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STATEWIDE COMPENSATION  
 

STATEWIDE COMPENSATION OVERVIEW 
 
Compensation common policies pay for any salary or benefits for current state employees. The 
General Assembly typically establishes common policies to budget for compensation consistently 
across all departments.  The compensation common policies address three issues: 
 
1. Establish a standard method for calculating base continuation personal services; 
2. Determine the amounts for salary and benefit increases; and 
3. Set assumptions for determining the cost of compensation for new FTE. 
 
In the budget, statewide or total compensation refers to employee salary and benefit costs, specific to 
the actual and anticipated employees in each department.  Compensation common policies are funded 
through a group of centrally appropriated line items generally found in a department’s Executive 
Director’s Office (EDO).  The annual budget request for total compensation is driven by employee 
salaries, benefit elections, and requested policy changes for compensation components. 
 
Although included as request items, statutorily-required contributions for amortization payments to 
improve PERA's funded status: 

 are reflected in the request and in the budget;  
and 

 are calculated on current payroll; 
but 

 are not current employee compensation expenses. 
 
Nevertheless, AED and SAED are structured in statute as compensation-related common policies. 
 
The centrally appropriated line items that make up the total compensation common policies include: 

 Salary Survey; 

 Merit Pay; 

 Shift Differential; 

 Short-term Disability (STD);  

 Health, Life, and Dental (HLD); 

 Amortization Equalization Disbursement (AED); and 

 Supplemental Amortization Equalization Disbursement (SAED). 
 
Compensation common policy line items are also known and referred to as POTS, although the term 
is not an acronym.  Final, budgeted POTS appropriations: 

 are generated through department total compensation templates; 

 are calculated on the prior July's actual payroll data with adjustments for known 
and anticipated staffing increases or decreases; and 

 are based on Committee statewide funding decisions for each compensation policy 
or component.  
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Because POTS are centrally appropriated in the EDO or other central administration division, allocations 
from these line items are distributed to department divisions and programs as determined by each 
department's EDO. This approach simplifies the appropriations process by limiting each POTS 
appropriation to a single line item in each department and provides flexibility to departments to make 
adjustments as necessary to accommodate actual POTS needs across a department. Additionally, for 
expenditure purposes, POTS allocations are, in practice, added to or "rolled into" personal services 
appropriations in each division or program and therefore are not limited in their use to pay for each 
compensation component or for compensation components at all.  This flexibility has the effect of 
allowing departments to independently and internally subsidize programs and divisions which are 
otherwise under-appropriated. In this way, this flexibility has the effect of causing state agencies to manage 
their personal services appropriations through annual POTS allocation adjustments to each division or 
program rather than through requests for structural adjustments to those divisions and programs as might 
otherwise be necessary. 
 
JBC staff are unable to determine through current budget schedules whether POTS appropriations are 
distributed and spent at the division and program level consistent with the funding need identified in the 
total compensation templates. However, theoretically, the template amounts are an accurate reflection of 
POTS expenses for actual filled positions and anticipated positions in the fiscal year by department. 

 
PREVAILING COMPENSATION 
Pursuant to Section 24-50-104, C.R.S.: 

It is the policy of the state to provide prevailing total compensation to officers and employees in the state 
personnel system to ensure the recruitment, motivation, and retention of a qualified and competent 
work force. 

 
A statutory policy statement is not binding, but it provides direction about the General Assembly's 
intent that helps guide the budget setting process.  Even with a clear goal, though, it can be difficult 
to determine the funding necessary to provide prevailing compensation.  There are a wide range of 
compensation practices in the market and many state jobs are either uncommon or not found outside 
of government. Additionally, while most market employers engage in a single or well-defined type of 
business operation, regardless of size or scale, the business operations of the State reflect the widest 
variety of types of business operations with the widest variety of staffing types and needs. 
 
ANNUAL COMPENSATION REPORT 
To assist in the process, the Department of Personnel produces an annual total compensation report 
by September 15th, to compare the State’s compensation to prevailing market rates. The General 
Assembly is not required to follow the recommendations of the report, but the report expresses the 
professional opinion of the Department regarding how compensation should be adjusted annually.  
Following issuance of the report, the Department of Personnel works with the Office of State 
Planning and Budgeting (OSPB) to build the total compensation request for the following year, and 
directs executive agencies to apply consistent policies in their budget requests. 
 
THE STATE PERSONNEL SYSTEM ACT AND DIVISION OF AUTHORITY 
Article 50 of Title 24, C.R.S., sets forth the State Personnel System Act.  Section 24-50-101, C.R.S., 
sets forth two broad areas of authority and responsibility for the administration of the state personnel 
system (emphasis added): 
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(3)(c) It is the duty of the state personnel director to establish the general criteria 
for adherence to the merit principles and for fair treatment of individuals within the state personnel 
system.  It is the responsibility of the state personnel director to provide 
leadership in the areas of policy and operation of the state personnel system… 
 
(3)(d) The heads of principal departments and presidents of colleges and universities shall 
be responsible and accountable for the actual operation and management of 
the state personnel system for their respective departments, colleges, or universities. 

 
While this provides a reasonable and functional split of responsibility and authority, this bifurcation 
also has the effect of creating some ambiguity regarding responsibility over statewide, classified system, 
and department-specific recruitment and retention policies and practices. 
 
STATE PERSONNEL SYSTEM (CLASSIFIED SYSTEM) 
To ensure a state workforce based on merit and fitness, and to protect against cronyism and 
discrimination, the Colorado Constitution establishes a State Personnel System, commonly referred 
to in budgeting parlance as the classified system, after the job classes used to determine appropriate 
pay ranges for employees.  The Department of Personnel manages the personnel system, with policy 
direction from the State Personnel Board.  Objective criteria must be used to fill positions in the 
personnel system and employees hold their positions during efficient service or until reaching 
retirement age.  Of significance from a state funding perspective, there must be standardization in the 
personnel system of the way people with like duties are treated with regard to grading performance 
and determining compensation. 
 
The Constitution specifically exempts some positions from the classified system, allowing potentially 
different pay ranges, benefits, and hiring and termination procedures.  Exempt positions include 
education faculty and certain education administrators, the judicial branch, the legislative branch other 
than the State Auditor's Office, assistant attorneys general, certain employees of the Governor's office, 
the heads of departments, and most boards and commissions.  With the exception of higher education 
institutions, exempt employees use the same insurance and retirement benefits as employees of the 
classified system.  While the judicial branch is exempt from the state personnel system, the courts have 
developed their own version of a classified system for employees who are not judges, which largely 
mirrors the state personnel system with regard to salaries and hiring and termination procedures.  
Judges and elected officials salaries are set in statute. 
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COMPENSATION POLICIES: GRAPHIC OVERVIEW 
 

 
 

 
 

 
 

All charts are based on the FY 2018-19 appropriation.  
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GENERAL FACTORS DRIVING THE BUDGET 
 
NUMBER OF STATE EMPLOYEES 
Statewide expenditures for compensation are driven by the number of employees, the percentage of 
employees who choose to participate in optional benefit plans, and contracts with the benefit 
providers.  The following table shows the number of FTE appropriated statewide, excluding 
employees in the Department of Higher Education. 
 

STATE EMPLOYEES1 - FTE REFLECTED IN APPROPRIATIONS 

  FY09-10 FY10-11 FY11-12 FY12-13 FY13-14 FY14-15 FY15-16 FY16-17 FY17-18 FY18-19 

Total FTE 31,070.5  31,466.9  30,657.3  30,559.8  30,787.2  31,480.9  31,878.2  32,174.8  32,412.7  32,819.4  

Percent Change   1.3% (2.6%) (0.3%) 0.7% 2.3% 1.3% 0.9% 0.7% 1.3% 

Average FTE Percentage Change 0.62% 

Colorado Population Average Growth - 2008-2017 (10 years) 1.51% 

1 Excludes Department of Higher Education             

2 Data from the State Demography Office             

 
As outlined in the table, FTE growth has averaged less than half of the growth in population. 
 
SALARY BASE 
Tied to the number of state employees, while incorporating salary "base-building" increases from 
across-the-board increases, other salary survey adjustments, and merit pay, changes in the salary base 
reflect the actual increase in salary compensation over time.  The following table outlines a seven-year 
history of the estimated salary base included in department compensation templates. 
 

STATEWIDE SALARY BASE 8-YEAR ESTIMATED APPROPRIATIONS (IN MILLIONS) 

  FY12-13 FY13-14 FY14-15 FY15-16 FY16-17 FY17-18 FY18-19 FY19-20 

Salary Base $1,600.8  $1,600.9  $1,690.9  $1,757.2  $1,836.3  $1,864.1  $1,964.2  $2,052.2  

Change   0.1  90.0  66.3  79.1  27.8  100.1  88.0  

Percentage Change   0.0% 5.6% 3.9% 4.5% 1.5% 5.4% 4.5% 

Average annual percentage change 3.6% 

7-year total percentage change 28.2% 

 
Annual changes in the salary base reflect increases provided in the prior fiscal year; the 0.0 percent 
change in the salary base in FY 2013-14 reflects no increases provided in FY 2012-13.  Overall, the 
salary base has increased an average of 3.6 percent per year.  As reflected in the previous table, a 0.6 
percent increase in FTE suggests that base salary compensation has increased approximately 3.0 
percent per year on average.  The following table outlines a seven-year General Fund share history of 
salary base plus compensation policies relative to total operating General Fund. 
 

SALARY BASE AND COMPENSATION COMMON POLICIES SHARE OF OPERATING GENERAL FUND 
8-YEAR APPROPRIATIONS HISTORY (IN MILLIONS) 

  FY11-12 FY12-13 FY13-14 FY14-15 FY15-16 FY16-17 FY17-18 FY18-19 

Total Operating General Fund $7,059.3  $7,596.0  $8,378.5  $9,020.2  $9,491.1  $9,954.6  $10,619.8  $11,419.8  

Salary Base 869.2  828.7  828.8  912.8  953.0  1,020.8  1,032.5  1,078.2  

Compensation Common Policies 137.6  147.4  195.4  220.0  234.0  227.3  271.4  298.8  

Total Salary Base and Compensation Policies $1,006.8  $976.1  $1,024.2  $1,132.8  $1,187.0  $1,248.1  $1,303.9  $1,377.0  

Percent of Operating General Fund 14.3% 12.9% 12.2% 12.6% 12.5% 12.5% 12.3% 12.1% 
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As reflected in the table, in FY 2018-19 total salary base and compensation policies represented 12.1 
percent of all General Fund in the operating budget; this represents a reduction of 2.2 percent since 
FY 2011-12 and aligns with the trend showing a general decline in the percentage over this period. 
 
