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Bill Bradbury, Secretary of State

Secretary of State
Audit Report

Department of

Administrative Services:
Sick Leave Management

Summary

PURPOSE

The purpose of this audit was to compare
sick leave use by Oregon state employees
with that of workersin other state and local
governments, and identify strategies that
other employers are using to reduce absen-
teelsm.

RESULTSIN BRIEF

Oregon state employees use sick leave at a
rate that is higher than the average of other
state and local governments. For the two-
year period from July 2001 through June
2003, we estimated the value of this excess
sick leave was between $14 and $16 mil-
lion.

Depending on the situation, reducing sick
leave use may or may not result in immedi-
ate savings. Unused sick leave would con-
tinue to accrue and be available for use. A
reduction in sick leave use, however, would
reduce the amount of unproductive time for
which employees are paid and further elimi-
nate indirect costs associated with sick leave
use.

Our audit identified opportunities for the
state of Oregon to improve productivity and
reduce sick leave use by developing effec-
tive absence control programs. Specifically,
we found that the state of Oregon provides
an incentive to few state employees to con-
serve sick leave, unlike 44 other states. Our
review showed that state agencies could
more effectively use work life programs that

could help reduce unscheduled absences by
helping workers balance their work and fam-
ily commitments. Moreover, we found that
managers were frequently unaware of the rate
and impact of sick leave in their agencies and
most were unfamiliar with strategies avail-
able to help reduce misuse.

RECOMMENDATIONS

We recommend that the Department of Ad-
ministrative Services take the following ac-
tionsto reduce sick leave use:

Analyze options, develop a strategy for
reducing sick leave use, and seek legisla-
tive approval as needed.

Work with agencies to promote greater
awareness of the cost of excessive sick
leave use.

Publicize available work life programs,
consider offering agency training on how
to make the best use of these options, and
encourage agencies to promote those
work life programs that are consistent
with their business needs.

Encourage the uniform use of leave codes
to improve comparability of data for
analysis.

AGENCY’S RESPONSE

The Department of Administrative Services
generally agrees with the recommendations.
The department’s compl ete response can be
found on pagefive.

Background

Oregon’'s legislatively
adopted budget for the 2003
2005 biennium was $37 hillion,
including salaries for 47,000
positions. In fiscal year 2003,
state agencies in Oregon paid
employees about $1.4 hillion in

wages and leave. Of that
total, $47 million was paid
in the form of sick leave.

Paid sick leave is an a-
crued benefit designed to
provide state employees
with time off from work

for personal and family
illness or injury.! Accord-
ing to arecent national sur-
vey, an average of only
36 percent of unscheduled

! DASHR Policy 60.000.01.




Background (continued)

Figure 1: Reasons Employees

Use Sick Leave
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absences were attributable to personal
illness. An additional 22 percent were the
result of family issues that may or may
not have represented an approved use of
sick leave under Oregon guidelines. The
remaining 42 percent of unscheduled ab-
sences comprised of stress, personal
needs and entitlement mentality, identi-
fied by the survey would have fallen out-
side the state’s guidelines for allowable
sick leave use.

State managers are responsible for en-
suring that government operates in the
most cost-effective manner possible. In-
appropriate sick leave use represents a

significant cost that can be reduced
through effective absence control strate-
gies. Effective management of sick leave
requires managers to monitor both the
rate and causes of sick leave use. This, in
turn, can help them identify and imple-
ment strategies to control inappropriate
sick leave use.

Audit Results

Oregon’s Sick Leave Use
Higher Than the
National Average

We found that Oregon state employ-
ees use sick leave at a rate that is
higher than the national average for
state and local governments. For every
100 hours of paid time, the average
state agency in Oregon pays for
2.3 hours of unproductive sick leave.
Thisis higher than the national average
of 2.0hours.

During the two-year period from July
2001 through June 2003, the value of
this excess sick leave use equaled d-
most $13 million. It also resulted in an
additional $1 to $3 million in indirect
costs. The indirect costs relate to the
impact unscheduled absences can have
on an agency. These include additional
supervisory time to cope with the &-
sence, overtime pay for other workers,
substitute pay, decreased productivity,
and a decline in morale among em-
ployees who must cover for absent
workers.
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Oregon Missing Opportunities
to Reduce Sick Leave Use

We found a general lack of proactive
management of sick leave use. For one,
Oregon lacks an incentive for employ-
ees to reduce sick leave use. In addi-
tion, our survey showed that state agen-
cies are not effectively using work life
programs, which can help reduce -
senteeism. Finally, managers at both
the statewide and department levels
appear to be unaware of the rate and
cost of sick leave use, and strategies
available to help contain it. As aresult,
state managers are missing opportuni-
ties to more effectively manage sick
leave use.

