
T
he competitiveness of a public employer’s total compensation
package and the ability to recruit and retain talent is not just
about how much the compensation package costs the employer
or how important the total rewards are to the employee. Rather,
both employers and employees need to understand the value

that the total compensation package delivers. 

Considering both the comparative cost and the comparative value of total
compensation – by accounting for differences in plan design – offers a more
complete perspective of the competitiveness of a compensation package.
Knowledge of the process used to assess both cost and value is important
for all those involved in negotiating or establishing a total rewards policy. 

This approach builds a platform of common understanding of the value of
the entire benefits package for the bargaining parties. Beginning
negotiations from an agreed-upon base and value enhances the process and
outcomes. Benefits are an important and complex component of the total
compensation package, but looking only at the cost aspect leaves a core
element – value, or what the benefits actually provide – outside the
negotiations. This article outlines the comparison process by following
“City A” as it compares its police benefit offerings to those of similar
employers within the state. 

Features of the Cost Basis and Relative-Value Basis Methods

Table 1 (see following page) lists the respective features of the cost basis
and relative-value basis methods of measuring the competitiveness of total
compensation and describes some key differences between the two
approaches.
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Table 1: Comparing the Cost Basis and Relative-Value Basis Methods

Features of Cost Basis 

Evaluates only the employer’s
total costs for annual salary;
medical, dental, and vision plans;
contributions to a defined-benefit
(DB) retirement plan and to
defined-contribution (DC) or
deferred-compensation
retirement plans; and Social
Security.

Uses the job-title midpoint for the
base pay range (average of the
minimum and maximum base 
pay rates).

Evaluates the total employer cost
for health-related benefits,
calculated based on the weighted
enrollment distribution among
tiers of coverage.

Determines the current employer
normal costs associated with the
DB, DC, and deferred-
compensation plans, based on
the most recent plan valuation. 

Provides the total compensation
cost for each position based on
pay-range midpoint, employer-
weighted total health costs, and
employer total retirement
benefits. 

Features of Relative-Value Basis 

Evaluates the employer’s total
costs for annual salary; medical,
dental, and vision plans; the
employer’s normal costs for a 
DB plan and the maximum
contributions to DC or deferred-
compensation plans; and Social
Security, taking into account the
value/richness of the health and
retirement plans’ designs.

Uses the job-title midpoint for the
base pay range (average of the
minimum and maximum base 
pay rates). 

Determines the relative value of
different plan designs among peer
employers. Evaluates plan features
including enrollment by plan / tier
of coverage, total cost of plan,
employer/employee cost split,
annual plan deductibles, annual
out-of-pocket maximum, health
reimbursement arrangement (HRA)
/ health savings account (HSA)
employer contribution, co-pays/co-
insurance.

Evaluates the current total 
normal cost and richness of the
associated benefits of the DB, DC,
and deferred-compensation
plans, based on the most recent
plan valuation.

Provides the total compensation
cost for each position based on
pay-range midpoint and the
level/richness of benefits relative
to the differences in cost to both
the employer and the employee.

Differences

The value approach determines
the relative value of a plan offered
to the employee based on
differences in plan design – for
instance, if two health plans are
equal in all respects except the
annual deductible, the plan with
the lower deductible has a higher
value to the employee, as it
requires less money out of pocket. 

No difference.

The cost approach evaluates the
weighted average cost to provide
benefits to the employee, not
taking into account plan design
differences; therefore, the total
compensation cost can appear to
be competitive. When plan design
is taken into consideration, under
the value approach, the total
compensation cost will vary
based on the elements of the 
plan design.

The value approach includes an
evaluation of the richness of the
plans’ associated benefits. 

