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Report No: 

Meeting Date: 

Alameda-Contra Costa Transit District 

STAFF REPORT 
TO: Finance and Audit Committee 

AC Transit Board of Directors 

FROM: David J. Armijo, General Manager 

14-195 
June 25, 2014 

SUBJECT: Unrepresented Employees Performance Management and Merit Pay Plan 

BRIEFING ITEM 

RECOMMENDED ACTION(S): 

Consider receiving this report on the proposed amendments to Board Policy 201 concerning the 
implementation of a Merit Pay Structure for unrepresented employees. 

EXECUTIVE SUMMARY: 

The Board of Directors received Staff Report 13-159A which included a proposed classification 
and compensation structure for unrepresented employees. The Board authorized the General 
Manager to begin the implementation of a merit pay system for unrepresented employees. This 
report outlines the components of the merit pay plan and general administration guidelines for 
the plan. The proposed merit plan links pay increases to performance evaluations. The overall 
performance rating is used to calculate the merit increase, taking into consideration the number 
of months of service the employee has in an unrepresented classification within the current 
review cycle and overall budget impact. 

BUDGETARY/FISCAL IMPACT: 

There is no fiscal impact associated with this report. 

BACKGROUND/RATIONALE: 

Performance Management is the process of improving organizational performance through 
improvements in team and individual performance, thereby ensuring that an organization's 
strategy is achieved. To that end, a merit pay plan is used to reward successful performance by 
employees. This Merit Pay Plan outlined in this report was developed for unrepresented 
employees who meet the eligibility requirements. 

Subject to the availability of funds and Board approval, the General Manager will recommend a 
merit pool as part of the annual budget for each fiscal year. Once the budget is approved by 
the Board of Directors, merit increases will typically become effective on July 1st, at the 
beginning of the new fiscal year. 

Staff is recommending a phased approach to the performance evaluation and merit pay 
process. This fiscal year, employees will be asked to update their goal progress and supervisors 
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will be asked to evaluate goal progress and hold performance discussions with their direct 
reports. 

Performance Evaluations 
The steps below are a general guide to how the performance evaluation process will be 
administered. These steps may require further refinement to ensure that the process can be 
administered effectively and is easily understood by employees. 

All unrepresented employees will be given a performance evaluation on an annual basis. 
Managers and supervisors will be expected to have regular discussions with direct reports 
regarding their performance in between the goal development and prior to the formal annual 
performance evaluation. 

Performance Evaluation Process 

• Step 1- Goal Setting: 
As delegated by the Board of Directors, the General Manager will establish 
organizational goals for the District at the beginning of the review period. These 
organizational goals are cascaded down to the functional departments and units. 
Each department executive will develop departmental goals that align with the 
organizational goals. The function unit managers and supervisors will then use the 
department goals to develop individual goals in collaboration with their direct 
reports. Behavioral competency related to goals may also be developed. Goals are 
entered in the performance management system by the employee and are tracked 
for progress. 

• Step 2- Periodic Progress Discussions: 
Employees will be expected to regularly update the status of their goal progress 
during the year. Supervisors will be reminded, via the performance management 
system, of the need to review goal progress with their direct reports. Supervisors 
and executives will also be able to access reports from the performance 
management system to obtain metrics on goal progress. 

• Step 3- Employee Update and Input: 
Employees will receive notification to complete a final goal update at the completion 
of the review cycle. They will also be asked to provide input and comments 
regarding their performance that year. This begins the dialogue between the 
supervisor and his/her direct reports. It gives the employee an opportunity to share 
his/her accomplishments with the supervisor. 

• Step 4- Manager Review: 
The manager/supervisor reviews the employee's input and provides the supervisor's 
perspective on progress toward the assigned goals. In some instances the employee 
and supervisor may disagree, this is where it is critical for supervisors to provide 
appropriate rationales often including concrete examples to substantiate their 
evaluations. 
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The supervisor provides the final evaluation of all goals, which includes an overall 
rating. Supervisors may be given specific parameters or targets for their rating 
distributions (e.g. approximately 25% of ratings are expected to be "Exceeds"). 
These ratings will be used to calculate the merit increases. Possible rating 
definitions would be: 

o Exceeds - Proactive and solutions oriented, while producing excellent 
work product. 

o Job Well Done - Produces consistently good work product in a timely 
manner. 

o Needs Progress - Work product is incomplete or lacking and requires 
supervisorial intervention to ensure deadlines and quality is met. 

o Does Not Meet Standards - Work product is not acceptable. Employees 
who receive a "does not meet standards" should be placed on a 
performance improvement plan. 