COST OF HEALTH INSURANCE 
Health insurance is traditionally the compensation component with the greatest increases.  The 
following table outlines the 10-year history of appropriations for Health, Life, and Dental (HLD). 
 

HEALTH, LIFE, AND DENTAL 10-YEAR APPROPRIATIONS HISTORY (IN MILLIONS) 

  FY09-10 FY10-11 FY11-12 FY12-13 FY13-14 FY14-15 FY15-16 FY16-17 FY17-18 FY18-19 

HLD Total Appropriations $145.4  $142.6  $158.1  $170.2  $176.8  $184.5  $217.3  $217.6  $237.8  $261.3  

Change   (2.8) 15.5  12.1  6.6  7.7  32.8  0.3  20.2  23.5  

Percentage Change   (1.9%) 10.9% 7.7% 3.9% 4.4% 17.8% 0.1% 9.3% 9.9% 

Average annual percentage change 6.9% 

9-year total percentage change 79.7% 

 
The FY 2019-20 request amount for HLD totals $274.8 million, including $158.0 million General 
Fund; this is a $13.5 million or 5.2 percent increase over the prior fiscal year. 
 
AMORTIZATION PAYMENTS TO IMPROVE PERA'S FUNDED STATUS 
Actuarial analysis of the Public Employee's Retirement Association (PERA) led the legislature to pass 
bills in 2004 and 2006 increasing contributions to the pension plan above the base employer and 
employee contribution rates.  These additional contributions are called the Amortization Equalization 
Disbursement (AED) and Supplemental Amortization Equalization Disbursement (SAED). 
 
Pursuant to Section 24-51-411, C.R.S., the State contributes additional funds to assist in the 
amortization of PERA's unfunded liability.  By statute, the AED rate increased 0.4 percent each 
calendar year until reaching the maximum contribution rate of 5.0 percent for calendar year 2017; 
except for judges where the state contribution remained constant at 2.2 percent until H.B. 17-1265 
(PERA Judicial Division Total Employer Contribution) enacted increases to 3.4, 3.8, 4.2, 4.6 and 5.0 percent 
in each succeeding year beginning in calendar year 2019. 
 
Similar to the AED line item, the SAED line item increases contributions to PERA to amortize the 
unfunded liability.  By statute the SAED rate increased 0.5 percent each calendar year until reaching 
the maximum contribution rate of 5.0 percent for calendar year 2017; except for judges where the 
state contribution remained constant at 1.5 percent until H.B. 17-1265. As with AED, H.B. 17-1265 
also enacted increases in SAED for judges to 3.4, 3.8, 4.2, 4.6, and 5.0 percent in each succeeding year 
beginning in calendar year 2019. 
 
Both the AED and SAED are paid by the employer.  Although the SAED payment is made by the 
State, statute specifies that funding is to come from money that would have otherwise gone to state 
employees as part of salary increases, pursuant to Section 24-51-411 (10), C.R.S., and if paid as salary 
increases would appear in the salary base.  While the State's contribution to PERA is often cited as 20 
percent, including the 10.15 percent standard employer contribution plus 5 percent each for AED and 
SAED, it is also reasonable to cite contribution figures of 15 percent from the State and 13 percent 
from the employee, including the 8 percent employee contribution plus the 5 percent of base salary 
foregone as SAED. 
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Normal cost is the actuarially calculated cost for providing retirement benefits that are earned in the 
year by an employee and is stated as a percentage of salary.  The normal cost for employees in the 
State Division based on PERA's calendar year 2017 Comprehensive Annual Financial Report (CAFR) 
and reflected for calendar year 2019 is 10.32 percent.  The employee contribution rate becomes 8.75 
percent in FY 2019-20, 9.5 percent in FY 2020-21, and 10.0 percent in FY 2021-22. The state's 
employer contribution rate of 10.4 percent only provides 1.57 percent, 0.82 percent, and 0.32 percent 
of current employee pension cost in the next three fiscal years based on the current normal cost. The 
remainder of the state contribution (except for 1.02 percent credited to the Health Care Trust Fund 
and 1.0 percent credited to the Annual Increase Reserve or AIR for funding future cost of living 
adjustments), along with the AED and SAED payments, pays the legacy cost of the unfunded liability. 
 
Or, considered another way, including the SAED which would otherwise be employee salary, current 
employees might be considered to be contributing 13.75, 14.5, and 15.0 percent of salary to cover 
their retirement benefit cost of 10.32 percent.  Counting SAED as an employee contribution, by July 
2021, current employees will be paying a tax of 4.68 percent for the unfunded liability.  This is, in 
essence, an inter-generational transfer of income. 
 
AED and SAED are calculated on revised base salary, which includes base salary, salary survey, merit 
pay, and shift differential.  AED and SAED are commonly considered to be part of the total 
compensation package because payment amounts are calculated on total salary.  However, these 
payments are primarily intended to be amortization payments for PERA's unfunded liabilities and are 
not state employee compensation.  As created in statute and by federal pension fund rules, AED and 
SAED contributions are structured as employee compensation and in the case of SAED represent 
salary increases foregone by employees.  While AED and SAED represent a cost to the State and are 
paid by state agencies on total payroll, they are neither technically nor actually paid to state employees 
as compensation.  Therefore it is reasonable to exclude AED and SAED when estimating the increase 
in total compensation funding to be paid to state employees. 
 
The following table outlines the 9-year history of AED and SAED appropriations. 
 

PERA AMORTIZATION PAYMENTS (AED/SAED) 9-YEAR APPROPRIATIONS HISTORY (IN MILLIONS) 

  FY10-11 FY11-12 FY12-13 FY13-14 FY14-15 FY15-16 FY16-17 FY17-18 FY18-19 

AED Total Appropriations $33.3  $40.3  $44.6  $52.5  $62.1  $70.1  $78.3  $84.8  $89.8  

SAED Total Appropriations 23.2  32.8  38.0  47.1  58.0  67.3  77.0  84.4  89.6  

PERA Amortization Payments $56.5  $73.1  $82.6  $99.6  $120.1  $137.4  $155.3  $169.2  $179.4  

Change   16.6  9.5  17.0  20.5  17.3  17.9  13.9  10.2  

Percentage Change   29.4% 13.0% 20.6% 20.6% 14.4% 13.0% 9.0% 6.0% 

Average annual percentage change 15.7% 

8-year total percentage change 169.7% 
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SUMMARY: FY 2018-19 APPROPRIATION &  
FY 2019-20 REQUEST 

 

SALARY BASE, COMPENSATION COMMON POLICIES, AND PERA PAYROLL COMPONENTS 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2018-19 Appropriation           

   Base Salary Estimate  $1,754,667,548 $962,225,256 $425,461,473 $193,384,011 $173,596,808 

   PERA  184,113,600 102,030,030 44,606,578 19,794,183 17,682,809 

   Medicare (FICA)  25,442,675 13,952,266 6,169,189 2,804,067 2,517,153 

   Shift Differential  16,410,968 12,576,759 669,246 3,107,921 57,042 

   Salary Survey 59,670,368 33,183,213 14,166,687 6,500,090 5,820,378 

   Merit Pay 0 0 0 0 0 

   Health, Life, Dental  263,622,748 153,895,555 57,819,498 30,198,476 21,709,219 

   Short-term Disability  3,006,448 1,654,294 704,789 368,178 279,187 

   AED  89,787,143 48,828,430 21,920,944 10,053,414 8,984,355 

   SAED  89,578,799 48,621,349 21,919,681 10,053,414 8,984,355 

   PERA Direct Distribution 0 0 0 0 0 

TOTAL  $2,486,300,296 $1,376,967,152 $593,438,085 $276,263,754 $239,631,306 

            

FY 2019-20 Request           

   Base Salary Estimate  $1,831,228,118 $1,006,506,795 $451,929,556 $195,219,862 $177,571,904 

   PERA  194,469,064 106,934,437 48,519,945 20,486,241 18,528,441 

   Medicare (FICA)  26,552,809 14,594,349 6,552,979 2,830,688 2,574,793 

   Shift Differential  16,867,804 12,995,020 669,294 2,217,581 985,909 

   Salary Survey 3,748,223 1,455,928 2,181,612 38,546 72,138 

   Merit Pay 60,721,423 33,976,610 14,364,437 6,465,150 5,915,226 

   Health, Life, Dental  274,791,018 158,044,701 63,967,663 27,617,490 25,161,164 

   Short-term Disability  3,052,066 1,646,704 760,294 338,489 306,579 

   AED  94,071,736 51,380,811 23,350,115 10,150,583 9,190,228 

   SAED  93,893,574 51,202,648 23,350,115 10,150,583 9,190,228 

   PERA Direct Distribution 56,471,099 29,217,114 17,466,244 5,572,830 4,214,912 

TOTAL  $2,655,866,933 $1,467,955,116 $653,112,253 $281,088,043 $253,711,521 

            

 Increase/(Decrease)   $169,566,637 $90,987,964 $59,674,168 $4,824,289 $14,080,216 

 Percent Change  6.8% 6.6% 10.1% 1.7% 5.9% 

 
THE FY 2019-20 TOTAL COMPENSATION REQUEST 
The FY 2019-20 request is estimated at $2.66 billion total funds, an increase of $169.6 million over 
the prior year appropriation, which represents a 6.8 percent increase in total compensation-related 
appropriations.  The FY 2019-20 total compensation request includes the following elements: 
 
SALARY SURVEY:  The Salary Survey request includes: 

 No across-the-board or ATB salary increase for all occupational groups including all State 
Patrol Trooper classes; 

 A 2.0 percent salary range adjustment for all occupational groups, with funding to move 
employees that are below the new range minimum to the new range minimum at a cost of 
$206,942 total funds and $119,848 General Fund; and 

 A request to accelerate the state minimum wage adjustment to $12 per hour, effective January 
1, 2020, to July 1, 2019 (for the entire fiscal year) at a cost of $2.4 million total funds, including 
$206,048 General Fund and $2.1 million cash funds. 
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The Salary Survey request totals $3.7 million total funds, including $1.5 million General Fund; the 
Judicial Department includes an independent salary survey increase request at a cost of $1.2 million 
total funds, including $1.1 million General Fund. Excluding the Judicial Department request, the 
executive branch request components total $2.6 million, including $325,896 General Fund. 

