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BACKGROUND:
1) Virginia Retirement System

Effective January 1, 2014, VRS will implement a mandated “hybrid plan” for all full-time new hires without active prior VRS service (note: hazardous duty new hires are not eligible to participate in the hybrid plan). This hybrid plan will consist of both a defined benefit component (like that which VRS Plan 1 and Plan 2 members currently participate in) and a defined contribution component.  Unlike the current VRS Plan 1 and Plan 2, the hybrid plan will not offer a disability retirement benefit.  Localities were given the opportunity this Fall to join the state’s Virginia Local Disability Plan (VLDP), which is a combination of short and long term disability programs along with a long-term care component, or they were required to offer equivalent coverage. Localities opting out of VLDP are required to offer employer-paid short and long term disability benefits to their hybrid VRS members, and those benefits must be at least equivalent to the benefits under the VLDP, but there is no requirement to provide a long term care benefit. 

Staff shared information on these options at the October 10, 2013 joint meeting of the Board of Supervisors and the School Board, including the following: 1) the State has mandated that this decision is irrevocable; 2) a substantial number of localities have opted out of VLDP, which may result in unpredictably higher program rates once the current rates expire in June 2014; and 3) VLDP’s rates were higher than the rates in the top two bids received by the County for the provision of an alternative short and long term disability plan.  Based on this information, the Boards adopted a Resolution to opt out of the VLDP and directed staff to bring back a disability carrier recommendation.

Additionally, given this mandated change in benefits to new employees and the inconsistencies and administrative burdens that managing yet another State-imposed benefit change creates, the Boards directed staff to explore options for potential revisions to the County’s current benefits for all employees.  This report provides information on the initial stages of that review.

2) Compensation Strategies
In 2000, the Board of Supervisors and the School Board jointly approved a Total Compensation Strategy to target employee salaries at the median of an adopted market and to provide employee benefits slightly above adopted market levels. Since that time, both Boards have continued to recognize the importance of providing competitive salaries and benefits to attract and retain a high performing workforce.  Staff’s findings and recommendations based on its annual compensation analysis were included in the Total Compensation Report presented to the Boards on October 10, 2013.  For budget planning, the Boards approved a 2.0% salary increase for classified staff and a 2.0% increase to fund teacher salary increases to maintain the top quartile position, based on the availability of adequate funding.

In accordance with the Boards’ direction, the five year budget plans for both Local Government and the School Division include a 2% market salary adjustment. Given the challenging economic times and the County’s inability to provide merit increases during much of the recession, staff is becoming concerned regarding the issue of compression.  Staff will be studying this issue of compensation generally over the next year with particular focus on compression to determine what action may be taken in the future to address this concern.
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STRATEGIC PLAN:
Goal 7. Promote a valued and responsive County workforce that ensures excellent customer service

DISCUSSION:
1) Virginia Retirement System

Staff worked with the County’s benefit consultant, KSPH, to solicit proposals for the purchase of equivalent short and long term disability (STD/LTD) coverage and received five bids.  Staff evaluated those bids based on: functional requirements, implementation and services/project management, experience and qualifications, and selected two finalists: Lincoln and Standard.  A cross- departmental team met with both companies and unanimously chose Standard. 

As staff proceeds to implement the changes mandated by VRS, staff believes there are a number of important considerations that need to be further explored.  The mandated benefits that will apply to new hires must be in place effective January 1, 2014; however, there is a one-year waiting period for coverage (except for on-the-job incidents).  Due to VRS’s mandates regarding the VLDP/equivalent coverage, the County is faced with the possibility of having two or more leave policies/procedures for different groups of employees (e.g., Plan 1/Plan 2, hybrid members, and non-VRS). The mandated STD coverage also duplicates and erodes the County’s current Sick Leave Bank program. The County’s current voluntary LTD program will lose participants as employees retire and no new employees are added, which may eventually result in a rate increase or termination of that plan. Staff is concerned about the feasibility of maintaining multiple plans simultaneously given current staffing and tracking/technological constraints. As a result, staff is studying how best to manage leave policies that would be uniform for all employees regardless of VRS status.  

Staff will continue to evaluate these implications and will conduct a review with the following objectives:  

· To provide leave for employees for their illness, family members’ illness and vacation time (if applicable)
· To administer one leave program that is simple to communicate and administer 
· To provide integrated leave that is seamless, predictable and clearly understood by both employees and department managers and school principals
· To be consistent with the Joint Board adopted Total Compensation Strategy
· To be cost neutral with regard to current benefit structure

Staff will bring its findings back to the Boards for review in the spring.

In addition, staff will continue with the following efforts:

· Communicate to all employees with updates regarding VLDP;

· Work with KSPH Consultants to determine best practices, the advantages and disadvantages of different leave programs, and the estimated costs and cost savings based on employees’ leave usage;  

· Evaluate the County’s current leave systems and practices;

· Obtain feedback through meetings with key managers and multiple advisory groups.

Given the administrative issues associated with the County’s current leave policies, particularly in regard to the unlimited accrual of sick leave, staff is evaluating the advantages of creating a new set of leave policies/procedures applicable to all benefits-eligible employees, in conjunction with providing the STD/LTD coverage for employees. This may include modifying the County’s Sick Leave Bank program, potentially capping sick leave accruals, and coordinating benefits with a new employer-paid STD/LTD plan, VRS disability (where applicable), and Social Security Disability. Such changes would create a true “safety net” for all benefits-eligible employees, regardless of the duration of their employment with the County. Over the next several months, staff will be evaluating modifications and obtaining employee feedback on potential changes.  Employees will be provided opportunities, not only to learn about all of the considerations involved in changing the policy, but also to discuss the issues with their colleagues, ask questions, clarify misconceptions, and express their opinions or concerns. Additional information will be presented to the Boards for consideration after this thorough review.
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BUDGET IMPACT:

The mandated costs of VLDP for the remainder of FY13/14 (January 1, 2014 – June 30, 2014) based on an estimated number of new hires and estimated average salaries are estimated to be $3000.
RECOMMENDATIONS:
Staff recommends that the Board of Supervisors and the School Board authorize the County and the School Division, respectively, to purchase short term disability and long term disability coverage from Standard Insurance, effective January 1, 2014 for hybrid plan members.

ATTACHMENTS:
A - Disability Benefit Coverage
