CITY OF LEESBURG ENTERPRISE PERFORMANCE INCENTIVE PROGRAM

“A Responsible Profit Sharing Model for the Public Sector”

One concept of doing business that local government has yet to embrace in any meaningful fashion is the common practice found in the private sector of making employees accountable for organizational performance.  Corporate compensation systems often link employee earnings to organizational performance, so that every employee is made to feel that they have a stake in the company’s overall success or failure.  In its various forms, profit sharing tends to motivate employees to provide top-quality service, since satisfied customers typically translates into more business for the company, resulting in increased profits and additional employment stability for workers.  Does this business model have a place in local government?  Despite claims that “government is different,” “government doesn’t exist to make a profit” and “that just won’t work here,” we believe it does.
Giving government employees a stake in the performance of their organization should be part of the new way government operates.  Performance as used here is not intended to refer solely to the bottom line, but also includes the impact the organization has on the customer (the ratepayer or taxpayer).  Shouldn’t government employees care about rate increases or increases in taxes?  Shouldn’t they care about the financial health of the organization?   Shouldn’t they care about both the short-term and long-term consequences of staffing, benefit levels, debt levels, life-cycle costs, changes in revenues, expenditures, and so forth?  Should we be surprised at an unsatisfactory outcome when the compensation system provides no incentive to the front-line employee to care about the overall performance of the organization?  It can be different.
The Enterprise Performance Incentive Program (EPIP) implemented by the City of Leesburg, Florida, in December of 2010 is a system specifically designed to increase each public employee’s interest in, and responsiveness to, Leesburg’s success as an organization.  Unlike the traditional model in which employees are granted across-the-board merit pay increases, subject to each employee’s personal performance evaluation, under EPIP each employee in one of the City’s “enterprises” (enterprise = business unit or fund, such as General Fund, Water, Wastewater, Electric, Gas, Stormwater, etc.) is given a bonus or raise that is tied to the financial performance of the enterprise in which they work.  EPIP can authorize financial performance bonuses or raises of up to 4% of pay, and an additional 2% for those who exceed expectations on their personal performance evaluations.   
Enterprise performance is evaluated annually by the City Manager and the City Finance Director using adopted methodologies (“Enterprise Financial Performance Evaluations”) that are intended to analyze each enterprise’s financial health using the unaudited 4th quarter financial reports.  The process is flexible enough to take into account any anomalies in past financial performance, known threats to future performance, other conditions that could affect the desirability of providing financial incentives, and it is sensitive to the potential to abuse the system by not investing in proper renewal and replacement.  The results of this test determine the incentives that will be given to the employees, and are based largely upon the status of cash reserves and any contribution to unrestricted cash in the prior fiscal year.  Exhibits “A” and “B” included at the end of this narrative outline the various steps used in conducting the Enterprise Financial Performance Evaluation.
The amount of funding that is available for incentives is referred to as the Potential Bonus/Raise, or “PBR”.  Depending on an enterprise’s performance, the PBR may be distributed either as bonuses or raises.  Raises will be given only if the enterprise’s financial performance appears to be sustainable (as demonstrated by the analysis).  This helps the City to avoid the adverse impact of recurring expenses when sustainability is not assured.  While the amount of funding available to use for incentives is a function of financial performance, EPIP caps the amount that can be given in any enterprise to no more than 7% of payroll. Finally, while the applicability of EPIP is subject to bargaining for union employees, one of our two unions has already decided to embrace the program in their current contract.
	EPIP is now in its second year of implementation.  For the first time in our city’s history, each employee has “skin in the game” when it comes to the organization’s financial performance.  The results of the most recent year’s evaluations continue to validate that the program is working as intended.   Employees are more actively engaged in searching out and identifying new efficiencies and alternative methods of service delivery, with the results demonstrated by the City’s increasing cash reserves and our highest-ever bond ratings. Barriers to future incentives now present a roadmap to success, providing employees, management and the City Commission with knowledge of the challenges that lie ahead and the incentive to address them.