 
MERIT PAY:  A 3.0 percent average Merit Pay increase is requested at a cost of $60.7 million total 
funds, including $34.0 million General Fund. (This Merit Pay cost suggests that a 1.0 percent average 
increase on the salary base costs approximately $11.33 million General Fund.) 

 
SHIFT DIFFERENTIAL:  Shift Differential funds increase adjustments for employee hours worked 
outside of normal work hours. Shift Differential is requested at 100 percent of prior year actual 
expenditures.  In FY 2019-20, Shift Differential totals $16.9 million, including $13.0 million General 
Fund. Shift Differential increases by $0.5 million total funds, including $0.4 million General Fund; a 
2.8 percent increase in total funds and a 3.3 percent increase in General Fund. 

 
AED:  Amortization Equalization Disbursement is set at a statutory rate of 5.0 percent in 2017 and 
future years, except for judges set at 3.4 percent in 2019 and 3.8 percent in 2020.  AED is estimated 
at $94.1 million total funds, including $51.4 million General Fund. The AED increase is estimated to 
be $4.3 million total funds, including $2.6 million General Fund; a 4.8 percent increase in total funds 
and a 5.2 percent increase in General Fund. 

 
SAED:  Supplemental Amortization Equalization Disbursement is set at a statutory rate of 5.0 percent 
in 2017 and future years, except for judges set 3.4 percent in 2019 and 3.8 percent in 2020.  SAED is 
estimated at $93.9 million total funds, including $51.2 million General Fund. The SAED increase is 
estimated to be $4.3 million total funds, including $2.6 million General Fund; a 4.8 percent increase 
in total funds and a 5.3 percent increase in General Fund. (As an aside, it is unclear to staff why the 
SAED for judges in the Judicial Department's compensation template differs from the AED amount.) 

 
STD:  Short Term Disability is requested at a continuation rate of 0.17 percent of revised base salaries. 
STD is estimated at $3.1 million total funds, including $1.6 million General Fund.  The STD 
adjustment is estimated to increase by $45,618 total funds, including a decrease of $7,590 General 
Fund; a 1.5 percent increase in total funds and a 0.5 percent decrease in General Fund. 

 
HLD:  Request amounts submitted for Health, Life, and Dental are based on employee health and 
dental elections as of July of the current year.  Additional adjustments may be included in a budget 
amendment based on new actuarial recommendations received in December.  HLD is estimated at 
$274.8 million total funds, including $158.0 million General Fund. The base adjustment request 
reflects an increase of $11.2 million total funds, including $4.1 million General Fund; a 4.2 percent 
increase in total funds and a 2.7 percent increase in General Fund. 
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COMPENSATION TABLES 
The following table reflects estimated state employee compensation – salary base plus discretionary 
salary and benefit components. 
 

STATE EMPLOYEE COMPENSATION 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2018-19 Appropriation           

   Salary, PERA, and Medicare $1,964,223,823 $1,078,207,552 $476,237,240 $215,982,261 $193,796,770 

   Shift Differential  16,410,968 12,576,759 669,246 3,107,921 57,042 

   Salary Survey 59,670,368 33,183,213 14,166,687 6,500,090 5,820,378 

   Merit Pay 0 0 0 0 0 

   Health, Life, Dental  263,622,748 153,895,555 57,819,498 30,198,476 21,709,219 

   Short-term Disability  3,006,448 1,654,294 704,789 368,178 279,187 

TOTAL  $2,306,934,354 $1,279,517,373 $549,597,460 $256,156,926 $221,662,596 

            

FY 2019-20 Request           

   Salary, PERA, and Medicare $2,052,249,991 $1,128,035,581 $507,002,480 $218,536,791 $198,675,138 

   Shift Differential  16,867,804 12,995,020 669,294 2,217,581 985,909 

   Salary Survey 3,748,223 1,455,928 2,181,612 38,546 72,138 

   Merit Pay 60,721,423 33,976,610 14,364,437 6,465,150 5,915,226 

   Health, Life, Dental  274,791,018 158,044,701 63,967,663 27,617,490 25,161,164 

   Short-term Disability  3,052,066 1,646,704 760,294 338,489 306,579 

TOTAL  $2,411,430,524 $1,336,154,543 $588,945,780 $255,214,047 $231,116,154 

            

 Increase/(Decrease)   $104,496,170 $56,637,171 $39,348,320 ($942,879) $9,453,558 

 Percent Change  4.5% 4.4% 7.2% (0.4%) 4.3% 

 
Total state employee compensation is estimated at $2.41 billion total funds including $1.34 billion 
General Fund; an increase of $104.5 million total funds or 4.5 percent and an increase of $56.6 million 
General Fund or 4.4 percent. 
 
The following table outlines the estimated salary base. 
 

ESTIMATED SALARY BASE - BASE SALARY PLUS PERA AND FICA 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2018-19 Appropriation           

   Base Salary 1,754,667,548 962,225,256 425,461,473 193,384,011 173,596,808 

   PERA  184,113,600 102,030,030 44,606,578 19,794,183 17,682,809 

   Medicare (FICA)  25,442,675 13,952,266 6,169,189 2,804,067 2,517,153 

Salary Base 1,964,223,823 1,078,207,552 476,237,240 215,982,261 193,796,770 

            

            

FY 2019-20 Request           

   Base Salary 1,831,228,118 1,006,506,795 451,929,556 195,219,862 177,571,904 

   PERA  194,469,064 106,934,437 48,519,945 20,486,241 18,528,441 

   Medicare (FICA)  26,552,809 14,594,349 6,552,979 2,830,688 2,574,793 

Salary Base $2,052,249,991 $1,128,035,581 $507,002,480 $218,536,791 198,675,138 

            

            

 Increase/(Decrease)   $88,026,168 $49,828,029 $30,765,240 $2,554,531 $4,878,368 

 Percent Change  4.5% 4.6% 6.5% 1.2% 2.5% 
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The estimated salary base includes adjustments approved in prior year policy decisions related to salary 
and staffing increases.  Salary base is estimated at $2.05 billion total funds including $1.13 billion 
General Fund; an increase of $88.0 million total funds or 4.5 percent and an increase of $49.8 million 
General Fund or 4.6 percent.  The increase in salary base (previously approved policy decisions) 
represents 84.2 percent of the total compensation increase. 
 
The following table outlines FY 2019-20 discretionary compensation components included in the 
request. 
 

DISCRETIONARY COMPENSATION COMPONENTS 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2018-19 Appropriation           

   Shift Differential  16,410,968 12,576,759 669,246 3,107,921 57,042 

   Salary Survey 59,670,368 33,183,213 14,166,687 6,500,090 5,820,378 

   Merit Pay 0 0 0 0 0 

   Health, Life, Dental  263,622,748 153,895,555 57,819,498 30,198,476 21,709,219 

   Short-term Disability  3,006,448 1,654,294 704,789 368,178 279,187 

TOTAL  $342,710,531 $201,309,821 $73,360,220 $40,174,665 $27,865,826 

            

FY 2019-20 Request           

   Shift Differential  16,867,804 12,995,020 669,294 2,217,581 985,909 

   Salary Survey 3,748,223 1,455,928 2,181,612 38,546 72,138 

   Merit Pay 60,721,423 33,976,610 14,364,437 6,465,150 5,915,226 

   Health, Life, Dental  274,791,018 158,044,701 63,967,663 27,617,490 25,161,164 

   Short-term Disability  3,052,066 1,646,704 760,294 338,489 306,579 

TOTAL  $359,180,533 $208,118,963 $81,943,300 $36,677,255 $32,441,016 

            

 Increase/(Decrease)   $16,470,002 $6,809,142 $8,583,080 ($3,497,410) $4,575,190 

 Percent Change  4.8% 3.4% 11.7% (8.7%) 16.4% 

            

 Discretionary Compensation Components 
Increase on FY18-19 Total Compensation  0.7% 0.5% 1.6% (1.4%) 2.1% 

 
Discretionary compensation components total $359.2 million including $208.1 million General Fund.  
These amounts reflect an increase of $16.5 million total funds or 4.8 percent and an increase of $6.8 
million General Fund or 3.4 percent over discretionary component appropriations in the prior fiscal 
year.  The increases also represent a 0.7 percent total funds increase and 0.5 percent General Fund 
increase on FY 2018-19 total compensation.  The $16.5 million total funds increase represents 15.8 
percent of the estimated total compensation increase. 
 
Of the $16.5 million total funds increase: 

 salary survey and merit pay (salary increase components) represent $4.8 million or 
29.1 percent; 

 health, life, and dental represents $11.2 million or 67.8 percent; and 

 the other components make up the additional $0.5 million increase or 3.1 percent. 
 
The following table outlines PERA amortization payments, which are calculated as a percentage on 
payroll as set in statute.  As discussed in the General Factors section, while AED and SAED are 
calculated on state employee salary, they are not current state employee salary or benefits as they do 
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not increase salary or benefits for current state employees but instead function as state payments to 
improve PERA's funded status. 
 
Additionally, the November budget request includes a new PERA Direct Distribution allocation to all 
departments through a compensation common policy that is not specified or required and does not 
appear to be authorized in statute; for more information and discussion regarding this component, 
see issue brief 2 on page 20 of this document. 
 

PERA AMORTIZATION PAYMENTS FOR THE UNFUNDED LIABILITY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2018-19 Appropriation           

   AED  $89,787,143 $48,828,430 $21,920,944 $10,053,414 $8,984,355 

   SAED  89,578,799 48,621,349 21,919,681 10,053,414 8,984,355 

   PERA Direct Distribution 0 0 0 0 0 

TOTAL  $179,365,942 $97,449,779 $43,840,625 $20,106,828 $17,968,710 

            

FY 2019-20 Request           

   AED  $94,071,736 $51,380,811 $23,350,115 $10,150,583 $9,190,228 

   SAED  93,893,574 51,202,648 23,350,115 10,150,583 9,190,228 

   PERA Direct Distribution 56,471,099 29,217,114 17,466,244 5,572,830 4,214,912 

TOTAL  $244,436,409 $131,800,572 $64,166,473 $25,873,996 $22,595,368 

            

 Increase/(Decrease)   $65,070,467 $34,350,793 $20,325,848 $5,767,168 $4,626,658 

 Percent Change  36.3% 35.2% 46.4% 28.7% 25.7% 

 
Amortization payments to improve PERA's funded status are estimated at $244.4 million total funds 
including $131.8 million General Fund; an increase of $65.1 million total funds or 36.3 percent and 
an increase of $34.4 million General Fund or 35.2 percent. 
 