Under the value approach, the
employer’s total compensation
costs may be higher or lower than
under the cost approach due to
plan design differences.
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Cost-Basis Methodology

Once the peer group is selected and information is collected to determine the employer’s
total compensation costs, calculate the following for each comparator:

• For Pay: The midpoint for the base pay range (average of the minimum and
maximum base pay rates) 

• For Health Benefits: Total employer cost for health-related benefits, calculated
based on the weighted enrollment distribution among tiers of coverage

• For Retirement Benefits: The current employer normal costs (annual cost of
the last year of service) associated with the DB retirement plan, based on the
most recent plan valuation, and the maximum employer contribution to both
DC and/or deferred-compensation plans, as well as Social Security, if applicable

This information allows you to determine the annual total compensation cost for each
position based on pay-range midpoint, weighted total health benefit costs, and total
retirement benefit costs. As an example, Table 2 shows data for Police Level C.

Table 2: Cost Basis: Police Level C Total-Compensation Market Position

Base Pay
(pay-range
midpoint)

Weighted 
Total Health
Benefit Costs
(medical, dental,

vision)

Retirement 
Benefit Costs 

(DB, DC,
deferred comp.)

Employer Total
Compensation

Costs
(pay and benefits)

City A (minimum) $50,549 $11,588 $10,529 $72,666

Market Average $63,329 $10,389 $5,185 $78,903
(minimum)

City A as % of 80% 112% 203% 92%
Market Average

Figures shown in red are below market (less than 95% of the market average). Figures shown in black are within the market range (95% to 105% of the market average).
Figures shown in blue are above market (more than 105% of the market average).

Relative-Value Methodology

To determine the total compensation costs on a relative-value basis, calculate the
following:

• For Pay: The midpoint for the base pay range (average of the minimum and
maximum base pay rates)
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• For Health Benefits:

m Total employer costs for all health-related benefits, weighted by City A’s
current enrollment distribution across coverage tiers, adjusted for the
relative value of differences in plan design among peer employers

m The following plan features: enrollment by plan / tier of coverage, total cost
of plan, employer/employee cost split, annual deductible, annual out-of-
pocket maximum, HRA/HSA employer contribution, and co-pays/co-
insurance

Calculating Relative Value for Health Plans 

Table 3 compares the relative value of City A’s current employee health benefits to the
relative value of health benefits offered to employees of the comparator group. From
a benefit design perspective, plans with a relative value greater than 1.00 are of greater
value than City A’s, while plans with a relative value less than 1.00 are of less value than
City A’s. 

Table 3: Uniformed Police Personnel Health Benefit Plan Relative Values

Peer Employer Medical Dental Vision

City B 1.0467 1.10 0.65

City C 0.8359 0.30 0.70

City D 1.2493 0.70 0.35

City E 1.1635 0.72 No info

City F 1.3390 1.00 No info

Market Average 1.1553 0.84 0.58

City A 1.00 1.00 1.00

After determining the relative plan value for each peer organization and the total
employer costs for all health-related benefits weighted by City A’s current enrollment
distribution across coverage tiers, you can determine the relative values of different
plan designs among peer employers. Add the weighted average plan costs for medical,
dental, and vision plans to calculate each peer employer’s total health benefit costs on
a relative-value basis. Those costs for City A’s five peers, as well as the market average,
are shown in Table 4. 
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When relative values are taken into consideration, the market average for weighted
average health plan costs is $13,045, compared with City A’s weighted annual total
health employer contribution of $12,000 (as calculated under the cost-basis method).
Therefore, the value of City A’s health benefits package is $1,045 less than the market
average on a relative-value basis.

Calculating Relative Value for Retirement Plans 

The relative values of DB retirement plans are determined by comparing the normal
cost of each plan based on

m the current total normal cost associated with the DB retirement plan, based
on the most recent plan valuation, adjusted for the relative value of
differences in plan design, multiplied by peer employer cost sharing, and 

m the maximum employer contribution to both DC and deferred-
compensation plans as a percentage of pay, considering the normal cost of
benefits for City A and peers, the retirement benefit formula, early or
alternative retirement benefit options, deferred retirement option plan
(DROP), service-related death benefits, service-related disability benefits,
and cost-of-living adjustments. 