• Step 5 -Review by Department Executive/Human Resources: 
The department executive has the responsibility of reviewing all evaluations for 
his/her department and approving the overall rating. Human Resources will also 
review the evaluation to ensure consistent rating and appropriate documentation to 
substantiate the overall rating. Evaluations which lack support for the overall rating 
will be returned to the supervisor. The supervisor will be required to provide 
additional supporting facts to substantiate the rating. The General Manager may 
also establish a review committee consisting of department executives or managers 
to review evaluations to ensure consistent application of ratings District wide. 

• Step 6- Employee and Supervisor Meet to Discuss Evaluation: 
Once the overall rating has been reviewed and approved, the supervisor meets with 
the employee to review the overall performance evaluation. Progress toward goals, 
ways to improve performance and the supervisor's evaluation will be discussed. 

• Step 7- Appeals of Evaluation: 
If the employee wishes to appeal his/her evaluation, he/she must do so in writing to 
the Chief Human Resources Officer within one week from the date the evaluation is 
provided to the employee. 

The appeal must include a clear statement of why the employee disagrees with the 
rating, which includes specific examples, dates and any supporting work samples 
and/or related documents to support a different rating. 

The Chief Human Resources Officer or designee will review the appeals, taking into 
consideration the employee's and supervisor's recorded comments as well as any 
new information provided. A formal recommendation will be prepared for the 
General Manager's review and consideration. The General Manager or designee 
may choose to accept or reject the appeal. The final outcome will be communicated 
to the employee within three weeks from the date the appeal was received by the 
Chief Human Resources Officer. 
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Merit Increase 
The actual merit increase may vary depending on budget availability and individual 
performance levels. An employee whose pay is at the maximum of the salary range may not be 
granted an increase that would cause the base salary to exceed the maximum of the range for 
that classification. If a merit increase would result in pushing the employee's base salary above 
the maximum of the range, the employee may receive a smaller merit increase to bring him/her 
to the maximum of the range and the remainder may be paid out as lump sum. 

Eligible employees at the maximum of their ranges may be given a lump sum payment in lieu of 
a merit increase. The lump sum payment is based on the performance rating and will typically 
not exceed 2% of the employee's base pay. 

Eligibility and Review Cycles 
To be eligible for a merit increase, an unrepresented employee (excluding contract employees 
and Board Officers) must have at least six months of continuous service in an unrepresented 
classification before the performance evaluation date. Employees with less than 6 months of 
service as an unrepresented employee at the time of the performance evaluation are not 
eligible for merit increases in that review cycle. 

Employees with at least six months, but less than a full 12 months of service in a review cycle 
will receive a prorated merit increase. In some instances a newly hired/promoted 
unrepresented employee will need to wait longer than 12 months before he/she is eligible for a 
merit increase. In this situation, if an employee has more than 12 months of continuous service 
in an unrepresented classification and did not receive a merit increase in the previous review 
cycle; the employee may be eligible to receive an additional prorated amount. Please see the 
table below. This proration factor is multiplied by the percentage increase the employee is 
granted, based on his/her performance. 

Number of Full 
Proration Factor Comments 

Months 

18 1.5 
Employee who missed merit increase, would receive an increase 
using the proration factor. 

17 1.4167 
Employee who missed merit increase, would receive an increase 
using the prora tion factor. 

16 1.3334 
Employee who missed merit i ncrease, would receive an increase 
using the proration factor. 

15 1.25 
Employee who missed merit increase, would receive an increase 
using the proration factor. 

14 1.1667 
Employee who missed merit i ncrease, would receive an increase 
using the proration factor. 

13 1.0833 
Employee who missed merit increase, would receive an increase 
using t he proration factor. 

12 1 This Is the typical merit Increase 

11 0.9167 
Employee with at least 6 months of service but less than a full 12 
months wi ll receive a prorated increase using t he prorat ion factor 

10 0.833 
Employee with at least 6 mont hs of service but less than a full 12 
months will receive a prorated increase using t he proration factor 

9 0.75 
Employee with at least 6 months of service but less than a full 12 
months will receive a prorated increase using t he proratio n factor 



261

Report No. 14-195 
Page 5 of 7 

8 

7 

6 

Example 1: 

0.667 
Employee with at least 6 months of service but less than a full12 
months will receive a prorated increase using the proration factor 

0.5833 
Employee with at least 6 months of service but less than a full12 
months will receive a prorated increase using the proration factor 

0.5 
Employee with at least 6 months of service but less than a full12 
months will receive a prorated increase using the proration factor 

An employee who has been working at AC Transit in an unrepresented classification for 
12 months at the time of the evaluation receives a "Job Well Done" performance 
evaluation, which results in a 3% increase. The employee has 12 months of service; 
therefore we would take the 3% and multiply that by a factor of 1.0. This would result 
in an overall increase of 3.0%. 