The statutorily required AED and SAED components are estimated at $188.0 million total funds 
including $102.6 million General Fund; an increase of $8.6 million total funds or 4.8 percent and an 
increase of $5.1 million General Fund or 5.3 percent. 
 
TOTAL COMPENSATION BY AGENCY 
The following tables outline the FY 2019-20 total compensation and PERA amortization payments 
request and percentage change by agency. 
 

FY 2019-20 TOTAL COMPENSATION AND PERA AMORTIZATION PAYMENTS BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2019-20 Request           

Agriculture  $29,782,097 $7,799,936 $21,982,160 $0 $0 

Corrections  489,032,699 475,030,321 14,002,378 0 0 

Education  64,287,201 21,231,423 10,056,108 7,399,881 25,599,789 

Governor  119,818,779 10,707,621 5,421,208 101,446,608 2,243,342 

Health Care Policy and Financing  54,152,049 19,669,414 4,418,625 1,261,750 28,802,259 

Higher Education - Admin & HistCO 19,779,622 1,015,485 13,156,338 3,517,677 2,090,122 

Human Services  399,994,939 264,605,149 23,256,840 61,050,833 51,082,116 

Judicial  462,669,522 434,686,089 27,983,433 0 0 

Labor and Employment  110,650,639 6,500,636 42,396,942 681,228 61,071,833 
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FY 2019-20 TOTAL COMPENSATION AND PERA AMORTIZATION PAYMENTS BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

Law  61,192,739 16,213,138 7,598,263 35,858,412 1,522,926 

Legislature  38,407,779 38,407,779 0 0 0 

Local affairs  18,982,993 5,662,483 2,753,272 6,824,709 3,742,528 

Military and Veterans Affairs  13,073,104 5,133,719 181,901 0 7,757,484 

Natural Resources  163,405,181 26,104,927 128,660,482 4,795,686 3,844,085 

Personnel  38,168,392 13,697,533 3,053,891 21,416,968 0 

Public Health and Environment  148,462,493 21,999,337 51,931,185 15,738,527 58,793,444 

Public Safety  210,838,478 49,778,708 138,418,511 17,014,779 5,626,480 

Regulatory Agencies  57,073,254 2,044,062 50,627,250 3,857,300 544,642 

Revenue  119,056,073 45,776,842 72,065,076 223,686 990,469 

State  14,185,378 0 14,185,378 0 0 

Transportation  19,841,664 0 19,841,664 0 0 

Treasury  3,011,859 1,890,511 1,121,347 0 0 

TOTAL  $2,655,866,933 $1,467,955,116 $653,112,253 $281,088,043 $253,711,521 

 

FY 2019-20 PERCENT CHANGE IN TOTAL COMPENSATION AND PERA AMORTIZATION PAYMENTS BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2019-20 Request           

Agriculture  27.2% 4.0% 38.2% n/a n/a 

Corrections  5.2% 5.2% 5.2% n/a n/a 

Education  5.7% (1.6%) 14.7% 13.6% 6.8% 

Governor  0.4% (2.0%) 19.5% (0.1%) (1.9%) 

Health Care Policy and Financing  8.9% 5.5% 57.0% 1.7% 6.5% 

Higher Education - Admin & HistCO 17.0% 110.0% 48.0% 6.9% (50.8%) 

Human Services  6.8% 8.2% 4.5% (2.1%) 12.8% 

Judicial  6.7% 6.9% 4.1% n/a n/a 

Labor and Employment  (0.3%) 14.0% (8.2%) (16.0%) 4.7% 

Law  9.0% 3.3% 15.0% 10.8% 2.4% 

Legislature  8.7% 8.7% n/a n/a n/a 

Local affairs  11.6% 65.8% 29.4% (10.4%) (2.9%) 

Military and Veterans Affairs  14.4% 21.3% 2.3% n/a 10.5% 

Natural Resources  8.0% 9.9% 8.6% (10.0%) 3.2% 

Personnel  5.1% 2.4% 18.3% 5.1% n/a 

Public Health and Environment  6.2% 12.5% 8.6% (4.6%) 5.0% 

Public Safety  9.6% 11.1% 9.1% 13.1% (0.7%) 

Regulatory Agencies  8.5% 10.7% 7.9% 23.8% (27.8%) 

Revenue  8.6% 0.3% 12.9% 63.0% n/a 

State  7.3% n/a 7.3% n/a n/a 

Transportation  41.0% n/a 41.0% n/a n/a 

Treasury  4.8% 9.9% (2.9%) n/a n/a 

TOTAL  6.8% 6.6% 10.1% 1.7% 5.9% 

 
BASE SALARY BY AGENCY 
Base salary is the largest element in total compensation and drives the calculations for other elements.  
The following table outlines the percentage change in base salary estimate by agency. 
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PERCENTAGE CHANGE IN BASE SALARY ESTIMATE BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2019-20 Request           

Agriculture  24.9% 1.3% 36.4% n/a n/a 

Corrections  2.5% 2.5% 2.6% n/a n/a 

Education  2.9% (6.8%) 11.3% 10.7% 6.2% 

Governor  (2.0%) (5.2%) 17.9% (2.6%) (3.6%) 

Health Care Policy and Financing  7.2% 3.7% 55.5% 0.8% 5.0% 

Higher Education - Admin & HistCO 14.8% 117.0% 45.8% 4.6% (53.2%) 

Human Services  5.5% 8.8% (11.3%) 2.0% 1.9% 

Judicial  4.4% 4.6% 1.1% n/a n/a 

Labor and Employment  (3.2%) 10.6% (11.0%) (20.4%) 2.1% 

Law  6.4% 0.6% 15.1% 7.7% 2.5% 

Legislature  8.6% 8.6% n/a n/a n/a 

Local affairs  9.4% 63.8% 29.1% (12.2%) (5.7%) 

Military and Veterans Affairs  12.1% 14.7% (6.2%) n/a 11.1% 

Natural Resources  5.1% 4.5% 5.5% 1.0% 1.3% 

Personnel  2.0% (0.8%) 14.9% 2.3% n/a 

Public Health and Environment  4.0% 9.8% 6.4% (6.2%) 2.9% 

Public Safety  7.0% 8.4% 6.6% 10.4% (3.1%) 

Regulatory Agencies  6.0% 8.4% 5.4% 20.9% (28.6%) 

Revenue  7.5% (1.7%) 12.5% 56.2% n/a 

State  5.4% n/a 5.4% n/a n/a 

Transportation  2.0% n/a 2.0% n/a n/a 

Treasury  2.7% 8.3% (5.8%) n/a n/a 

TOTAL  4.4% 4.6% 6.2% 0.9% 2.3% 

 
As reflected in the table in comparison to the previous table, the percentage change in base salary 
correlates to a large extent with the percentage change in total compensation.  As previously discussed, 
base salary represents policy decisions made in the prior fiscal year regarding salary and staffing 
increases.  Also as previously discussed, the statewide percentage change in base salary minus the 
percentage increase in staffing reflects the general average percentage increase in statewide state 
employee salary. 
 
The FTE table in the General Factors section shows that FTE increased by 1.3 percent in FY 2018-
19.  Subtracting the 1.3 percent increase in FTE from the salary base total of 4.4 percent, suggests that 
salary base compensation has increased by approximately 3.1 percent in the FY 2018-19 salary base 
estimate. This compares to a total average salary base-building increase of 3.0 percent provided in FY 
2018-19. 
 
The actual increase in statewide salary compensation appears to exceed base-building salary increases 
provided annually in the budget by 0.1 percent.  Generally, in recent years, the annual compensation 
report has identified a figure of approximately 3 percent salary growth in the market annually.  The 
salary base history table in the General Factors section identifies a 3.6 percent average annual increase 
over the last seven years.  Since FY 2013-14, a total of 14.5 percent has been provided in salary 
increases, including 3.5, 3.5, 2.0, 0.0, 2.5, and 3.0 percent. Over that period, FTE increased 
approximately 7.5 percent, while salary base increased just over 28 percent. Beyond the 14.5 percent 
provided in base-building increases, it appears that over that 6-year period, an additional 6 percent in 
increases have been provided by other means.  These likely include ad-hoc budget requests by 
individual agencies for particular division or programs and occupational groups as well as state patrol 
trooper salary increases, which in most years have exceeded the statewide salary increases.  
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ISSUE 1: STATEWIDE COMPENSATION CONCERNS AND 
COMPENSATION SPECIALIST 

 
Departments continue to submit ad-hoc budget requests for increased funding to pay for salary 
increases for particular occupational classifications. The statewide Human Resources Director and the 
State Personnel Director believe state agencies have all the compensation tools they need to make 
adjustments internally and through the budget process, to better structure compensation on an ad hoc 
basis, and thus better address employee turnover and career ladder progression on a targeted basis. 
Staff has expressed concerns for several years that while some requests may be appropriately addressed 
at the department level, most requests address the single, statewide compensation problem of 
employees clustered at the bottom of the pay range with no opportunity for movement to the 
midpoint of the salary range. A third-party assessment from a contract compensation specialist might 
best identify and address structural and statewide compensation weaknesses or problems. 
 
 

SUMMARY: 
 

 The general "HR" rule-of-thumb is that a competent employee should reach a mid-level of 
expertise in a position in five years and that the employee should be compensated at a median or 
midpoint of the salary range at that five-year point in time. 
 

 Past staff analysis indicates that 55 percent of classified state employees are in the first quartile and 
generally grouped near the minimum of their salary range and approximately 75 percent of 
classified state employees are below midpoint. 
 

 A 2-percent across-the-board salary increase in a year, along with a 2-percent structural salary 
range adjustment reflecting compensation in the market generally, leaves an employee's position 
unchanged in the salary range, despite having an additional year of experience in a position. 
 

 Merit Pay exists as the only tool in statewide compensation to provide larger increases to 
employees in lower quartiles of the pay range, although it has been inconsistently used over time 
and its application by the State Personnel Director has delivered lower increase to quartile 1 and 
2 employees than it might. 
 

 The Departments of Human Services and Corrections have submitted individual agency requests 
to increase pay for particular occupational groups or classes over the last three budget cycles. 
 

 The consistent theme in all requests is increased turnover from labor market competition and 
employee dissatisfaction at the lack of career ladder progression due to a general clustering of 
employees at the bottom of the salary range and lack of movement to midpoint. 
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DISCUSSION: 
 
THE UNRESOLVED ISSUE OF CLUSTERING AT THE BOTTOM OF THE RANGE 
The general "HR" rule-of-thumb is that a competent employee should reach a mid-level of expertise 
in a position in five years and that the employee should be compensated at a median or midpoint of 
the salary range at that five-year point in time.  Such a policy rewards performance for the purpose of 
building a competent and committed workforce and retains the focus of career development and 
career ladder compensation and promotion on the concept of the accumulation of knowledge and 
experience in a position over time. 
 
