Total Compensation Report 

BACKGROUND:
In November 2000, the Board of Supervisors and the School Board approved a Total Compensation Strategy to target employee salaries at 100% of an adopted market median and benefits slightly above market levels. The adopted market approved by the Boards is shown in Attachment 1 and consists of 26 school divisions, 26 localities, 1 combined school division/local government and three other organizations.    

The Boards have continued to recognize the importance of providing competitive salaries and benefits.  As indicated in the recent Human Resources Annual Report, an increasing number of employees reach eligibility for retirement benefits every year.  As it is critical for Albemarle County to focus on retaining existing employees and recruiting skilled new employees, the County’s total compensation plan is designed and evaluated in light of those objectives.   

This report details the supporting analysis for the recommendations to achieve the adopted Total Compensation Strategy for last year and for the Boards to consider in giving budget guidance to the County Executive and Superintendent for next year.  These projections are presented to the Boards for their information regarding the FY11-12 budget process.  It is noted that all final funding to implement these recommendations is subject to, and based upon, available revenues and Board direction. This report provides information on:
1) Compensation Strategies ( Attachments 2 and 3)
2) Benefits Strategies: Medical, Dental and VRS (Attachments 4 and 5 )
3) Wellness Updates (Attachment 6) 
DISCUSSION:

[bookmark: recommendation]1) Compensation Strategies

The adopted Total Compensation Strategy, jointly adopted by the Board of Supervisors and School Board, is detailed in Attachments 2 and 3.  Last year, the projections based on the adopted strategy presented in October were to increase the classified salary scale by 1%, fund a classified merit increase of 2.88% and fund teacher increases by 2.25%.  However, due to revenue shortfalls and the prevailing market trend of no increases, the Boards neither changed the salary scale nor funded any salary or step increases for a second year. The attached information on the compensation strategy is provided to both Boards to consider regarding development of the FY11-12 budget.

As the information in attachment 2 indicates, based on a review of our adopted market and the Worldatwork projection of 1.95%, the actions necessary to achieve the adopted strategy include: a 1% scale adjustment, 2.3% salary increase, and a teacher scale and step increase of 1.95%.
 
2) Benefits Strategies

The adopted Benefits Strategy, jointly adopted by the Board of Supervisors and School Board, is to maintain a benefit program that is slightly above market. Medical and Dental insurance and the VRS benefit are the largest components of that benefit strategy. The information provided in the attached Benefits Strategies (attachment 4) details the analysis of those benefit programs and recommendations to remain consistent with the jointly adopted strategy.

Medical and Dental Coverage
To provide options for employees designed to meet individual needs and offer affordable health care choices, three medical plans with varying deductibles, co-pays and premiums have been offered for several years.  In order to maintain comparability with other health plans and for cost savings, a number of plan design changes were implemented, particularly to the high plan which has a rich benefit compared to the Boards’ adopted market.  Market data on the total cost of the medical and dental plans is shown, indicating that the individual plan relative to our market is high, yet the total cost of the family plan is somewhat lower than market. Staff plans to further review this data and bring forward recommendations in the future to assure we are more in line with market for both individual and family coverage.  

Regarding premiums for the coming fiscal year, our projected medical cost increase is 5% and our projected dental cost increase is 7%. However, based on the current projected Health Care Reserve Fund balance, staff recommends utilizing our strong reserves to offset the projected medical increase in the coming fiscal year.  

Virginia Retirement System (VRS)
Employees hired after July 1, 2010 and not currently in the VRS Plan 1 are provided retirement benefits under VRS Plan 2 and are currently required to pay the 5% member contribution.  The Boards are enabled by state law to either elect to pay this contribution or require the VRS Plan 2 employee to do so.  The Boards directed staff to assess market trends and present a recommendation for FY2011-12.  Market data included in attachment 4 indicates that only one school division (out of 26) and ten localities (out of 27) in the Boards’ adopted market are requiring newly hired employees to fund the member contribution.  Most localities and school divisions throughout the state have chosen to fund that amount. 

Based on the Board’s adopted strategy to target benefits slightly above market, it is recommended that the Joint Boards fund the employee member contribution for FY2011-12. In addition, based on the market and state-wide data, staff also believes the County will have a hard time recruiting new hires not currently in VRS.  At the previous meeting of the two Board’s regarding the VRS benefits, it was suggested that higher salaries could be offered to newly hired employees required to contribute the 5% member contribution in an effort to offset that contribution.  As indicated in attachment 4, creating a second salary scale is not a desirable option for several reasons.  The salary costs would actually be increased due to higher payroll taxes and benefits costs.  Additionally, inequities are not alleviated by offering higher salaries, as those employees with inflated salaries would receive greater VRS and Social Security benefits. 

Health Care Reserve Fund
As the information on the Health Care Reserve Fund indicates (attachment 4), the opportunity exists for the Boards to fund a one-time lump sum bonus payment for employees.  Because the reserve is stronger than projected due to our claims experience, the budgeted medical increase for FY 2010-11 was funded from the Health Care Reserve Fund, resulting in a cost savings in the General Fund.  Staff recommends that the Boards consider utilizing this savings by providing a one-time bonus payment of $350 to employees to show appreciation of their dedicated service during times of employee cutbacks, assuming additional duties and staffing reallocation. 

3) Wellness Updates

Information on the comprehensive wellness program for employees is detailed in Attachment 6.


