BACKGROUND:
In November 2000, the Board of Supervisors and the School Board (Boards) 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. 

The Boards have continued to recognize the importance of providing competitive salaries and benefits as each year an increasing number of employees reach eligibility for retirement and staff has continued to adapt to a changing work environment.  It is critical for Albemarle County to focus on retaining existing employees and recruiting skilled new employees.  The County’s Total Compensation Strategy is designed and evaluated in light of those objectives.

This report details prior board actions, projections and supporting analysis to achieve the adopted Total Compensation Strategy for the Boards to consider in giving budget guidance to the County Executive and Superintendent for next budget year.  This report provides information on: 
1) Compensation Strategies (Attachments 1 and 2) 	
2) Benefits Strategies: Medical, Dental and VRS (Attachment 3)

No formal action is requested at this time.  The information and analysis will be presented during the work session for the purpose of receiving general direction from the Boards. Staff recommendations based on Board comments and further analysis of revenues will be presented to the Boards for action in the November. 

DISCUSSION:
1)  Compensation Strategies 

The Boards’ Total Compensation Strategy is detailed in Attachment 2.  Last year, recommendations based on the adopted strategy presented in October were to increase the classified staff salary by 1-2% and to fund teacher salary increases by 1.95%. On April 18, 2012, the General Assembly enacted a variety of changes to the retirement plan administered by the Virginia Retirement System (VRS).  These changes included requiring current employees of local governments and school divisions to pay a 5% contribution to VRS by no later than July 1, 2016 and for local governments and school divisions to provide employees with a salary increase to offset the cost of the employees’ VRS contribution (the “5 and 5 Requirement”). 

The Boards approved the 5 and 5 requirement in FY 13 and provided that all new revenues in FY 14 received by General Government and the School Division will first be used to offset the cost of implementing this VRS mandate and/or that operating expenses will be reduced in FY 14 to ensure that on-going funding will pay for this recurring expense.  Classified VRS-eligible employees received a 6% increase (5% for VRS plus the planned 1% general increase).  The teachers’ scale increase varied based on step and scale, with a 6.95% increase applied. 

Prior to the VRS changes being enacted by the General Assembly, the Boards approved a 1% general increase for employees.  Although the 5% VRS-related salary increase covered the required VRS contribution, the 5% salary increase is subject to FICA, thus offsetting some of the 1% general salary increase.  Therefore, the full benefit of the 1% salary increase was not realized as the Boards had planned when the budget was adopted.  Non-VRS eligible classified employees received the planned 1% general increase, and non-VRS teachers’ scale and step was built on an increase of 1.95%. 

As discussed in Attachment 2, our prior salary position relative to market (-0.35%), together with the adopted market median net increase (0.7%) and WorldatWork projections for the Eastern Region (2.5%), supports projected salary increases of 2.55% and 2.5% for Classified/Administrator and Teacher positions respectively. Despite WorldatWork’s recent history of overestimating increases in recent years (see Attachment 2), staff is supportive of the current estimate of 2.5%, particularly in light of not having funded any merit increases in the county during the past five years. Once again, final recommendations will be based on further analysis and availability of funding.

2)  Benefits Strategies 

The Boards’ jointly adopted Benefits Strategy is to maintain a benefit program that is slightly above market. Medical insurance and the VRS benefit are the largest components of that benefit strategy.  The information provided in the attached Benefits Strategies details the analysis of those benefit programs and prior actions taken to remain consistent with the Benefit Strategy.  In order to comprehensively evaluate the medical insurance plan, staff works with Keiter, Slabaugh, Penny & Holme, LLC (KSPH) to conduct reviews based on a scoring model which includes plan design features, premium costs to employees, and Board contribution amounts.  Last year, this model indicated that we were slightly above our target in several plan design areas.  The Health Care Executive Committee (HCEC) considered the feedback gained from employees via focus groups and an online survey in evaluating options to bring the medical insurance plan in line with our market strategy for the next plan year.  Changes included eliminating the High Plan and implementing changes to co-insurance and out of pocket maximums.  Based on these plan design changes, we are closer to our target, but still slightly above market.  The HCEC will continue to gather employee feedback and develop recommended options to present to the Boards in the Spring to bring the plan in line with our target.  Based on work done by our consultants regarding the market, increasing plan deductibles may be among the recommendations proposed.  Staff will also carefully evaluate our Health Care Fund in the context of actual claims experience and required adjustments in premiums to maintain our targeted 25% reserve balance. Preliminarily, we believe a premium increase of between 4 - 8% may be required.   


