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Why All the ‘Obituaries’
for Pay for Performance
Are Decidedly Premature

A crisis of confidence in pay for performance is being
eflected in the pages of a handful of widely read HR/
compensation publications. Here’s what we *ve seen:

PFP is dead! “Pay for Performance Is Dead (and Stock
Compensation Killed It),” declared consultant David Bisson of
WestWard Pay Strategies, Inc. in his article for the third quarter
; 4 2001 WorldatWork Journal (Scottsdale, Ariz.; 480-922-2000).
hinln:eiisyalary,Data: : Inhis view, “most companies’ compensation programs have

: plenty of opportunity for higher pay; however, very few have
effective mechanisms for reducing pay,” which is certainly more

——continued on page 10—

How the U.S. Mint Has
Profited From Gainsharing

fall the unlikely subjects of a variable pay success story,

PFP thinks the U.S. Mint’s tale of gainsharing may win
the prize. We learned a lot about this federal agency’srise from
bureaucratic backwater to well-oiled moneymaking machine
(literally and financially) thanks to the WorldatWork annual
conference session, “Gainsharing: Empowering the Employ-
ees of the United States Mint,” in Nashville. While there is no
way PFP can describe all the design details presented in the
hour-and-a-half session, we offer our favorites for your
review.

The mess that was the Mint. Cindy Lonergan, whohasbeen
with the agency for about four years, provided an overview of the
Mint’s business and how dramatically it has changed since 1993.

——continued on page 11—
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repairs to unsuspecting customers.”

o It’s too subjective. Wiscombe relates the expe-
rience of MetLife’s Lisa Weber, executive vice presi-
dent for HR, who admits that subjectivity is the most
controversial aspect of her company’s ratings process.
“If one manager rates an employee 3, but his boss rates
the same person 2, there’s alot of blaming. The manager
goes back to the employee and says, ‘I rated you 3, but
so-and-so only gave youa 2.””

Wiscombe alsonoted that subjectivity isat theroot of
lawsuits filed by “former and current employees at Micro-
soft, Ford, and Conoco, alleging that the forced-ranking
systems used by those companies to award bonuses and
weed out underperformers are biased against some groups
of workers: white males over blacks or women, for
example, or younger managers over older ones.”

The governmental kiss of death. To cap
things off, PFPwas more than a little worried when
it read that the government is embracing pay for
performance wholeheartedly (see the sidebar, “The
Government and Pay for Performance: An Idea
Whose Time Has Come”). Why worry? By the time
any business practice makes it to the public sector,
the bloom is usually off the rose.

PFP is dead? Long live PFP! While Pfeffer
and Bisson offer compelling arguments, every
foible cited seems based more on poor plan design
and execution than on the underlying premise of
performance-based pay. The problem Bisson noted
of companies denuding their pay plans by effec-

tively removing the downside is largely due to a lack
of will (perhaps courage) on the part of management,
not a flaw in pay for performance itself.

For another example, Sears has revised its disas-
trous incentive plan to reward upswings in customer
service scores. The result? According to Wiscombe’s
article, “Customer service improvements have been
rapid because of bonus pay for performance.” Even
MetLife’s Weberreportsthather company is “thrilled”
with its pay for performance plan: “It’s been tough,”
she admits, “but it’s been fabulous.”

PFP was particularly taken with the following
quote in Wiscombe’s article, from consultant Jay
Schuster of Schuster-Zingheim and Associates, Inc.:
“The organizations that truly reward people consis-
tently for performance outperform those that don’t.
My sense is, if you’re not going to pay for perfor-
mance, what are you going to pay for?” Indeed. O

How the U.S. Mint Has
Profited From Gainsharing

———continued from page 1—

For example, in 1993:

e The Mint had a disclaimer on its financial
statement. “We couldn’t validate the data,” admits
Lonergan. Part of the problem lay with the agency’s
crumbling systems. “Our computer systems were ter-
rible,” she reported. By 2001, however, the agency had
enjoyed seven consecutive clean opinions.

e The Mint worried about its shrinking customer/
product base. In 2001, however, thanks to the 50-state
quarter program and the golden dollar coin, the Mint is
enjoying record profits. In fact, the agency has nearly
quadrupled them since the mid-"90s, from an average of
more than $700 million between 1994 and 1996 to $2.6
billion in 2000. (You may be surprised that a government
agency can make big bucks and keep them, but Lonergan
pointed out that the Mint has returned $3.6 billion to
American taxpayers in the past two years.)

e Customer service (an oxymoron in this in-
stance, perhaps) was summed up by one of the few
measures kept in the early 1990s: “Fifty percent of
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ordersfilledineight weeks,reportedabemused Lonergan.
She said that today, the Mint’s customer service rating is
world class—it recently eamed an “84” (80 =world class)
on a University of Minnesota customer service survey
whose participants included for-profit organizations. In
fact, in onerecent survey, the Mint wasranked second only
to Mercedes Benz for customer satisfaction.