Oregon Provides Benefit to
Few for Unused Sick Leave

An entitlement mentality is cited as
one of the major reasons employees use
sick leave. Employees may view sick
leaveasa‘useit or loseit’ benefit. Pro-
viding no incentive to conserve sick
leave likely contributes to this percep-
tion. According to a 2003 survey, 44
states offered some form of tangible

benefits for unused sick leave.? Oregon
was listed as one of the six states that
currently attach no benefit to unused sick
leave. This is not completely accurate,
however. Oregon state employees hired
prior to January 1, 1996 are eligible to
receive a benefit for unused sick leave
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Audit Results (continued)

upon retirement but only if their retire-
ment is calculated using one specific
option. In recent years only 5 to
10 percent of retirees have used this op-
tion. Further, the number of current em-
ployees hired prior to 1996 is decreas-
ing. For other employees, sick leave
accrues without limit until retirement or
termination, when the unused balance is
voided.

In most states, workers realize the
benefits of unused sick leave at retire-
ment in the form of cash payouts, se-
vice credit or credit toward health insur-
ance. While some states give full credit
for unused sick leave, most either set a
limit on the benefit or convert the sick
leave at rates ranging from two to 10
hours of sick leave for one benefit hour
earned.

Other programs that provide an incen-
tive to conserve sick leave include buy-
back, bonus, and conversion programs.

Buy-Back programs reimburse em:
ployees for unused sick days at termina-
tion of employment. In the 10 states that
have such programs, buy-back rates
range from 10 to 50 percent of the sick
leave balance.

Bonus programs reward employees
for good attendance. For example, Bro-
ward County, Florida offers a “Bonus
Day” program. Eligible employees may
earn an extra day off if they use no sick
time during a six-month period. In New
Hampshire, state employees earn bonus
leave on a sliding scale based on the
sick leave hours not used during the fis-
cal year. Employees at FedEx can earn
an extra week’s salary as a reward for
not using sick days. At FedEx, unsched-
uled medical absences have dropped by
32 percent since the program began in
June 2001.

Conversion programs allow employ-
ees to convert unused sick leave into
vacation time. For example, the state of
Utah allows employees with more than
64 hours of banked sick leave to convert

additional sick leave to vacation leave. In
lowa, permanent state employees with at
least 240 hours of accumulated sick leave
and no sick leave usage during the previ-
ous month may convert sick leave to va-
cation at a rate of either two or three
hours of sick leave for one hour of vaca-
tion, depending on the union affiliation.

Paid L eave Banks Effectivein
Reducing Unscheduled
Absences

Paid leave bank programs, also known
as paid time off (PTO) programs, provide
employees with one bank of leave hours
instead of separate vacation, personal,
and sick leave. The combined hours may
be less than the total of the previously
offered leave types. As such, these pro-
grams are designed to reduce costs and
minimize lost productivity that result
from misused sick leave. Employees can
better accommodate their personal needs
because they have more flexibility in
how they use their time off. The pro-
grams also eliminate the need to pretend
to be sick in order to take time off.

PTO programs have been consistently
recognized as the most effective absence
control program available. For example,
Rockford Memorial Hospital in Illinois
implemented a PTO policy in 1993. Asa
result, Rockford realized $2.7 million in
reduced sick leave costs and a 36 percent
decrease in unscheduled absences over
three years. PTO programs are also popu-
lar with employees. Between 1997 and
2001, the number of firms reported to be
offering PTOs doubled to about 60 per-
cent according to two national surveys:*
Two states currently offer PTO pro-
grams. California has offered a PTO op-
tion since 1993, and Alaska instituted a
PTO program in 2000.

We recommend that the Department
of Administrative Services analyze these
options, develop a strategy for reducing
sick leave costs, and seek legislative go-
proval asneeded.

Work Life Programs Could be
Mor e Effectively Used

Family issues, personal needs and
stress are the other common reasons
cited for sick leave use. Work-life pro-
grams are designed to assist employees
in balancing their family and personal
needs with their professional lives. Ac-
cording to human resource literature,
proper implementation and utilization
of work-life programs can reduce d-
senteeism and improve employee reten-
tion.