Table 4: Weighted Average Health Plan Costs

Peer Medical Dental Vision Total

City B $11,028 $617 $0 $11,645

City C $6,988 $0 $0 $6,988

City D $13,839 $533 $44 $14,416

City E $12,191 $0 NA $12,191

City F $19,164 $819 NA $19,983

Market Average $13,045

City A $12,000
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Table 5 provides the relative value for each peer’s DB plan: 

After determining the current total normal cost associated with the DB retirement plan,
based on the most recent plan valuation and peer employer cost sharing, you can
calculate the relative values of different plan designs. (For all six cities in this analysis,
employer contributions to DC and/or deferred-compensation plans were zero or not
applicable.)

With these data, you can determine City A’s total compensation cost for each position
based on pay-range midpoint, weighted total health benefit costs, and total retirement
benefit costs – this time, through the lens of relative value. Table 6 uses Police Level C
as an example.

Table 5: Uniformed Police Personnel DB Plan Relative Values

Police DB Plans Relative Value

City B 1.16

City C 0.69

City D 0.92

City E 0.85

City F 1.31

Overall Market Average 0.99

City A 1.00

Table 6: Relative-Value Basis: Police Level C Total-Compensation Market Position

Base Pay
(pay-range
midpoint)

Weighted 
Total Health
Benefit Costs
(medical, dental,

vision)

Retirement 
Benefit Costs 

(DB, DC, 
deferred comp.)

Employer Total
Compensation

Costs
(pay and benefits)

City A (minimum) $50,549 $11,588 $10,529 $72,666

Market Average $63,329 $12,888 $7,879 $84,096
(minimum)

City A as % of 80% 90% 134% 86%
Market Average

Figures shown in red are below market (less than 95% of the market average). Figures shown in black are within the market range (95% to 105% of the market average).
Figures shown in blue are above market (more than 105% of the market average).
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Implications of Comparing Total Compensation Costs on a 
Cost Basis Versus a Relative-Value Basis 

Comparing the overall average compensation using both methods of analysis indicates
that City A is more competitive from a cost-basis perspective, as shown in Table 7.
The weighted total health benefit costs are above market from a cost-basis perspective,
versus below market from a relative-value perspective. Retirement benefits are also
more competitive when compared on a cost basis. 

In terms of total compensation, taking into consideration the employer cost of base pay,
health benefits, and retirement plan contributions, City A’s market position is 96
percent of the market average. On a relative-value basis, City A’s market position
decreases slightly, to 90 percent of the market average. 

Table 7: Cost Basis and Relative-Value Basis: Police (Overall Average)
Total Compensation Market Position 

Figures shown in red are below market (less than 95% of the market average). Figures shown in black are within the market range (95% to 105% of the market average).
Figures shown in blue are above market (more than 105% of the market average).

Overall Average
Cost Basis 

City A as %
of Total

Compensation
Costs

City A as %
of Total

Compensation
Costs

Overall Average
Relative-Value

Basis 

Weighted Total
Health Benefit

Costs

Total Retirement
Benefit Costs

Weighted Total
Health Benefit

Costs
Total Retirement
Benefit Costs

City A Pay-Range
Midpoint as % of
Overall Pay-Range

Midpoint

City A Pay-Range
Midpoint as % of
Overall Pay-Range

Midpoint

84% 112% 214% 96%

84% 90% 141% 90%

City A as % of Market Annual 
Employer Cost of Benefits

City A as % of Market Annual 
Employer Cost of Benefits

In summary, both methods of measuring total compensation – cost and relative value
– can provide the bargaining parties with valuable information that can be helpful in
demonstrating the relative merit of benefits as part of a comparative total compensation
analysis.

Frequently, the bargaining process simply focuses on the dollar cost of benefits and the
resulting trade-offs that occur between direct and indirect compensation. This
comparison is useful but does not tell the entire story. Taking plan design differences into
consideration adds a dimension of relative value, thereby giving all parties a more
complete picture of the value of benefit design elements. This information enhances
understanding of the total compensation arrangement between employers and employees. 
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