salary +20% within the targetrange.

These jobs are a priority for salary
increases.

Above target salary range

|—_|_ 0—| e e e e ety
to address or prevent workforce

-20% Target median salary +20% challenges.

Not a priority for salary increases.

NOTE: Scenario is hypothetical and for illustration only.

Step 3: Decide the percentage increase that each job role should receive

DHRM and DPB would need to calculate the funding necessary to bring or maintain the average
salary for each job role within its target range. Below is a proposed method that DHRM and DPB
could use to calculate these percentages.

Job roles below target salary range: Calculate the amount necessary to bring the average
salary for each job role to the bottom of the target range. The total funding necessary would
be the difference between the bottom of the target range and the average salary, multiplied by
the number of employees. This calculation should also account for how much other employ-
ers intend to increase salaries because this will raise the bottom of the target range.

Job roles within the target salary range: Calculate the amount necessary to avoid having
the average salary fall below the target range. The total funding necessary would be the aver-
age percentage salary increase provided by other employers, multiplied by total salaries in
these job roles.

Job roles above the target competitive range: Calculate an increase that will keep salaries
growing, but salaries do not necessarily have to fully keep pace with other employers. For ex-
ample, the total funding necessary could be equal to half of what other employers are provid-
ing, multiplied by the total salaries in these job roles.
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Step 4: Secretary of Administration provides a report with proposed salary increases to the
governor, and the governor responds in conjunction with the executive budget

The Secretary of Administration submits a report with investment priorities to the governor and
chairmen of the House Appropriations and Senate Finance Committees. These priorities would be
structured to accomplish different policy goals. The highest priority would be to address the most
pressing workforce challenges by bringing the job roles with salaries below the target salary range up
to at least the bottom of that range. The next highest priority would be to provide some level of
increase to other job roles, to avoid having those jobs fall below their target salary range. These prior-
ities can both be accomplished in any given year if sufficient funding is available. However, even when
sufficient funding is not available, some level of investment should be provided to address the state’s
most pressing workforce needs.

Highest priority

Goal: Address on/y the most pressing workforce challenges.

Approach: Invest enough funding to bring the average salary for all job roles at least to the

bottom of the target salary range. This approach focuses investments on the most pressing

issues, but it would not help prevent workforce challenges because it would not provide some
amount of increase to other job roles as well.

Next highest priority

Goal: Prevent future workforce challenges by providing some amount of salary increase to
employees in job roles that are not experiencing workforce challenges.

Approach: Invest in job roles that are not experiencing workforce challenges to mitigate the
risk of future issues. The increases provided would still be differentiated by job role depend-
ing on whether the job role is within the established target salary range, or above it.

The governor would decide which priorities to include in the executive budget based on the admin-
istration’s policy goals and the amount of funding available that year.

Step 5: The General Assembly appropriates a total amount of funding for salary increases for
each job role.

The General Assembly would make amendments to the salary investments proposed in the executive
budget during the legislative session each year. Once the budget is passed by the legislature and signed
by the governor, DPB would allocate the funds that each agency should receive based on the percent-
age increase determined for each job role and the number of employees in each job role at that agency.
For example, agencies would receive a larger percentage increase for employees in the highest priority
job roles with the greatest workforce challenges. If funding is also provided for other job roles, agen-
cies would receive funding for the percentage increase that was appropriated for those job roles, de-
pending on the final budget. If funding is appropriated only for the highest priority job roles, some
agencies may not receive any new appropriations for salary increases (Table I-1).
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TABLE I-1
Calculate total appropriations for an agency based on number of employees in each job role
Number of  Average salary increase Average Total funding
Category employees in final budget salary agency receives
Nurse Within range 10 2% $64,000 $12,800
Probation officer Below range 30 5 43,000 64,500
Admin/Office specialist Above range 15 1 54,000 8,100

NOTE: Scenario is hypothetical and for illustration only.

Step 6: Agencies distribute the total funding they have received based on individual factors.

Agencies receive the total appropriation amount determined in Step 5 from the General Assembly. If
agencies are provided the authority to differentiate pay for individual employees (see Chapter 4, Rec-
ommendation 9), then they do not have to give the same percentage salary increase to every employee.
For employees in job roles that receive larger salary increases based on their workforce challenges,
agencies would have the flexibility to distribute funds based on employee-specific factors, such as work
experience, job responsibilities, and performance, as long as the total amount of salary increases pro-
vided for employees in that job roles does not exceed the funding appropriated in the budget.