Past years' staff analysis indicates that 55 percent of classified state employees are in the first quartile 
and generally grouped near the minimum of their salary range; an additional 20 percent are below 
midpoint.  So approximately 75 percent of classified state employees are below midpoint.  Previous 
analysis also indicated that classified state employees are not moving up the salary range over time. 
Across-the-board increases provide all state employees with an equal increase and are typically made 
in concert with equivalent salary range adjustments. So while an employee may receive a 2 percent 
nominal increase in a year, along with a 2 percent salary range adjustment reflecting compensation in 
the market generally, the employee's real compensation compared to the market, remains at the 
bottom of the salary range. 
 
To provide increases while also addressing this structural salary range issue, staff recommended the 
use of the only tool available in the current statewide classified system: merit pay along with the use 
of a "steeper" matrix which would emphasize greater increases for the lowest quartile employees rather 
than for the highest ratings.  While staff would not characterize the current merit pay system as ideal 
or entirely adequate for the purpose of moving employees up through the pay range, it was the only 
tool available.  
 
This year's budget request, for the first time in four years, includes a Merit Pay increase. Nevertheless, 
the Department of Personnel and the State Personnel Director have traditionally opted for a flatter 
merit pay matrix. A flatter matrix provides a greater increase for any employee receiving a superior 
rating – even if the employee is already at or beyond range maximum – than an employee at the bottom 
of the range receiving a mid-level rating. 
 
THE MERIT PAY CONCEPT 
In FY 2017-18, the Committee arrived at a compensation increase compromise that included a 1.75 
percent across-the-board increase with an average 0.75 percent merit pay increase. Staff's 
recommendation of a "steeper" matrix may have generated an average 0.75 percent merit pay matrix 
as follows: 
 

JBC Staff Recommended 0.75% Average Merit Pay Matrix 

Performance Quartile of class range 

Rating Q1 Q2 Q3 Q4 >Q4 

3 1.00% 0.85% 0.75% 0.50% 0.50% 

2 0.85% 0.75% 0.50% 0.25% 0.25% 

1 0.00% 0.00% 0.00% 0.00% 0.00% 
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With such a matrix a quartile 1 employee would receive a 2.75 or 2.6 percent total increase, including 
the 1.75 percent across-the-board increase; as compared to a quartile 4 or 5 employee who would 
receive a 2.25 or 2.0 percent total increase. 
 
However, pursuant to statute, the Department has full authority to implement merit pay independent 
of legislative intent.  The Department applied its traditional, "flat" merit pay matrix, which provides 
larger increases to superior ratings rather than to the lowest quartile employees.  The following table 
outlines the matrix implemented by the Department. 
 

Department Implemented 0.75% Average Merit Pay Matrix 

Performance Quartile of class range 

Rating Q1 Q2 Q3 Q4 >Q4 

3 1.15% 1.05% 0.95% 0.85% 0.85% 

2 0.75% 0.65% 0.55% 0.35% 0.35% 

1 0.00% 0.00% 0.00% 0.00% 0.00% 

 
With this matrix a quartile 1 employee receives a 2.9 or 2.5 percent total increase as compared to a 
quartile 4 or 5 employee who receives a 2.6 or 2.1 percent total increase.  A quartile 1 employee with 
a superior rating receives a greater increase – 2.9 percent versus 2.75 percent – relative to staff's 
recommended matrix. However, only 20.9 percent of employees receive a superior rating, while 78.6 
percent receive a mid-level rating. At the mid-level rating, a quartile 1 employee receives 2.5 percent 
with the Department's matrix versus 2.6 percent with staff's matrix.  But, at a 0.75 percent average 
merit pay increase, there is not much difference. 
 
While Section 24-50-104 (1)(c)(I), C.R.S., does not specify whether the greater increases should be 
applied at the highest rating level or at the quartile level first, the statutory list of characteristics of the 
merit pay system specifies the quartile consideration in subsection (B), while the performance category 
is cited in subsection (D). However, the Department states that its priority is to reward rating before 
quartile. 
 
The merit pay policy is the current administration's performance-based pay system that it implemented 
in statute in 2012.  The Department states that it is implementing the merit pay matrix and merit pay 
policy consistently with the intent of its legislation to reward merit above all.  However, prior to this 
year, for three years the administration did not request merit pay.  Due to the change in administration 
over the next year, staff is not recommending a policy change to the existing merit pay system at this 
time. However, staff recommends that the Committee encourage the next administration to consider 
either strengthening or replacing the Merit Pay system to provide greater opportunity to move 
employees from the bottom of the range to midpoint. Any compensation system change for the 
classified system, should primarily be focused on moving employees to the midpoint of the salary 
range within a 5- to 7-year period. 
 
INDIVIDUAL STATE AGENCY PROBLEM OR A STATEWIDE CONCERN 
Based on past conversations with human resources representatives at the Department of Personnel, 
it is their opinion that there is nothing wrong with the current statewide classified system.  Their 
opinion includes the belief that state agencies have all the HR and compensation tools they need to 
make adjustments internally and through the budget process, to better structure compensation on an 
ad hoc basis, and thus better address employee turnover and career ladder progression on a targeted 
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basis. Such adjustments and budget requests include those submitted by the Department of Human 
Services (DHS), the Department of Corrections (DOC), and the Department of Public Safety (DPS) 
over the last three to four budget cycles. 
 
Staff agrees that this may be a reasonable method for addressing problems with distinct occupational 
classes and groups in particular departments.  However, staff is concerned that the primary purpose 
for the submission of most if not all of these requests by individual departments is for the exact same 
reason: employees are locked in at the bottom of the range using current statewide compensation 
policies. Maintaining a competent and committed workforce is becoming a challenge because of 
employee turnover due to dissatisfaction related to career compensation growth. 
 
While the Department of Personnel believes these are isolated concerns in specific departments, staff 
believes this is systemic and statewide.  All state employees are experiencing this issue of remaining 
locked at the bottom of the range – with the exception of technical, managerial, and professional 
classes. Staff is further concerned that individual budget requests to increase pay for particular 
occupational groups or classes in particular departments will lead to the inconsistent application of 
compensation policies across the classified system.  Staff is concerned that similar occupational groups 
or classes in other departments will begin to recognize that their positions are not being compensated 
fairly relative to the same occupational classifications in other departments. 
 
This year's request from the DOC is at least partially in response to increases provided for the same 
occupational classes that were approved last year for the DHS. It also staff's understanding that not 
all occupational classes that received an adjustment last year in DHS are included in the DOC request. 
At this time, it is not clear if that was the DOC's or OSPB's decision to limit the DOC request to 
correctional officers (CO's) classes only. Nevertheless, the DOC is experiencing difficulties recruiting 
CO's and clinical care staff when DHS is able to pay more for the same occupational classes. 
 
Staff cannot predict or say with assurance that there will be legal issues, increasing turnover rates, or 
decreasing efficiency or effectiveness at state agencies with large classified workforces.  However, staff 
is aware of multiple, dispersed, and inchoate signs that the statewide compensation system is 
deteriorating and it is staff's opinion that the Department of Personnel is not similarly recognizing 
issues and concerns related to the statewide classified system and statewide compensation. 
 
A STATEWIDE COMPENSATION SPECIALIST 
On more than one occasion over the past two years, staff was informed by the statewide Human 
Resources Director that she was unable to hire a compensation specialist for the Department of 
Personnel, because such compensation specialists earn an annual salary of $150,000 plus in the market. 
However, while staff expressed concern, the Department never submitted a request to fund such a 
position. 
 
As staff has considered this particular solution over the last two years, staff's largest concern was 
whether such a position, as a state employee, might be difficult to compensate fairly within the 
classified system. Additionally, staff was concerned that at times, JBC staff and other legislative fiscal 
staff appear to view compensation data and issues so differently from how the current administration 
appears to view the same data and issues. 
 
Based on this, staff is recommending that the Committee consider funding a statewide compensation 
specialist as an initial, two-year, non-state employee contract position. And that such a contract 
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specialist be structured in statute – necessitating legislation – to provide equivalent technical consulting 
information and opinions to legislative staff as the specialist would provide to executive branch 
representatives at the Department of Personnel or OSPB. 
 
Staff believes that a third-party technical consultant may be the best way to achieve executive and 
legislative buy-in for any changes to the current compensation system. In particular, staff would 
recommend structuring requirements for an initial report to be delivered at the end of the first year 
and a final report to be delivered at the end of the two-year period, that would assess weaknesses in 
the current compensation system and recommendations for improvements. 
 
Additionally, in online research related to the issue of compensation for a statewide compensation 
specialist, staff was unable to confirm the information provided by the statewide Human Resources 
Director. Staff found figures online (salary.com) that a compensation analyst I earns an average base 
salary of $59,000 per year, within a range of $53,000 to $65,000; and total compensation of $61,000, 
within a range of $55,000 to $68,000. Similarly, a compensation analyst II and a compensation analyst 
III earn an average base salary of $69,000 and $90,000, respectively. A compensation manager earns 
an average base salary of $116,000 per year, within a range of $103,000 to $132,000. 
 
STAFF RECOMMENDATION 
While the salary figures found online call into question the information provided by the statewide 
Human Resources Director, staff nevertheless recommends that the Committee pursue legislation to 
create a two-year, contract for a compensation specialist contract vendor: 

 to deliver a first-year, initial report and a second-year final report related to 
identifying weaknesses or problems with the current statewide compensation 
system and recommendations for policy changes to improve the statewide 
compensation system; and 

 that such contract specialist be structured in statute to provide equivalent technical 
consulting to legislative staff as to executive branch representatives. 
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ISSUE 2: PERA DIRECT DISTRIBUTION COMMON 
POLICY 

 
The November budget request includes a new, PERA Direct Distribution allocation to all departments 
through a compensation common policy which allocates $56.5 million, including $29.2 million to 
General Fund and $27.3 million to cash and federal fund sources. While statute provides that OSPB 
"may include funding sources other than the general fund" in the budget request "For the purpose of 
allocating appropriate indirect, cash funded, or federal costs for the direct distribution", statute does 
not specify or expressly authorize the creation of a new compensation-related common policy in the 
form of an AED or SAED payment. Allocating the PERA legacy cost of the State – what is essentially 
a debt payment to improve PERA's unfunded liability – and which is not a current fiscal year staffing 
expense, is not an "appropriate" allocation of costs for the direct distribution. 
 
