COUNTY OF SAN LUIS OBISPO BOARD OF SUPERVISORS
AGENDA ITEM TRANSMITTAL
(1) DEPARTMENT

(2) MEETING DATE

(3) CONTACT/PHONE

Human Resources

October 12, 2010

Tami Douglas-Schatz, HR Director (805)781-5959

(4) SUBJECT

Consideration of a report regarding the County's labor negotiations strateqy for Fiscal Year 2011-12
(5) SUMMARY OF REQUEST

Consideration of a report regarding the County's labor negotiations strategy for Fiscal Year 2011-12.
This includes a "Three Point Plan" and recommends changes to the Board of Supervisors'
Compensation Ordinance.
(6) RECOMMENDED ACTION

It is recommended that the Board receive a status update on the implementation of a "Three Point
Plan" regarding labor relations strategies and direct staff to implement changes to the Board of
Supervisors' Compensation Ordinance.
Three Point Plan:
1. Continue to negotiate pension rate increases with employee associations consistent with
previous direction .
2. Continue to negotiate and implement a second tier of pension benefits with all employee
associations consistent with previous direction.
3. Continue to negotiate the implementation of the Prevailing Wage Ordinance and the external
market by which positions are compared for parity consistent with previous direction. This
includes changing the Board of Supervisors' compensation ordinance section to comply with
this directive.
(7) FUNDING SOURCE(S)

(8) CURRENT YEAR FINANCIAL IMPACT

(9) ANNUAL COST

(10) BUDGETED?

N/A

$N/A

$N/A

D

No

0Yes

['8J N/A

(11) OTHER AGENCY INVOLVEMENT/IMPACT (LIST):

The Administrative Office concurs with the "Three Point Plan" labor negotiations strategy and the need
to update the Board of Supervisors' Compensation Ordinance.

[8J
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D

Permanent _ _

D
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D

No 0

Yes, How Many?
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D

Temporary Help _ _
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D
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(16) AGENDA PLACEMENT

(17) EXECUTED DOCUMENTS

D

Consent

D

D

Presentation

['8J Board Business (1 hour)

Hearing (Time Est.

(18) NEED EXTRA EXECUTED COPIES?
0Number:

D

Attached

)

D
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D
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['8J N/A

D
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(20) OUTLINE AGREEMENT REQUISITION NUMBER (OAR)
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(8J
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Human Resources Department
SAN LUIS OBISPO COUNTY
Tami Douglas-Schatz, Director
County Government Center, 1055 Monterey Street • Suite D-250 • San Luis Obispo, CA 93408
Telephone 805.781 .5959 • Fax 805.781.1044 • Email: hr@co.slo.ca .us

To:

Board of Supervisors ~

From:

Tami Douglas-Schat;, i-Vu:::an Resources Director

Date:

October 12, 2010

Subject:

Consideration of a report regarding the County's labor negotiations strategy for Fiscal
Year 2011-12

Recommendation:
It is recommended that the Board receive a status update on the implementation of a "Three Point Plan"

regarding labor relations strategies and direct staff to implement changes to the Board of Supervisors'
Compensation Ordinance.
Three Point Plan:
1. Continue to negotiate pension rate increases with employee associations consistent with previous
direction.
2. Continue to negotiate and implement a second tier of pension benefits with all employee
associations consistent with previous direction.
3. Continue to negotiate the implementation of the Prevailing Wage Ordinance and the external
market by which positions are compared for parity consistent with previous direction. This
includes changing the Board of Supervisors' compensation ordinance section to comply with this
directive.
Discussion:

Background:
The County's entire labor relations program has been reevaluated over the past year. In the latter half of
2009, due to significant issues with the labor relations program, the entire program was reevaluated and
transferred from the Administrative Office to the Human Resources Department and the County sought
proposals for professional labor relations services. The law firm of Renne Sloan Holtzman and Sakai
(RSHS) was selected to perform legal and professional labor relations services. This situation, in
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combination with the nationwide economic crisis and the ongoing County structural budget deficit, has .
required a full analysis of the impact of the labor relations program and attendant costs.
Labor costs, or salary and benefit costs, make up approximately 60% of the County's budget (as is
typical in counties and cities). The method by which the County spends that 60% of its budget is subject
to negotiations. The County is required to adhere to contractual obligations regarding wages (as well as
working hours and conditions) for the majority of its employees. Specifically, approximately 1,977 of
the County's 2,300 employees, or 85% of the workforce, are represented by a legally recognized
employee organization (union). Consequently, commitments made at the bargaining table have a
significant impact on the present and ongoing state of the County's budget.
On October 13, 2009, your Board approved two major initiatives with regard to County's labor relations
program, wherein you directed staff to perform the following:
1. Negotiate pension rate increases with employee associations to address the current increase
required by the Pension Trust for FY 2010-11.
2. Negotiate a second tier of retirement benefits with employee associations to help address
perpetually increasing future pension system costs.
On August 24, 2010, your Board approved a contract extension for RSHS which provided for global
labor relations services. Among other contractual deliverables, RSHS made recommendations regarding
compensation and prevailing wage. Staff has begun the implementation of the following, which is the
third point in the plan:
3. Continue to negotiate the implementation of the Prevailing Wage Ordinance and the external
market by which positions are compared for parity consistent with previous direction.
The County is currently in the process of negotiating or implementing each of these initiatives with
bargaining units with open contracts in FY 2010-11 and with unrepresented units.
As a result of the analysis of the labor program over the past year, the following strategy regarding labor
relations is recommended for FY 2011-12.
FY 2011 -12 Three Point Plan - Details:

