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NSPS Transition Managers’

Pay Pool Bulletin 07-07
Subject:  Pay Pool Minimum Size                                                3 August 2007

Army guidelines permit great flexibility when designing pay pool structures.  The few areas where the guidelines are limiting reflect lessons learned from 10 years of pay-for-performance systems established under personnel demonstration projects.  This particular bulletin explains the “why” behind the minimum size pay pool guideline.

Army NSPS Instruction AI-SC 1940.11.1 states pay pool size should generally be between 35 and 300 employees.  The reason for the minimum guideline is two-fold:  1) organizations with fewer than 35 employees provide minimal, if any, checks and balances on the pay pool process and 2) smaller size pay pools are susceptible to anomalies in rating and share distribution that affect each employee’s payout. 

Checks and Balances:  In the optimum size pay pool (150 employees), most employees’ performance assessments and ratings receive two to three higher level reviews.  First, the higher level reviewer checks the rating official’s recommended ratings for consistency of performance indicator application within his/her organization.  Second, the pay pool panel consisting of not one, but a group of senior level managers, review the job objectives, assessments, and recommended ratings of all members of the pay pool in order to ensure a common understanding is applied across the pay pool.  Finally, the pay pool manager exercises his/her authority to approve or disapprove recommended ratings. 

A pay pool that is too small deprives the employees of the checks and balances of more than one level of higher level review.  If not for Army’s minimum pay pool guidelines, it would be possible for the rating official, higher level reviewer, pay pool panel, and pay pool manager to be one in the same person for the entire pay pool.  Such situations would compromise the integrity of the NSPS performance and pay pool management process.  

Deflated Share Values:  A basic law of pay pools funded by a finite fund is that as the number of shares awarded increases, the share value per share decreases and vice versa.  The overall allocation of shares is driven, for the most part, by the distribution of rating levels within the pay pool.  When pay pools are sufficiently populated (35 to 300 employees), rating level distributions and share assignment distributions tend to reflect rating distribution across the greater organizational population, not just one work unit.  Pay pools with fewer employees; however, are susceptible to anomalies in rating and share distribution that affect each employee’s payout.   

For example:  In a Pay Pool of 100 employees, it would be unusual for 20% of the population (20 or more employees) to achieve a level 5 rating (Role Model).  However, in a Pay Pool of only 10 employees it would be more likely that 20% of the pay pool members (2 employees) achieve a level 5 rating.  This larger distribution of level 5 ratings results in a higher number of shares being allocated in the pay pool.  In this way, smaller pay pools are more susceptible to rating distribution patterns that reduce share value per share. 

Share value per share has a direct effect on each employee’s payout.  In smaller pay pools, the effect is more conspicuous.  Compare two pay pools:  In one pay pool of 100 employees, 5 employees achieve a level 5 rating.  In another pay pool of 10 employees, 2 employees achieve a level 5 rating.  In this example, the larger pay pool has a level 5 rating distribution of 5%; the smaller pay pool has a level 5 rating distribution of 20%.  Based on the distribution of shares, an employee in the larger pay pool could earn payouts approximately 35% larger than an employee in the smaller pay pool with the same rating and number of shares.  This proportional discrepancy in share value per share affects employee payouts at all performance levels.

Below is a closer look at the above example.  A pay pool payout factor of 5.26% has been used for payout calculations.  The example demonstrates how a small distribution anomaly can affect an employee’s payout.  Notice the increased percent of share assignments in Share Distribution B.  This results in the lower share values and payout for Share Distribution B as expressed below.
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	Payout by Number of Shares - Share Distribution A

	Number of Shares
	1
	2
	3
	4
	5
	6

	Payout (% of Salary)
	2.5%
	5.1%
	7.6%
	10.2%
	12.7%
	15.2%

	Payout for Salary of $50,000
	$1,270
	$2,540
	$3,810
	$5,080
	$6,350
	$7,620


	Payout by Number of Shares - Share Distribution B

	Number of Shares
	1
	2
	3
	4
	5
	6

	Payout (% of Salary)
	1.9%
	3.8%
	5.6%
	7.5%
	9.4%
	11.3%

	Payout for Salary of $50,000
	$940
	$1,880
	$2,820
	$3,760
	$4,700
	$5,640


For the reasons expressed in this bulletin, organizations with fewer than 35 employees are encouraged to combine with other organizations to achieve an appropriate pay pool size.  
Donna Riney

Program Manager NSPS

HQDA, Asst G-1 for Civilian Personnel














