Flexible schedules, the Employee As-
sistance Program, and telecommuting
are work-life programs currently avail-
able to Oregon state agencies. We
found that state agencies could more
effectively use these programs to e-
duce sick leave use.

Flexible Scheduling

Flexible scheduling has been cited as
effective in reducing excess sick leave
use. There are several variations of
flexible scheduling, including the fol-
lowing:

Allowing employees to choose their
own arrival and departure times
within limits set by management.

Compressing the standard work
week into fewer than five days.

Offering job sharing or part-time
schedules.

Flexible scheduling has many bene-
fits, including a decrease in absentee-
ism. Moreover, workers want flexible
schedules, which appears to encourage
employee retention. A 1999 survey re-
ported that 87 percent of workers want
flexible scheduling in order to address
family needs* And a 1998 study found

4 www.bsr.org/CSRResource/
IssueBriefDetail ,cfm?Dpcumentl D=537
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Audit Results (continued)

that 78 percent of fulltime professionals
and 98 percent of part-time profession-
als felt that offering flexible scheduling
encouraged employee retention. Flex-
ble scheduling can also reduce the need
for commuting or allow employees to
travel during off peak hours.

A case study of a large petroleum
products company provides further sup-
port for flexible schedules. At this com
pany, flexible schedules were directly
associated with improved employee no-
rale, increased productivity, and de-
creased absenteeism.

Analysis of fiscal year 2003 data pro-
vided by the Department of Administra-
tive Services (department) showed that
28 percent of state employees worked a
schedule other than five eight hour days,
Monday through Friday. While flexible
schedules were available in seven of the
eight agencies we surveyed, our analy-
sis of department data showed that non-
traditional schedules were apparently
not used or offered in one large agency.
In several others, less than 10 percent of
the staff worked non-traditional sched-
ules.

Job sharing and part-time work also
have been reported as effective pro-
grams for reducing absenteeism. Not
only do these arrangements demonstrate
an employer’ s willingness to help work-
ers meet non-work needs, but they can
result in other benefits. For example, the
Atlanta Business Chronicle stated that
job sharing could increase profits. The
Chronicle also noted that companies
could keep highly skilled workers on a
part-time basis by using job share a-
rangements. In addition, job sharing
may offer the benefits of providing
greater coverage and getting two talents
for the price of one. Despite these bene-
fits, it appeared that job sharing was
being offered by only one of the agen-
cieswe surveyed.

Part-time employment offers addi-
tional opportunities to balance family

and work life. Both parents of young
children and older workers value part-
time employment, as they may want to
work fewer hours per week. Human re-
source literature offers many examples
of companies benefiting by hiring well-
qualified candidates for part-time work.
According to the department, only about
12 percent of state employeeswork part-
time.

Employee Assistance Programs

An Employee Assistance Program
(EAP) is an employer-sponsored pro-
gram designed to help workers identify
and resolve personal concerns or other
issues that may affect job performance.
Such programs have the potential to in-
crease employee morale and decrease
stress. The programs have been docu-
mented to be one of the most useful and
cost-effective techniques for reducing
excess sick leave use. Most state agen-
cies in Oregon have access to an EAP.
Our survey of state agencies showed that
the EAP utilization rates have decreased
over the last three years.

Oregon’s EAP not only provides confi-
dential counseling to employees and
their families, but it offers training for
state managers and supervisors. Training
is available as part of ongoing supervi-
sory training or may be developed in re-
sponse to specific issues. Topics offered
include increasing morale, dealing with
conflicts, building appropriate account-
ability, and solving problems.

Only two of the eight agencies we sur-
veyed have offered EAP supervisory
training over the past three fiscal years,
and only one offered such training in the
past fiscal year.

Telecommuting

Telecommuting is another work-life
program that is effective in reducing ab-
senteeism. According to one study, tele-
commuting improved employee morale
and retention, and reduced overhead ex-

penses. Further, 100 percent of supervi-
sors reported improved or sustained
productivity, and 96.7 percent reported
an improvement in overall performance
compared to the prior year® Only two
of the eight agencies we surveyed re-
ported offering telecommuting to their
employees.

Management Awar eness and
Analysis Needed

Effective management of excessive
sick leave use begins with recognition
that a problem exists. Yet, we found
that the department was not aware of
Oregon’s rate of sick leave use in com:
parison to the published national gov-
ernmental rate. Through our survey, we
also found that department and other
agency managers were not aware of the
rate of absenteeism in their own organi-
zations.

