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! The primary objectives for mamtammg constant survml]nnce and control over
H average salaries are: : ‘
' . To assure accurate {inancial fbrecasting.
H Ne.e < To a:d in keeping salanes in a proper relnuons}up to'the compet-
/‘ E % 2 ; itive labor market, :
7. : : To control the aging rate of the Company $ population, partacularly

YA ' for sc1ent15ts and engineers,
e
] - .-
';’ / To increase incentives to hire qualified porsonnel at the lowest
'gossible salary that is consistent with maintaining internal salary equity.
1. Techmques for Controlimg Average Rates o

Annual increases in a Company s avernge salary are dependent upon
only two factors: :

~ . ‘
a. - Salar),r increase ex'pe_nditures.
b, Personnel turnover - the average salanes of new h1res and

terminees;

The effects of salary increases are obvious, but the cffects of personnel
turnover are less understood. ' '

Annual personnel turnover can have cither a reducing ciffect or an
increa"sin'g effect on a’v_era_Qe salaries. With a constant staff le.v.el._ if
the average salary of new hires is less than the averape salaries of
terminees, the average salary for the total poPulntiun is reduced. The
percent of the reduction is called "turnover recovery'., With the
reverse 51tuat10n. the average salary for the total 1mpulat10n is
increased. The following example illustrates how tmnover recovery

can have a reducmg ei'fect on the average qalary )
: o o : Average Salary

,Population_'at' sta‘rt. of year 2,000 S $360‘
~-Terminations during the year. . 300 330
+New hires durihg_ the year - 300 7 300
Population at end of year 2, 0000 355,50

:‘S‘360 - 355,50 = I, 25 7o turnover recovery
360 : :
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With annual salary incrcasc cxpenditures of 6.0 percent minus the 1.25

percent turnover recovery, the increasc in the average salary is only

4.75 percent. This illustrates that turnover helps the Company to have

compctltwe salaxy increasc budgctb wu.hout an exCEessive Jnerease in thc

average saiarj

Basically, turnover récovery is promoted by:
a. High average salary for terminces.

b. - Low average salary for new hires..

High voluntary turnover is also benceficial because it is u;;u?tliy possible
to hire replacements, in aggregate, at a lesscr average salary than the

average salary of voluntary terminces. An increase in staffing can be

very beneficial because it is usually possible to control the averiage new

hire saléry significantly below the average on-board salary.

‘Average Rate Control Reports

Each vear the Management Salary Committee decides upon the {arget

rate control percentages for cach pay plan.

These percentages are based upon projections of merit budpef expend-
itures, perso:mel turnover, average terminee snlary and aver \;.‘,c new
}u:re salary.

Cognizant managers r‘ec_ciire a monthly report for cach pity plan which
tracks the actual average salary against the rate control tarpet salary,
All reports show the nuimber afid averape salarics of new hires and
terminees. The MTS rcport also shows the cumulative offect on in-
creasing or reducing the average salary attributed to salary increases,
transfcrs, rcclassifications and leaves of absence. In a simiplifiod -
manncy, this report provides managers with all necessary information
to understand the clfects of personnel transactions, and to ny ulw plans
to oplimizc ratc control pclformam . '

1t cannot be expected that average rate control performance will -"!\"i-'e'lys
be perfect. As previously sta"tcd, the control percentage is haned: upon

certain projections, some of which are not controllable. Vor example,
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' The primary objectives for mamtammg constant survcxilnnce and control over -
! average salarles are: - :
t
' . - . :
E o To assure accurate {inancial f'orecasting.
3 .
1 ' Y ]
! \ To aid in keeping salaries in a prOper relationship to the compet- /
]
itive labor market, : : : :
Lad N
.4/3,(: g, "
7. : " To control the aging rate of the Company s population, partlcularly

for sc1enusts and engineers.

.Qj%’

/ To increase incentives to hire.qiml’ificd personnel at the lowest

. possible salary that is coe'sistent with maintaining internal selary equity.

1. 'I"echr'u'qu'es _fo:- C.ont:olling Average Ra!es

Annual increases in a Company s average salary are dependent dpon
only two factors:

N : S
a, Salary increase .expenditures.
~b. - Personnel turnover - the average salanes oI new h1res and
termmees : :

The effects of salary increases are @bvious, but the offects of personnel
turnover are less understood

Annual personnel turnover can havc cither a reducing cffect or an
increasing effect on average salar:es With'a constant staff level, if
the average salary of new hires is less than the averape salaries of '
terminees, the average salary for the total population is reduced. The
percent of the reduction’is called “turnover recovery'., With the '
reverse situation, the average 'salary for the total population is
:mcreased .The followmg example illustrates how turnover recovery
can have a reducing effect on the average salary.’

Average Salary

Population at start of year 2,000 $360

- "-Terminations during the year 300 "330
+New hires during the year - . 300 - - 300
Population at end of year 2, 000 _ 355. 50

'$360 - 355, 50 = 1. 25/0 turnover recovery |
360 C
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