 
SUMMARY: 

 

 In the 2018 session, the JBC set-aside $225.0 million General Fund for a direct distribution 
payment to PERA to better meet the State's actuarially required contribution (ARC), provide a 
more transparent budget payment and policy purpose for such a payment, and improve the 
perception of inter-generational fairness for current employees in the PERA defined benefit 
system. 
 

 The Direct Distribution provision included in S.B. 18-200 requires the State Treasurer to make a 
payment of $225.0 million to PERA annually until there is no unfunded liability, to be paid from 
General Fund, or any other fund. 
 

 A section of the statute allows OSPB to submit a budget request "For the purpose of allocating 
appropriate indirect, cash funded, or federal costs for the direct distribution".  However, the Direct 
Distribution provision does not give the General Assembly authority to make an annual 
appropriation related to this payment, and requires that the Treasurer's payment to PERA be 
included in the Long Bill as an informational appropriation. 
 

 The Direct Distribution does not appear to have been drafted with the intention of being funded 
as a compensation common policy as the AED and SAED common policies were expressly 
created in statute. 
 

 OSPB and the State Controller's Office do not have written confirmation that the allocation to 
federal fund sources is acceptable to the federal government for all federal fund sources; and there 
appears to be conflicting information about how various federal cognizant agencies (approval 
authorities) for particular departments and fund sources might treat this charge to federal funds. 
 

 The allocation to fund sources submitted by OSPB do not appear to be consistent with allocations 
for AED and SAED, which appears to violate the principle of fair treatment across all fund 
sources necessary for federal approval of payment by federal sources. 
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DISCUSSION: 
 
OPSB has calculated an amount to be allocated to state agencies through a compensation common 
policy that totals $56.5 million. This figure is generated using the State's actual payroll expenses for 
FY 2016-17 – $2.0 billion, as a percentage of PERA direct distribution-covered payroll – $7.95 billion, 
from the 2017 PERA Comprehensive Annual Financial Report (CAFR) (published in June 2018). The 
percentage – 25.1 percent – is multiplied by the total direct distribution payment of $225.0 million, 
generating $56.5 million to be allocated to state agencies through a common policy cost allocation to 
state agencies for FY 2019-20. 
 
The Department of Personnel's common policy request narrative states that "this common policy has 
been developed so the State can access these Cash, Reappropriated and Federal Fund sources." Of 
this amount, $29.2 million is allocated to be paid by General Fund and the remainder of $27.3 million 
is allocated to be paid by cash, reappropriated, and federal funds. 
 
 
STAFF CONCERNS 
1. The PERA Direct Distribution was never intended to be a compensation common policy allocation. 
In the 2018 session, the Committee, in its budget balancing decisions, included a set-aside of $225.0 
million General Fund for the purpose of a "direct distribution" to PERA. This decision was the result 
of a staff comeback memo dated March 19, 2018 (included as an attachment at the end of this issue 
brief), and presentation to the Committee on March 20, 2018. In that issue brief, and in the 
presentation available in the audio archive, which begins at about the 1:57:20 time point in Committee 
discussions on March 20th, staff addressed the Committee on the policy concept that PERA's 
unfunded liability is most appropriately and fairly addressed as a legacy cost of the State; directly and 
exclusively due to past policy decisions which under-funded PERA. 
 
As a part of that discussion, staff presented to the Committee generally accepted actuarial analysis that 
the normal cost of retirement benefits for current employees is approximately 10-12 percent of annual 
salary. Therefore, a current employee contribution of 8.0 percent funds approximately two-thirds to 
four-fifths of current employee retirement cost in PERA. In other words, the 10.15 percent employer 
contribution, plus the 10 percent additional contribution for AED and SAED, do not go to or benefit 
current employees in paying for their cost of retirement, except for approximately 2 to 4 percent. The 
remainder of the State/employer contribution is paying for the unfunded liability – period. With the 
increased employee contribution included in S.B. 18-200, at a 10.0 percent contribution, and with 
additional benefits reductions for employees hired after 2019 further lowering the normal cost in 
future years, current and future state employees will be funding almost their entire retirement cost. 
 
It is a fiction that the AED and SAED components are costs of current payroll. They are included as 
"compensation common policies" and calculated on current payroll, but funds collected and paid for 
AED and SAED – apparently on behalf of current employees as they are structured in the budget – 
will never be paid to current employees. Funds paid for AED and SAED only go to fund the unfunded 
liability – a legacy or debt cost. (Does it benefit the State to have cash funds and federal funds pay for 
a cost that is not a current payroll cost? Absolutely. Is it appropriate to have cash funds and federal 
funds pay for a legacy cost of the State? There has never been a legal challenge on the cash funds side; 
and federally funded programs have always paid. Nevertheless, the legislative intent in statute is clear 
that these payments would be expressly structured as compensation common policies.) 
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It was on this basis, that staff recommended a direct distribution: 

 To provide a partial solution for payment of the annual, actuarially required 
contribution or ARC, that is of primary concern to credit ratings agencies; 

 To provide a more transparent payment (from General Fund) and policy purpose 
(for a State debt) for such a payment; and 

 To provide a partial solution with improved, inter-generational fairness for current 
employees in the PERA defined benefit system. 

 
The requested common policy allocation is diametrically opposed to staff's recommendation that led 
the Committee to set aside $225.0 million General Fund for a "direct distribution" to PERA. However, 
Senate Bill 18-200 was not a JBC bill and therefore, regardless of the JBC's policy intention related to 
the budget set-aside, the bill's provisions may include guidance related to this issue, and that guidance 
may differ from the Committee's original intentions. 
 
2. The statutory provision enacted in S.B. 18-200 (Modifications to PERA to Eliminate Unfunded Liability) for the 
direct distribution does not appear to include clear authority for a compensation common policy allocation. 
Staff consulted with attorneys from the Office of Legislative Legal Services (OLLS) on this issue. 
Attorneys from OLLS state that it is unclear that there is authority to allocate the PERA direct 
distribution payment to other fund sources using a compensation common policy. 
 
If this was the intent of the PERA direct distribution it probably would not have been titled a "direct 
distribution". Further, if the intent had been to allocate the direct distribution amount of $225.0 
million across payroll fund sources, the statute could have been drafted to include specifications as 
are included in the AED and SAED provisions in statute, which are expressly drafted with that 
mechanism as its means for the amortization payment. 
 
Section 24-51-414, C.R.S., provides that the State Treasurer shall make a payment of $225.0 million 
to PERA annually until there is no unfunded liability to be paid. This provision specifies neither an 
annual appropriation nor a continuous appropriation. This provision simply requires a payment from 
the State Treasurer to PERA for the full amount. The payment source is stated as the General Fund, 
or any other fund. 
 
Subsection (2) states: 

For the purpose of allocating appropriate indirect, cash funded, or federal costs for the direct 
distribution… the office of state planning and budgeting may include funding sources other than the 
general fund in the governor's annual budget request for the 2019-20 fiscal year and each fiscal year 
thereafter to satisfy the funding amounts of the direct distribution. 

 
Subsection (5) specifies that the direct distribution payment is required to be included in the Long Bill 
for informational purposes. Subsection (5) does not provide authority for the General Assembly to 
make an annual appropriation related to this payment. 
 
In staff's opinion, the use of a compensation common policy to allocate costs is not an "appropriate" 
allocation of costs as required by the statute. Compensation common policies suggest that a current 
or future benefit is being earned by staff and that such benefit cost is paid through a payroll calculation 
and payment. The direct distribution is absolutely not stated, specified, or otherwise structured as a 
compensation benefit earned by current staff. 
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Additionally, it is unclear that every cash fund payment source that may be charged through this 
allocation, as each fund is distinctly created and defined in statute, has legal authority to pay for 
anything except current direct and indirect program costs. This allocation of the direct distribution is 
not a current payroll cost and it has not been structured, much less justified, as a reasonable or 
appropriate indirect cost. 
 
3. Staff has concerns that the federal participation in this allocation policy is not a firm or reliable commitment. 
Representatives of OSPB and the State Controller's Office have communicated to staff that the 
"federal government" is willing to pay for its share through a payroll allocation. However, neither 
OSPB nor the State Controller's Office have a confirmation in writing of this agreement to pay. It 
appears that the federal contact used by the State Controller's Office for approval of the statewide 
indirect cost plan (SWICAP) has determined that the payment may fit within the federal Office of 
Management and Budget (OMB) uniform guidance rules. However, staff is also aware of concerns 
expressed by a federal government contact point from the U.S. Department of Transportation that 
this payment is not allowed to be paid by federal funds. In particular, the representative states: "My 
initial reaction to this is that the Federal gov't isn't financially responsible for a state's funding shortfall. 
On its face, I don't believe its allocable (no direct benefit received) and it seems to be a general cost 
of state gov't." 
 
Staff believes that a vague, tacit, verbal possibility of approval from one contact point at the federal 
level dealing with indirect costs is not adequate to securely move forward on this direct-cost, 
compensation common policy allocation. However, if the Committee were to pursue this allocation, 
staff would recommend setting aside General Fund for the total of non-General Fund sources 
included in this allocation – $27.3 million – to ensure coverage and payment of the allocations to cash, 
reappropriated, and federal funds sources, in the event the federal government determines tht those 
costs should not have been paid by federal sources. Such a ruling will be determined after the fact, 
and will come with a charge for interest to make each federal funds source whole. 
 
In staff's opinion, staff is confident that such a General Fund set-aside would, in fact, be used for the 
direct distribution when the federal government finally has its say. This negates the effort to engage 
in this exercise in the first place. However, in the meantime, the Governor gets an additional $27.3 
million to spend on other purposes in the FY 2019-20 budget. In staff's opinion, this is nothing more 
than a budget game and is not a serious proposal that is entirely intended to succeed. In staff's opinion, 
there is a genuine "hope" that such a policy would succeed and retain the federal government's 
blessing. But it does not really matter; for several years, the Governor will functionally be provided 
with additional General Fund by the amount offset through the allocation. In staff's opinion, this is a 
case where the legislative branch should simply enforce a more transparent fiscal policy related to the 
direct distribution payment. 
 
Additionally, one of the conditions of federal participation in any payment for a common policy is 
that such an allocation must be fairly applied across all fund sources or federal funds may not be 
charged. 
 