Where pay-for-performance fits. With all of
the change these improvements represented, the
powers that be at the Mint recognized that some
sort of pay plan would be needed to help “inspire”
employees—particularly those who had been there
a long time and who were set in their ways—to
embrace even more change. While its first attempts
at designing a plan ran seriously aground (see the
sidebar, “Gainsharing: Tough Sledding at the
Mint”), the Mint chose gainsharing as “the” plan
for its purposes. Its goals:

hlstory of gamsha
conference ‘sessiof
ees of ﬂ_\e Umted

I : fuIIy lmplemented

# To have one program uniting all Mint employees
around the agency’s strategic vision.

o To support a process improvément methodology
that was already in place.

e To eliminate employee entitlement around an
annual “facility performance award” that was failing to
deliver the sort of ROI the Mint desired.

e To empower Mint employees and connect them
with the business.

A four-part approach. As co-presenter Brad
Hill of the HayGroup noted in his remarks, his
firm helped the Mint develop and implement a
successful gainsharing system in four phases.
They are:

e Phase one: Gainsharing feasibility study. In
this phase, Hay helped the Mint determine the likeli-
hood and level of success a gainsharing plan might
have and develop three creative gainsharing plan alter-
natives.

e Phase two: Gainsharing program design. In
this phase, a 24-employee design team was assembled
to develop recommendations to senior management
and union leaders regarding a gainsharing formula, a
communication plan, and an employee involvement/
process improvement methodology. Of the team mem-
bers, all but two—a controller and an HR profes-
sional-—were chosen at random. The main effort was to
ensure that the team represented as broad a range as
possible of Mint facilities and departments.

Hill offered conference attendees a look at the
decisionmaking framework the team used when de-
signing the gainsharing formula (see Figure 1,10 De-
cisions Lead to a Gainsharing Formula”). Their mis-
sion? The team members had to pick oneitem from each
category. Though most of these decision categories are
self-explanatory, Hill offered the following explana-
tions for some of the items:

— Funding measures. “Something quantifiable,
usually financial or operational, where, if we have a
gain, we can value it,” he explained. This is crucial for
the comfort of both management and taxpayers, so “if
there’s a payout, it’s clearly deserved.”

—Modifying measures. Many things are important
to the Mint that are less quantifiable than the funding
measures, observed Hill, so one of these will act to
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increase or decrease the fund based on Mint performance.

— Organization protection. This is in place to

protect the Mint from the phenomenon of two great

— Basis of comparison. This choice will answer quarters followed by two poor ones.

the most pressing question regarding process improve-
ments, according to Hill: “Improvements over what?”

—Employee protection. In the spirit of fair play, the

Figure 1. 10 Decisions Lead to a Gainsharing Formula
Fund Modifier Individual Payout
Rating Multiplier
Performance 5 - 200% Payout Employee’s
improvement | —> 4 125 e pool — gainsharing
fund 3 100 check $
2 75
1 25
1. Funding Measures 2. Modifying Measure 3. Individual Payout Factor
Coins/payroll $ Absenteeism Attendance
Coins shipped Coin inventory Equal dollar
Controllable cost/coin Customer satisfaction Equal percentage pay
Losses/million $ reserves Lost-time accidents GS level
Profit margin ' : Number of new customers Hours worked
Revenue/FTE. Number of re-activated customers Individual earnings
Revenue growth OSHA recordables Individual safety
Unit cost/coin Overtime Performance rating
o __ Scrap/re-work Process improvement ideas
® Security consulting hours Years of service
° 'Y
. .
4. Participation 5. Eligibility 6. Performance Period
Hourly employees Minimum service Weekly
Part-time employees First day of period Monthly
Summer employees Last day of period Quarterly
Supervisors/managers Date of payout Semi-annually
Temporary employees Attendance Annually
Retirees Improvement-based
-1 7. Basis of Comparison 8. Organization Protection 9. Employee Protection
Historical performance Rolling payout Roll gainsharing into base
U.S. Mint internal benchmark Year-end reserve Change sharing formula
Budget, plan, or target Loss recovery. R Blend actual/baseline
Industry benchmarks Year-to-date gain
Sharing formula
10. Sharing Formula
Employee __%
Mint __%
Improvement fund __%
Charity _ %
(Source for all figures: WorldatWork; Hay Group)
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Gainsharing Fund