Oregon has a uniform payroll ac-
counting system that could provide the
foundation for collecting detailed data
on sick leave use. We found, however,
that not all departments have been ws-
ing specific pay codes to differentiate
sick leave from other types of leave
such as Family Medica Leave. By
maintaining complete and accurate
leave data, both the department and
individual agencies can identify poten-
tial problems through analysis. For ex-
ample, analysis could identify specific
employee demographics that appear to
be more prone to sick leave use. Man-
agers could then gain an understanding
of the needs of these groups and make
better use of available programs to re-
duce their unscheduled sick leave use.

We recommend that the department
work with agencies to promote greater
awareness of the cost of excessive sick
leave use. The department should also
publicize the available work life pro-

5 www.state.ma.us/doer/programs/trans/
telecomm.htm.
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Audit Results (continued)

grams and consider offering training to
agencies on how to make the best use of
these options. The department should
encourage agencies to analyze their own
operations to identify the causes of e-
cessive sick leave use and promote the
use of work life programs that are consis-
tent with their business needs. Finally,
the department should encourage the uni-
form use of leave codes to improve com-
parability of datafor analysis.

Agency’ s Response:

In general, the Department of Adminis-
trative Services (DAS) agrees with the
recommendations made in the audit re-
port. In particular, we agree that manag-
ers need a better understanding of sick
leave use and the statewide programs
and policies that provide tools for man-
aging sick leave. DAS also agrees that
more uniform use of paid leave codes
would improve the comparability of our
data. Your audit report serves as a re-
minder that we can improve our commu-
nications with state agencies and en
ployees on this subject.

In addition, we reviewed your audit
results and wish to clarify a few issues
that were raised. Provisions for using
sick leave to cover time away from the
workplace vary slightly between the vari-
ous employee groups. Paid sick leaveisa
part of the overall compensation package
and is a benefit subject to mandatory ne-
gotiation under the Public Employees
Collective Bargaining Act (CR5 243.650
section 7(a)).

We want to emphasize that there is no
monetary value affixed to this benefit in
state agency budgets. Most full-time state
employees receive eight hours of paid
|eave each month that can be used as an
accrued benefit to provide time off from
work for personal or family illness or
injury. For the majority of our state em-
ployees, whether on the job, or off work
due to a personal or family illness or in-
jury, the direct cost to the State remains
the same. The exception would be some
of our twenty-four hour, seven-day-a-
week institutions and facilities. Staffing
reguirements could result in costs associ-

ated with hiring temporary employees
or paying overtime.

It is also important to note that the
rate Oregon state employees use $ck
leave is only about 0.3% above the na-
tional average for state and local gov-
ernments.

In response to your audit, DAS will
analyze data on employees’ use of sick
leave during fiscal year 2004. This
analysis will begin in November 2004.
Using these data, the department will
identify those state agencies where use
is above the national average for state
and local governments. We will focus
our initial effort on working with agen-
cies to determine the factors behind
their higher sick leave rate. DAS will
also take a closer ook at some of those
state agencies with sick |eave rates be-
low the national average to identify
best management practices.

Objectives, Scope and Methodology

The purpose of this audit was to deter-
mine whether state agencies in Oregon
could reduce payroll costs by more € -
fectively managing sick leave.

We analyzed data from the Oregon
State Payroll Application for fiscal
years 2000 through 2003. Using a
United States Department of Labor for-
mula, we calculated Oregon’ s sick leave
rate in order to compare it to the re-
tional average for government entities.

We gained an understanding of both
the direct and indirect cost of sick leave

and calculated the potential savings had
Oregon’s sick leave rate been held to the
national average over the last four years.

We reviewed Oregon statutes and rules
governing alowable use and possible
benefits of sick leave. In order to identify
best practices, we reviewed national sur-
veys and human resource literature. To
gain an understanding of Oregon’s use of
identified best practices, we conducted a
survey of eight of the largest state agen-
cies, representing 45 percent of state pay-
roll.

Further, we obtained usage data for
the last three years from Oregon’s Em-
ployee Assistance Program. We ana-
lyzed this data to identify any trendsin
use.

We conducted our fieldwork during
the period December 2003 through
April 2004. We conducted our work
according to generally accepted gov-
ernment auditing standards.
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This report, which is a public record, is intended to promote the best possible
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