A Look at the Distribution by Fund Source 
The following table is a distribution by fund split by agency for the AED and SAED payments. 
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FY 2019-20 AED-SAED FUND SPLIT PERCENTAGE BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2019-20 AED/SAED           

Agriculture  100.0% 26.1% 73.9% 0.0% 0.0% 

Corrections  100.0% 97.2% 2.8% 0.0% 0.0% 

Education  100.0% 31.8% 15.7% 11.7% 40.8% 

Governor  100.0% 9.0% 4.6% 84.5% 1.9% 

Health Care Policy and Financing  100.0% 36.4% 8.1% 2.3% 53.2% 

Higher Education - Admin & HistCO 100.0% 4.8% 67.1% 17.9% 10.1% 

Human Services  100.0% 66.4% 5.7% 15.1% 12.8% 

Judicial  100.0% 93.6% 6.4% 0.0% 0.0% 

Labor and Employment  100.0% 5.8% 38.5% 0.6% 55.1% 

Law  100.0% 26.5% 12.4% 58.6% 2.5% 

Legislature  100.0% 100.0% 0.0% 0.0% 0.0% 

Local affairs  100.0% 29.7% 14.3% 36.5% 19.5% 

Military and Veterans Affairs  100.0% 37.6% 1.4% 0.0% 61.1% 

Natural Resources  100.0% 15.7% 79.0% 3.0% 2.4% 

Personnel  100.0% 36.6% 7.8% 55.6% 0.0% 

Public Health and Environment  100.0% 14.8% 34.9% 10.6% 39.7% 

Public Safety  100.0% 23.7% 65.7% 8.0% 2.7% 

Regulatory Agencies  100.0% 3.6% 88.7% 6.8% 1.0% 

Revenue  100.0% 38.4% 60.6% 0.2% 0.8% 

State  100.0% 0.0% 100.0% 0.0% 0.0% 

Transportation  100.0% 0.0% 100.0% 0.0% 0.0% 

Treasury  100.0% 63.1% 36.9% 0.0% 0.0% 

TOTAL  100.0% 54.6% 24.8% 10.8% 9.8% 

 
If the direct distribution allocation has been fairly allocated across fund sources – as required by the 
federal government, then each fund split percentage should look essentially the same for each PERA 
common policy. The following table outlines the fund splits for the direct distribution. 
 

FY 2019-20 PERA DIRECT DISTRIBUTION FUND SPLIT PERCENTAGE BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

            

FY 2019-20 PERA Direct Distribution           

Agriculture  100.0% 26.6% 73.4% 0.0% 0.0% 

Corrections  100.0% 97.1% 2.9% 0.0% 0.0% 

Education  100.0% 72.5% 15.7% 11.8% 0.0% 

Governor  100.0% 8.6% 4.4% 85.3% 1.8% 

Health Care Policy and Financing  100.0% 36.4% 8.1% 2.3% 53.2% 

Higher Education - Admin & HistCO 100.0% 2.3% 60.6% 24.2% 12.9% 

Human Services  100.0% 66.6% 5.8% 14.8% 12.8% 

Judicial  100.0% 93.8% 6.2% 0.0% 0.0% 

Labor and Employment  100.0% 5.8% 38.5% 0.6% 55.1% 

Law  100.0% 29.0% 12.5% 58.5% 0.0% 

Legislature  100.0% 100.0% 0.0% 0.0% 0.0% 
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FY 2019-20 PERA DIRECT DISTRIBUTION FUND SPLIT PERCENTAGE BY AGENCY 

  
TOTAL 
FUNDS 

GENERAL 
FUND 

CASH 
FUNDS 

REAPPROPRIATED 
FUNDS 

FEDERAL 
FUNDS 

Local affairs  100.0% 29.8% 14.3% 36.5% 19.5% 

Military and Veterans Affairs  100.0% 100.0% 0.0% 0.0% 0.0% 

Natural Resources  100.0% 15.8% 78.8% 3.0% 2.4% 

Personnel  100.0% 36.6% 7.9% 55.5% 0.0% 

Public Health and Environment  100.0% 14.8% 34.9% 10.6% 39.7% 

Public Safety  100.0% 23.7% 65.6% 8.0% 2.7% 

Regulatory Agencies  100.0% 3.5% 88.7% 6.8% 1.0% 

Revenue  100.0% 38.4% 60.6% 0.2% 0.8% 

State  100.0% 0.0% 100.0% 0.0% 0.0% 

Transportation  100.0% 0.0% 100.0% 0.0% 0.0% 

Treasury  100.0% 63.1% 36.9% 0.0% 0.0% 

TOTAL  100.0% 51.7% 30.9% 9.9% 7.5% 

 
The highlighted cells in each table identify the more significant differences between the policies' 
allocations. As can be seen in the totals, the PERA Direct Distribution allocation is taking a larger 
share of cash funds, while paying a lower share of General Fund and federal funds than in the AED 
and SAED common policy allocations. Variances – some fairly significant – can also be identified by 
department. 
 
Additionally, although staff does not have direct evidence to share with the Committee regarding this 
issue, it is staff's understanding that some departments registered concerns about some cash and 
federal fund sources that they believed should not be expected to participate in this allocation. Staff 
believes that the allocation shown in this briefing document as generated through department 
templates may or may not reflect those concerns. In other words, staff believes that the allocation 
shown above may not be reasonably accurate as they relate to specific concerns from certain agencies. 
Nevertheless, even within the allocation percentages shown above, it is unclear that the federal 
government would view such an allocation as a fair allocation given its variance from AED and SAED 
allocations. 
 
It is this particular evidence that convinces staff that this policy has not been adequately vetted, 
properly confirmed, and in a state of readiness to be allocated as presented in the budget request. It is 
staff's opinion that this policy has not been fully vetted related to: 

 legal issues in the direct distribution provision; 

 legal issues as they relate to appropriate (legal) uses of cash funds; 

 confirmation of federal government approvals for all federal funds sources 
included in the allocation; and 

 the variance in allocations across fund sources from other common policies; a 
technical problem that should be explained by specific anomaly or variance and 
appears to violate the principle of fair treatment necessary for payment by federal 
sources. 
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JOINT BUDGET COMMITTEE, 200 EAST 14TH AVE., 3RD FLOOR, DENVER, CO  80203 

  
TO Joint Budget Committee 
FROM Alfredo Kemm, JBC Staff (303.866.4549) 
DATE March 19, 2018 
SUBJECT Statewide Compensation figure setting comeback (2 of 3) – PERA-related issue brief 

 

ISSUE STATEMENT 
In the attached, statewide compensation figure setting comeback memo (1 of 3), regarding salary 
increases, staff recommends that the Committee may wish to consider a 2.0 percent salary increase, 
matching the Governor's requested 2.0 percent net salary increase after including the Governor's 
proposed increase in employee contribution rates to PERA. In that recommendation staff 
recommends that the Committee set aside the possibility of a PERA contribution increase in its salary 
increase decision. 
 
In the Statewide Compensation and PERA briefing in November, staff outlined the PERA Board's 
request for changes to PERA policies to improve the funded status, as well as the Governor's 
proposed changes. Staff identified areas of concern but did not provide the Committee with a 
recommended course of action as it relates to state budget issues.  In this memo, staff will further 
describe concerns with increasing the employee contribution rate and propose an alternate policy 
approach given the fundamental nature of the PERA problem. 
 
STAFF BRIEFING RECAP 
In the staff briefing, staff discussed areas of agreement with PERA's requested changes in aligning 
contributions, but expressed concerns with requested changes to modify benefits and increase 
contributions on current and future employees. Staff also discussed concerns with the characterization 
of crisis that is primarily attributable to the PERA Board's lowering of its long term rate of return to 
7.25 percent, rather than to objective changes in economic and market conditions. 
 
30-YEAR FUNDING HORIZON AND THE ARC 
Related to the characterization of crisis, staff discussed the option of considering a 40-year funding 
horizon rather than a 30-year funding horizon included as the basis for the PERA Board's requested 
changes, as well as the Governor's proposed changes. In particular, Representative Young expressed 
concern that the credit rating agencies base their criteria on a 30-year funding horizon while Senator 
Lambert expressed an interest in setting a 20-year funding horizon. 
 
The difference in funding horizon reflects a difference in annual cost that is similar to comparing a 
30-year or 15-year mortgage; the 15-year requires higher annual payments but results in lower amount 
paid in interest and principal payoff in half the time. Similarly, extending a 30-year funding horizon to 
40 years would reduce the State's (and other PERA employers) annual cost. And likewise, shortening 
a 30-year funding horizon to 20 years would increase the annual cost to the State. 
 

 THE GOVERNMENTAL ACCOUNTING STANDARDS BOARD OR GASB DEFINES A 

CONCEPT KNOWN AS THE "ACTUARIALLY REQUIRED CONTRIBUTION" OR ARC.  THE 

ARC CONSISTS OF TWO PARTS: (1) CURRENT: THE NORMAL COST RATE OR THE 

"NORMAL COST" IS THE PRESENT VALUE OF BENEFITS EARNED IN THE CURRENT 

MEMORANDUM 
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YEAR AS A PERCENTAGE OF SALARY (ACTUARIAL COST OF CURRENT BUDGET YEAR 

EMPLOYEES); AND (2) PAST: AN AMORTIZATION PAYMENT, WHICH IS A CATCH-UP 

PAYMENT FOR PAST SERVICE COSTS TO FUND THE UNFUNDED LIABILITY OVER THE 

NEXT 30 YEARS. 
 
Given the GASB standard for the ARC and the apparent consensus to align with a 30-year funding 
horizon, staff aligns recommendations with this standard. 
 
CONTRIBUTION RATES PROBLEM STATEMENT 
The PERA Board and the Governor have both recommended increases in employee contribution 
rates.  Additionally, it appears that S.B. 18-200, Modifications to PERA to Eliminate Unfunded Liability, 
includes more aggressive increases in employee contributions as well as changes to benefit structure 
which further reduce the normal cost of the benefits structure for current and future employees. 
 
However, there IS NOT currently a disjunction between contribution rates – employee or employer 
– and the present value of benefits earned in the current year by current budget year employees 
(normal cost) that requires an increase in contribution rates. 
 
Standard contribution rates for most PERA employees total 18.15 percent between the employee's 
8 percent and the employer's 10.15 percent and over-funds the normal cost for current employees by 
at least 50 percent. Normal cost is identified at no more than about 12 percent for the entire population 
of current PERA employees. At the PERA hearing on December 7th, Greg Smith stated that the 
blended normal cost for all PERA employees is 11 to 12 percent, while the post-2011 employee tier 
has a normal cost of just above 10 percent. In a more recent communication with staff, PERA 
identifies the current normal cost of all state employees as 10.87 percent, and a normal cost of state 
employees hired on or after January 2011 as 10.07 percent. 
 