Example 2: 

An employee is promoted 6 months prior to the evaluation date into an unrepresented 
classification. The employee has only 6 months of service at the time of the evaluation 
and receives a "Job Well Done" performance evaluation, which results in a 3% increase. 
We would take the 3% and multiply that by a factor of 0.5. This would result in an 
overall increase of 1.5%. 

Example 3: 

An unrepresented employee was hired three months prior to the evaluation date. The 
employee is not eligible for an increase in this current review period. In the next review 
period, if the employee receives a "Job Well Done" performance evaluation which 
results in a 3% merit, and the employee has 15 months of service; we would take the 3% 
and multiply that by a factor of 1.25. This would result in an overall increase of 3.75%. 

Determination of Merit Increase 
Based on the employee's overall performance rating a percentage increase will be calculated. 
The Human Resources Department will prepare increase recommendations based on the 
performance ratings. All department executives will be required to review and approve the 
recommendations before the increase recommendations are presented to the General 
Manager for final approval. Employees will be notified of their merit increases as soon as 
possible after all employee merit increases for the year has been approved. 

Salary Range Administration 
To maintain market competiveness, staff recommends that the salary ranges be reviewed on 
annual basis. In most cases, there will be no need for adjustments; however where the market 
shows noticeable increases compared to the District's current salary range, staff will prepare 
recommendations on how to adjust the range. This needs to be completed prior to the 
recommendation of a merit pool. 

Merit Pool for Fiscal Year 2014-15 
For FY 2014-15, the General Manager has recommended a three (3) percent merit pool for 
unrepresented employees, excluding contract employees and Board Officers. The estimated 
cost is approximately $235,000. Within this pool, staff expects to see some employees 
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receiving either merit increases or lump sum payments. Merit increases will not exceed 4% of 
base pay and lump sum payments will not exceed 2% of base pay. 

For Fiscal Year 2014-15, an evaluation of: 

• Exceeds will result in a merit increase of up to 4% or up to a 2% lump sum payment. 
• Job Well Done will result in a merit increase of up to 3% or up to a 2% lump sum 

payment. 

• Needs Improvement will result in no merit increase. 

• Unsatisfactory will result in no merit increase. 

Next Steps: 

Staff will prepare amendments to Board Policy 201 for Board Approval. 

ADVANTAGES/DISADVANTAGES: 

Advantages- this plan moves the District towards a pay for performance plan. This approach 
rewards individuals based on their performance rather than grant automatic step increases. 

Disadvantages- a merit pay plan is complex and can be difficult to administer. Additional staff 
time will be required to administer the plan. 

ALTERNATIVES ANALYSIS: 

Staff investigated two options offered at the May 28'h Finance and Audit Committee meeting: 

Option 1 consists of providing a small base wage increase to all unrepresented employees who 
have not reached the maximum of their salary ranges and an additional merit increase based 
on performance. The merit pay can also be paid as a lump sum. The increases are dependent 
on budget availability. For example, if the merit pool is allocated to be three percent. The pool 
can be divided into a one or two percent across the board increase for all unrepresented 
employees and the remainder can be distributed as part of the merit plan. The advantage of 
this option is that it provides some wage increase for all employees who are not at the 
maximum of their salary ranges. The disadvantage of this option is that, while small, it 
continues to provide an automatic increase. It diverts funding away from the true pay for 
performance plan. 

Option 2 would be to accept the new salary ranges but continue to provide an automatic step 
increase. The exact percentage for each step has yet to be calculated. This option does not 
move the District to a pay for performance plan. 
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PRIOR RELEVANT BOARD ACTIONS/POLICIES: 

Board Policy 201 
SR 13-159 
SR 13-159A 

ATTACHMENTS: 

1: None 

Department Head Approval: Thomas Prescott, Interim Chief Human Resources Officer 

Reviewed by: Denise C. Standridge, Interim General Counsel 
James Pachan, Interim Chief Financial Officer 

Prepared by: Due Le, Human Resources Manager 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This page intentionally blank 

264