Target Sharing

Controllable cost per
circulating coin

L4

Controllable cost per
numismatic sale

Year-end fund
10%

Annual
Performance
Hurdle

Figure 2. The Mint’s Gainsharing Formula: An Overview

Gainsharing

improvement
fund
10%

v

Sharing Adjustment Payout
Quarterly Modifier
Numismatic
Scrap Cost/Sale | Multiplier
Less than $.65 140%
$.65 t0 $.70 130
$.70t0 $.75 120 ~
$.75 to $.80 110 Quarterly
$.80 to $.85 100 — payout
$.85 to $.90 90 pool
$.90 to $.95 80
$.95 to $.99 70
$.99 or more 60

Year-End Modifier

ACSI Customer

Satisfaction
Rating Multiplier

.90 or more 140%
.89 to .90 130
.88 to .89 120 )
.87 {0 .88 110 Year-end
.86 to .87 100 —> payout
.85 to0 .86 90 pool
.84 to .85 80
.8310.84 70
Less than $.83 60

teamn could choose from options designed to protect
employees from ever-increasing-to-impossible stan-
dards.

. — Sharing formula. While the employee-com-
pany split is common, Hill noted two innovations that
the Mint and other clients have found helpful. The
“Improvement Fund” category addresses the common
- problem of suggestion programs that elicit great ideas
but have no budget to implement them. The “Charity”
category is for contributions to local charities. Hill
reported that a gainsharing program he oversaw at a
meat-processing plant added this to its formula when its
plan began to go stale after a few years. Donating 20%
of its plan profits to charity gave the plant’s program
and its employees a big boost.

(For a snapshot of what the design team created,
see Figure 2, “The Mint’s Gainsharing Formula: An
Overview.”)

® Phase three: Implementation and employee
education, The objectives of this phase included: insti-
tutionalizing improvement methodology, communicat-
ing performance metrics and the reasons they were
chosen, and training employees on effecting change.

While the steps taken in this phase are themselves
worthy of a newsletter, PFP was most impressed with

“the “Personal Impact Map” that each employee was

given. This offers a graphic overview of the connection

- between an individual employee’s job and the Mint’s

gainsharing formula (see Figure 3, “Connecting Mint
Employees to the Gainsharing Formula,” for an excerpt).

Hill also reported that employees participated in
extensive training and were given a written role descrip-
tion—i.e., what each job can do to effect savings.

® Phase four: Continuous improvement. Since
nothing’s perfect, each year the Mint will measure em-
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Figure 3. Connecting Mint Employees to the Gainsharing Formula
1. Start with 2. ldentify critical 3. Identify organization actions that affect performance drivers
key measure performance driver
Optimize Receivables
Competitive Assets ‘{Inventory
Pricing Property, plant, & equipment e
Profitable Other investments
Growth, -AReduce costs Materials
[‘Deliver on time Labor
Customer Deliver a verhead
Satisfaction uality product
Be responsive
Support customer
initiatives
1. Extend from 2. Break into team and individual focus areas
organization
actions Share underutilized equipment
Better (e.g., printer with another unit)
] Equipment Defer equipment expenditures
Usage Borrow equipment
Lease equipment on short-term basis
Reduce
Property,
—| Plant, & ’ Turn in unused equipment (e.g., printers,
Equipment laptops, microfiche machines, etc.)
Equipment Inventory equipment from PP&E list and ]
| Not Used identify excess/unused items
Find secondary markets for unused equipment
Check with other divisions for possible transfer
of unused equipment

ployee commitment to the agency, ensure that the planis
driving customer service success, and alter the plan to
meet new/changing business objectives. Since the Mint’s
gainsharing planhas only been inplace since April, neither
Hill nor Lonergan had much to share on this front.

For more information: As we mentioned
_ above, this article contains but a few highlights
from a very thorough WorldatWork presentation.

If your company is looking into or already engaged

ina gainsharing program, you might want to peruse
the handout that accompanied the presentation. It’s
onthe WorldatWork Web site (www.worldatwork.
org/handouts2001conf/generic/html/conf-2001-
handoutframe.html). Click on the compensation-
related link and look for session C30T1. Lonergan
also invited session attendees to visit the Mint’s
Web site (Www.usmint.gov) for more information
about the agency and its mission. Q

PP calendar:
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