For job roles that receive smaller salary increases to keep pace with other employers and prevent future
workforce challenges, agencies would be provided with the same flexibility. Agency leadership could
distribute salary increases based on the same employee-specific factors, as long as the total amount of
salary increases for employees in that job role does not exceed the funding appropriated in the budget.
Figure I-3 illustrates how an agency could distribute funds among employees within the same job role.

To ensure consistency, DHRM could require agencies to consider the following individual factors
when aligning salaries: job responsibilities, work experience, and performance. DHRM also could set
upper and lower limits for salary increases to ensure that all employees receive some amount of a raise
and that the aggregate increase does not exceed the amount of appropriated funds. In the example
above, the lower limit is one percent and the upper limit is five percent, but the agency can decide how
much to distribute to each employee within those parameters.
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FIGURE I-3
Agency provides different salary increases to employees based on individual factors

Job role: Agency distributes funds appropriated
Probation officer

Average salary increase: 3%

Salary compared to range:
Below target range

Total appropriation:

$64,500 |
@ [ [
Employee A: 1% Employee B: 3% Employee C: 5%
1 year of work experience 5 years of work experience 10 years of work experience

NOTE: Scenario is hypothetical and for illustration only. In reality, multiple factors would be considered by agencies to increase salaries by
different percentages across their employees.
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Appendix J: Agency responses

As part of an extensive validation process, the state agencies and other entities that are subject to a
JLARC assessment are given the opportunity to comment on an exposure draft of the report. JLARC
staff sent an exposure draft of this report to the Secretary of Administration, the Secretary of Fi-
nance, the Department of Human Resource Management, the Department of Planning and Budget,
and the Virginia Retirement System.

Appropriate corrections resulting from technical and substantive comments are incorporated in this
version of the report. This appendix includes response letters from the following:

e Department of Human Resource Management
e Virginia Retirement System

106



COMMONWEALTH of VIRGINIA

Sara Recoine WiLson Department of Human Resource Management 101 N. 14™

James Monroe Buwbing, 1 2™ FLOOR
RicHmono, Vircini 23219

(804) 225-2131

(TTY) 711

DirecTor

November 3, 2017

Mr. Hal E. Greer, Director

Joint Legislative Audit and Review Commission
919 East Main Street

Suite 2101

Richmond, Virginia 23219

Dear Mr. Greer:

Thank you for the opportunity to review the exposure draft of the 2017 Joint Legislative
Audit and Review Commission (JLARC) Total Compensation for State Employees report. A
critical component to building and sustaining a productive public workforce is an effective total
compensation strategy that maximizes the value proposition of the Commonwealth. We fully
endorsed the recommendation of the Commission on Employee Retirement Security & Pension
Reform (the Commission) that JLARC conduct this study, and we are very impressed with the
talent that you assigned to this project. Our November 1% discussion regarding the exposure draft
recommendations was productive, and we appreciate this opportunity to emphasize various areas
of the report.

Because of the July 2017 funding of the recommendations of the Commission that 1)
DHRM establish a Workforce Planning and Succession Planning Program, ii) develop a statewide
Exit Survey, and iii) restore the subscription to Occupationally Based Compensation Data
Services, we have already implemented strategic and tactical measures that advance many of the
recommendations in the JLARC report. We appreciate your acknowledgement that additional,
supplemental resources are essential to fulfilling the recommendations.

As stated in the JLARC report, the Governor, General Assembly, and agency leaders are
responsible for an effective compensation program for state employees. The best way to reinforce
the shared accountability for employee compensation and talent management is through
appropriated salary adjustments and agency utilization of flexible pay practices. A stable funding
mechanism combined with executive and legislative commitment to making employee
compensation a budget priority are the crucial missing components of the total compensation
strategy of the Commonwealth. For these reasons, we support the recommendation to convene a
workgroup of agency human resource directors and state finance leaders to develop a methodology
for determining the base amount of funding that should be appropriated for state employee salary
increases each year. We further encourage the workgroup to consider effective solutions to issues
that emerge during the fiscal year that require funding.
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To maintain a competitive edge in the market, providing paid time off (PTO) is a definite
win-win for both the employee and the employer. The Commonwealth has an extremely complex
legislated leave program. DHRM has long supported simplifying the leave program to make it
easier to use, understand and administer. We welcome an opportunity to transition to a PTO
program.

We agree that paid parental leave is an attractive recruitment tool, especially for younger
workers. It is important to maintain a distinction between access to disability benefits for birth
mothers and paid parental leave for bonding. DHRM also concurs that SB1412, as amended, does
not provide bonding benefits to birth mothers that are comparable to those of birth fathers or
adoptive parents. We can identify no clear business rationale for applying the same disability plan
eligibility rules to a parental leave plan.