The June 2015 PERA cost and effectiveness comparison study identified the normal cost for PERA 
employees hired on or after 2011 as 8.82 percent at the time of the study. Using today's long term rate 
of return and other actuarial assumption changes since 2015, PERA states that its actuaries have 
estimated a normal cost for the proposed new benefits structure for future employees to be 8.83 
percent. On this basis, PERA's requested policy changes entail having future employees pay a 10 
percent employee contribution for a benefit that costs 8.83 percent. 
 
Senate Bill 18-200 will increase employee contributions to 11 percent by January 2020, provides for 
up to an additional 2 percent increase over four additional years to 13 percent, and includes additional 
benefit structure cost reductions generating an even lower normal cost.  PERA identifies the normal 
cost of S.B. 18-200 changes on future employees at 8.72 percent. On this basis, S.B. 18-200 has future 
state employees paying up to a 13 percent employee contribution for a benefit that costs 8.72 percent. 
 
Further, this does not include the 5 percent SAED contribution, which, while structured as an 
employer payment also includes the statutory specification that it be from money that would otherwise 
be used for employee salary increases. It is possible that current employee pay may be up to 5 percent 
lower due to the SAED contribution.  PERA's December 2017 hearing response concurs, stating, "It 
is not unreasonable to conclude that an employee's current salary is anywhere from 0.0% to 5.5% 
lower than it would be if the SAED did not exist." Similarly, the January 2018 hearing response from 
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the Department of Personnel states that annual recommended salary increases have been adjusted 
downward in consideration of the SAED adjustment for every year that included an increase to the 
SAED rate.  PERA employees may currently be effectively paying a 13 percent contribution of 
income, if SAED is included. Senate Bill 18-200 includes provisions that may lead to a standard 13 
percent contribution from employees not including the 5 percent SAED. Senate Bill 18-200 may 
generate a scenario in which employees are effectively paying 18 percent of income for a benefit with 
a cost of 9 percent or less. Functionally, this is a 100 percent tax on actual benefit costs. 
 
Fundamentally, and for increased budget transparency, standard contribution rates should more 
closely reflect the structural cost of benefits – the annual, normal cost. At this time, standard 
contribution rates should instead be decreased to more transparently reflect the actual cost of 
retirement benefits for current employees. 
 

 IN ORDER TO INCREASE TRANSPARENCY RELATED TO PAYMENTS FOR PERA, THE 

COMMITTEE MAY WISH TO CONSIDER ESTABLISHING STANDARD CONTRIBUTION 

RATES FOR EMPLOYEES AND EMPLOYERS THAT MORE CLOSELY REFLECT THE 

NORMAL COST OF CURRENT EMPLOYEES AND DEVOTE ANY ADDITIONAL PAYMENTS 

MADE BY ANY SOURCE TO A DIRECT PAYMENT FOR THE UNFUNDED LIABILITY. 
 
 
THE UNFUNDED LIABILITY PROBLEM STATEMENT 
 

 THE PROBLEM IS THE UNFUNDED LIABILITY – DIRECTLY ATTRIBUTABLE TO LEGACY 

COSTS, AS A RESULT OF PAST STATE POLICY DECISIONS, REGARDLESS OF FINANCIAL 

MARKET PERFORMANCE. 
 
This problem is not a problem caused or generated by current budget year employees. In fact, current 
and future employees help to pay for the unfunded liability in the difference between the total standard 
employee plus employer contribution of 18.15 percent minus the normal cost of 10 to 11 percent, 
plus the 5 percent of AED and 5 percent of SAED. Each state employee enrolled in the defined 
benefit plan represents a payment of approximately 17-18 percent of salary annually for the unfunded 
liability, after the 10-11 percent of salary has paid for the employee's PERA benefits cost. 
 
While it is regularly pursued as a method of governing, it is neither reflective of transparent budgeting 
nor good government principles to find other select groups to pay for the State's responsibilities as a 
result of past, poor decision making. As a matter of public policy fairness, additional policy changes 
to address the unfunded liability should not be addressed through additional contributions or 
participation payments or taxes from current and future employees. 
 
Routing amortization payments of any kind, intended to pay for the liability related to past service 
costs, through current employee contributions and through employer contributions tied to payroll, 
creates a distortion and fiscal sleight-of-hand that makes it appear as if current employee retirement 
costs are 28 percent and rising. 
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THE PROBLEM WITH AED AND SAED 
Staff has communicated transparency concerns with the AED and SAED mechanisms for several 
years in staff documents. What began as a minimal increased contribution for the purpose of making 
additional amortization payments in 2004, following the economic downturn of 2001, has become a 
much more substantial contribution and policy structure as time has passed.  The AED as originally 
intended may have been a reasonable policy response to a relatively small, unfunded liability problem.  
The AED and SAED superstructure of today has very little transparency as to its purpose. 
 
To the average observer, citizen, or legislator, it is hard to discern that the AED and SAED 
'compensation-related' line items in every department budget are not a payment made for current 
employee compensation but are instead State debt payments for past service commitments that 
happen to be routed through and located in the payroll process and compensation budget structure. 
 

 GIVEN THE CURRENT EFFORTS TO FURTHER INCREASE CONTRIBUTION RATES, STAFF 

RECOMMENDS THAT THE COMMITTEE RESIST INCREASES TO CONTRIBUTION RATES 

AS A MATTER OF BUDGET TRANSPARENCY AND POLICY FAIRNESS. 
 

 FURTHER, STAFF RECOMMENDS THAT THE COMMITTEE MAY WISH TO PURSUE 

LEGISLATION TO ELIMINATE THE AED AND SAED POLICIES FOR STATE EMPLOYEES 

AND REPLACE THEM WITH AN ARC PAYMENT. 
 
STAFF RECOMMENDATIONS 
Staff recommends: 
1 The elimination of the AED and SAED for state employees. 

2 The creation of an ARC payment for the State and Judicial Divisions to pay the unfunded liability 

in 30 years. 

3 Payment of the ARC payment from the General Fund. It is arguable whether current cash-funded 

programs should be paying for statewide legacy costs unassociated with the current cost of 

operating those cash-funded programs. 

 
Staff further clarifies: 
That the Committee could choose to make this change only for the State and Judicial Divisions of 
PERA, rather than for all divisions of PERA, as a means of addressing the State-related concerns in 
its role as an employer. If the Committee wishes to have the State comply with GASB and credit rating 
agency standards, it is unnecessary to require other PERA employers to participate in this solution at 
this time. This provides a clean solution for the State as employer, but remains silent on making similar 
changes for employers in other PERA divisions. 
 
ESTIMATED COST 
The PERA Board's requested policy changes are intended to enable the PERA unfunded liability to 
be paid up within 30 years. The following table outlines policy components and their estimated 
percentage of the solution. 
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PERA's Recommended Adjustments 

Policy Component 
Estimated Percentage 

of Solution 

  Annual Increases/COLA (current retirees) 18.0% 

  Annual Increases/COLA (future retirees) 13.0% 

Subtotal - Annual Increases/COLA 31.0% 

    

  Member Contributions (+3% current emp/+2% future emp) 19.0% 

  Employer Contributions (+2%) 19.0% 

Subtotal - Contributions Increases 38.0% 

    

JBC staff recommended adjustments on current/future employees 

  Includable Salary (sec.125/132 deductions) 13.0% 

  Highest Average Salary (change from 3 to 5 years) 4.0% 

  Part-time Service Accrual (future employees) 2.0% 

Subtotal - JBC staff recommended adjustments 19.0% 

    

  Retirement Eligibility (future employees) 12.0% 

    

Total Adjustments 100.0% 

    

Impact on current and future employees 63.0% 

Impact on employers 19.0% 

Impact on current retirees 18.0% 

Total Adjustments 100.0% 

 
Staff recommendations included non-contribution policy changes representing 19.0 percent of the 
solution as well as Annual Increase/COLA adjustments as recommended by PERA (or by the 
Governor) representing 31.0 percent. Staff's recommendations provide for 50 percent of the total 
PERA requested solution. 
 
The following table outlines staff's analysis of the total cost to direct fund amortization payments for 
PERA to accommodate AED and SAED as well as fund the additional 50 percent of the PERA 
solution. 
 

Direct payment of PERA amortization payments - cost analysis 

  Total Funds GF 

FY18-19 Base Salary Estimate  $1,754,667,548 $962,225,256 

FY18-19 Recommended AED/SAED     

   AED  89,787,143 48,828,430 

   SAED  89,578,799 48,621,349 

Subtotal - PERA amortization payments $179,365,942 $97,449,779 

      

Additional GF cost to direct fund amortization payments from AED/SAED $81,916,163 

Percentage Increase over current GF payment for AED/SAED 84.1% 

      

Staff recommended non-contribution PERA policy adjustments - solution percentage 50.0% 

      

Solution percentage - PERA requested increase in contribution rates (approx. 5% total) 38.0% 

5% on salary base/PERA contribution equivalent cost $87,733,377 

Cost for estimated 1 percent of solution   $2,308,773 

      

Cost for direct payment of PERA amortization payments   

  Cost for estimated 50 percent of solution   $115,438,654 
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Direct payment of PERA amortization payments - cost analysis 

  Total Funds GF 

  GF cost to direct fund amortization payments from AED/SAED 179,365,942 

*Total GF cost for a direct amortization payment   $294,804,597 

Percentage Increase over current GF payment for AED/SAED 255.4% 

      

*Total reflects direct payment for AED/SAED and 50% solution of PERA recommended changes 

 
Staff's recommendation to replace AED and SAED with a single General Fund payment for 
amortization payments is equal to the total funds cost of AED and SAED, or $179.4 million. This 
represents a General Fund increase of $81.9 million over current General Fund payments for AED 
and SAED. 
 
Staff's recommendation to fund 50 percent of the total requested PERA solution with a direct 
amortization payment would cost $179.4 million General Fund. 
 
Staff's recommendation to fund a single actuarially required contribution payment for the amortization 
of PERA's unfunded liability within 30 years, would cost approximately $294.8 million General Fund 
in FY 2018-19.  This is $197.4 million more than current AED and SAED payments from General 
Fund. 
 
However, considered another way, that cost is otherwise borne by current and future employees if not 
paid by the State.  This is in addition to the 32.0 percent of adjustment borne by current and future 
employees included in staff's recommended non-contribution PERA policy changes for Annual 
Increase/COLA adjustments and benefits structure changes. 
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