EXHIBIT A

Enterprise Performance Incentive Program 

- General Fund Financial Performance Evaluation -


1. There has been no increase in the ad valorem millage rate:
0. If no millage rate increase, proceed to #2.
0. If yes, City Commission to evaluate the cause of the rate increase to determine if the performance incentive should be withheld or reduced.
1. Fund must have positive financial performance:
1. As demonstrated in prior year audited financials.
1. As demonstrated through unaudited FYE financials.
1. Fund must be compliant with the Cash Reserve Requirement.
1. Fund must pass City Manager / Finance Director evaluation of known financial anomalies and future threats, as well as scrutiny of capital spending, to ensure infrastructure and equipment are being properly funded.  Analysis narrative and findings to be provided.
1. If unrestricted cash is greater than 150% of cash reserve requirement, the amount over the requirement is eligible for distribution as bonuses or raises; maximum is limited to 7% of payroll; this amount is referred to as the Potential Bonus/Raise, or “PBR”.
1. If unrestricted cash is less than 150% of the cash reserve requirement, then the prior year contribution to unrestricted cash will be used to calculate the PBR.  Up to 10% of the prior year contribution to unrestricted cash is eligible for bonuses or raises; maximum is limited to 7% of payroll; this amount will be the “PBR”. 1
1. If PBR < 5% of payroll, then PBR is distributed as bonuses.
1. If PBR > 5% of payroll, then PBR is distributed as raises (bonuses for topped-out employees).
1. Anticipated future financial performance must accommodate PBR.
1. The impact of cost-allocation on the financial health of the utilities must be evaluated and reported.  PBR cost allocation from General Fund cannot cause non-compliance with financial policies in the utilities. 

1  If the amount of unrestricted cash was lowered in the past year due to Special Transfers, the amount of the special transfer will be added to the amount of unrestricted cash for the purpose of these calculations. 


[Note: this evaluation is conducted separately for each of the City’s utility funds]


EXHIBIT B

Enterprise Performance Incentive Program
 
- Utilities Financial Performance Evaluation -


1. There has been no base rate increase in the current fiscal year (BPCA and indexed increases excluded):
0. If no base rate increase, proceed to #2.
0. If yes, City Commission to evaluate the cause of the rate increase to see if bonuses or raises should be withheld or limited.
1. Fund must have positive financial performance:
1. As demonstrated in prior year audited financials.
1. As demonstrated through unaudited FYE financials.
1. Fund must be compliant with the Cash Reserve Requirement.2  
1. Fund must make required dividend contribution to General Fund.
1. Fund must pass City Manager / Finance Director evaluation of known financial anomalies and future threats, as well as scrutiny of capital spending to ensure infrastructure and equipment are being properly funded.  Narrative analysis and findings to be provided.
1. If unrestricted cash is greater than 150% of the cash reserve requirement, the amount over 150% is eligible for distribution as bonuses or raises; maximum is limited to 7% of payroll; this amount is referred to as the Potential Bonus/Raise, or “PBR”. 2
1. If unrestricted cash is less than 150% of the cash reserve requirement, then the prior year contribution to unrestricted cash will be used to calculate the PBR.  Up to 10% of the prior year contribution to unrestricted cash is eligible for bonuses or raises; maximum is limited to 7% of payroll; this amount will be the “PBR”.  1, 2 
1. If PBR < 5% of payroll, then PBR is distributed as bonuses. 
1. If PBR > 5% of payroll, then PBR is distributed as raises (bonuses for topped-out employees).
1. Anticipated financial performance must accommodate amount of PBR.


1. If unrestricted cash was lowered in the past year due to Special Transfers, the amount of the special transfer will be added to the amount of unrestricted cash for the purpose of these calculations 

1. If unrestricted cash was lowered due to expenditures for additional customer connections (service expansion generating additional revenue), the amount of the projected annual revenue may be added to the contribution to unrestricted cash for the purpose of this calculation.  This is designed to prevent penalizing employees for proper service expansion.  Determination of unrestricted cash includes Volt-Var in the case of Electric.
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