Finally, the report states that increased spending on health insurance is due to the increasing
costs of providing these benefits, and not an expansion of benefits. In recent years when no
employee salary increases were awarded, the Commonwealth often paid the entire premium
increase in order to mitigate the impact on employees, which increased the Employer portion of
the health insurance premium. Changes in the health benefits program could impact employee
total compensation.

Thank you again for the opportunity to comment on the JLARC report. We support the
JLARC recommendations and look forward to their consideration by the Commission.
Sincerely,
)Y

Sara Redding Wilson

cc: The Honorable Nancy Rodrigues
Secretary of Administration



.. 1200 Ezst Main Street
Virginia P.O. Box 2500
i Richmond, VA 23218-2500
Retirement Toll-free: 1-888-VARETIR (827-3847)
SYStem Website: www.varetire.org
Email: vrs@varetire.org
Fax: 804-786-1541

Patricia &, Bishop

Director

November 3, 2017

Mr. Hal E. Greer

Director

Joint Legislative Audit and Review Commission
919 East Main Street, Suite 2101

Richmond, Virginia 23219

<]
Dear Mr..Greer:

Thank you for the opportunity to review the exposure draft of the JLARC report, Total
Compensation for State Employees. My staff and I appreciate the considerable amount of time
and research that has gone into producing this report, and we believe that stakeholders will find it
informative and thoughtfully drafted. This is a dynamic time for the Commonwealth and having
this report will be of great assistance to members of the General Assembly as they consider a
range of compensation options.

As you know, since 2010, the Commonwealth has engaged in a series of comprehensive
pension reform initiatives related to plan design changes and funding. The implemented plan
design changes have served to lower the cost of future benefits and introduced risk sharing with
employees, thereby reducing potential future unfunded liabilities. Another key component of
pension reform has been codifying funding discipline and ensuring that the Board certified rates
are fully funded. This commitment has been clearly demonstrated by developing and executing
an accelerated payback of deferred contributions from the 2010-2012 biennium and fully funding
the actuarially required contribution rates ahead of the statutory schedule. These actions improve
the health of and avoid adding future costs to the plans.

With this context in mind, we would like to take this opportunity to reemphasize the point
that all Hybrid Retirement Plan members do not contribute the maximum 4% voluntary
contribution. An employee in the Hybrid Retirement Plan who contributes the maximum 4%
voluntary contribution, for a total contribution of 9% of creditable compensation, can achieve a
retirement benefit that is similar or equal to that of a Plan 1 or 2 retiree with similar pay and
years of service. Our statistics, as noted in the report, show that the majority of hybrid plan
members do not contribute the maximum voluntary amount of 4%, although the percentage of
hybrid plan employees who are contributing the maximum voluntary contribution has
continually increased and is now above 20%.
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In addition, the statutorily required auto-escalation feature has proven successful in
increasing the voluntary contributions for members and has a low opt-out rate. However, 0.5%
auto-escalation every three years means that it would still take over 20 years for an employee to
reach the maximum voluntary contribution through auto-escalation alone. Therefore, a
comparison that assumes that 100% of hybrid plan members are contributing the maximum
voluntary contribution amount of 4% does not provide a comprehensive estimate of actual
retirement benefits for these members compared to the benefits provided by other employers
included in the analysis. In addition, in light of the Commonwealth’s significant pension reform
efforts, it is important to further clarify that some of the comparisons reflect Plan 1 and Plan 2
combined with enhanced hazardous duty benefits. As these plans are not open to new members
and the enhanced hazardous duty provisions are specific to a limited population of employees,
the value of the retirement benefit when compared with those provided by other employers may
be somewhat overstated, particularly when the other employer plans being compared include
only those provisions for new entrants.

Another area of the report focuses on savings related to the more cost-efficient design of
the Hybrid Retirement Plan. While it is true that over time the Hybrid Retirement Plan design
will result in a lower-cost benefit, employer contributions also include payments toward the
amortization of the legacy unfunded liability. Therefore, basing potential savings on the normal
cost of the hybrid plan alone does not account for the reality that the full savings represented by
the Hybrid Retirement Plan will not be fully realized until it becomes the dominant plan and the
legacy unfunded is fully paid off. As significant efforts have been committed to successfully
implementing pension reforms and funding efforts have been closely scrutinized by the bond-
rating agencies, proposals suggesting the deployment of practices where unrealized savings are
captured would be a retreat from the proven and ongoing progress made through substantial
pension reforms.

Thank you again for the opportunity to comment on the exposure draft. We are available
to provide additional information to JLARC, members of the General Assembly and the
Administration as the recommendations set out in the report are considered.

Sincerely,

Patricia S. Bishop
Director
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