1) Employee Paid Pension Rate Increases. Staff will continue to negotiate pension rate increases with
employee associations. Through negotiations, it is the goal to have the County and employees share
equally (50/50) in the cost of the pension. This plan addresses current, short term budget constraints
as well as future pension costs and long term sustainability.
•

Equal cost sharing refers to increases in pension costs which have already occurred as
well as any future increases.
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Details:
The Pension Trust's annual actuary report assesses the funding condition of the Pension
Trust each January. In the event of changes in actuarial conditions, rate increases may be
required to maintain proper funding. Any rate increase varies somewhat by bargaining
unit (due to varying pension benefit levels) and represents an ongoing ammal expense.
Since 2007, there have been two rate increases, which have resulted in an overall average
increase to pension costs of approximately 10%. All unrepresented employees and the
majority of represented employees have split that increase with the County 50/50. Based
upon previous direction, staff will continue to bargain equal cost sharing of all pension
rate increases that have occurred since 2007 with any units not yet participating. Staff
will also bargain equal cost sharing of any future increases.
•

Equal cost sharing also refers to the overall percentage the employee and the County pays
toward the pension plan.
Details:
Currently San Luis Obispo County's Pension Plan costs a composite rate of 35.04% of
payroll (rates vary by bargaining unit due to differing benefit levels). Although the
County has an independent pension plan system, composite rates are very similar in
PERS and 37 Act Counties (30% to 40%). All Counties, regardless of the type of
pension plan, share costs with employees in some manner. San Luis Obispo pension cost
sharing varies based on age of entry into the pension plan, but, on average, is as follows
(averages for PERS and 37 Act Counties are included for comparison):
•
•
•

SLO - 14.38% Employee Share (PERS/37 Act- 5%-10% Employee Share)
SLO - 20.66% County Share (PERS/37 Act- 25% - 30% County Share)
IMPORTANT NOTE: Employee share includes the County "pick up" of the
employee share, which was negotiated over the years as part of an overall
compensation increase. As a result, on average, San Luis Obispo County "picks
up" 8%-9% of the employees' share, resulting in an average employee "out of
pocket" payment to pension of 4.38%. County "pick up" of employee share in
PERS and 37 Act Counties is very similar to San Luis Obispo.

Staff will continue to negotiate overall pension rate cost sharing to bring the share
between the County and Employee to a 50/50 split in compliance with the Pension Trust
Plan requirements. For example, using the composite rate of 35.04% of payroll, the
employee share would increase from 14.38% to 17.52% and the County share would
decrease from 20.66% to 17.52%.
2) Tier 2 Pension Benefits. Staff will to continue to negotiate and implement a second tier of pension
benefits with all employee associations. The implementation date shall be as close to January 1,
2011 as administratively feasible.
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Details:
The majority of public agencies are negotiating and implementing a lower second tier of defined
pension benefits as a means to long term pension sustainability. As a result, the second tier will .
provide for future savings in San Luis Obispo County without compromising recruitment and
retention. The second pension tier is designed for new employees who can make their retirement
plans accordingly. The savings attributable to this long term approach will not be realized for 20
to 30 years after all employees in the current plan retire and all employees are in the Tier 2.
However, depending on the number of retirements and hiring trends, some savings could begin
to be realized in 8-10 years. The longer term cost savings is 7% to 10% of payroll. In current
year dollars, this equates to an approximate annual savings of $15 million to $20 million (in 20
to 30 years).
The trend in public entities is to roll back benefits to those of 10-15 years ago. This means the
goal will be to negotiate a second tier that includes a lower benefit at a higher age. For example,
units which currently have a benefit of 2% at 55 based on the single highest year salary could
have a second tier with a benefit level of 2% at 60 based on the highest three years of salary.
Staff will continue to negotiate a second tier pension plan to be implemented as close to January
1, 2011 as administratively feasible.
3) Prevailing Wage Ordinance. Staff will continue to negotiate the implementation of the Prevailing
Wage Ordinance and the external market by which positions are compared for pay parity.
Details:
An analysis of the County' s prevailing wage ordinance and practices was conducted over the

past several months. The prevailing wage ordinance itself specifically states:
San Luis Obispo County Municipal Code 2.48.180 - Prevailing wage. In fixing compensation
to be paid to persons in the county's employ, the board of supervisors and every other
authority authorized to fix salaries or wages, shall provide a percentage change in
compensation at least equal to the percentage change in compensation for the same quality of
service rendered to persons, governmental agencies, firms or corporations under similar
employment. Prevailing salaries or wages shall be determined by negotiations between the
county's employer representatives and the recognized employee organization(s). In case such
prevailing salaries or wages cannot be agreed to by parties, the matter may be submitted to a
mutually selected arbitrator who shall make advisory recommendations to the negotiation
parties. (Ord. 1260 § 4, 1973: amendment adopted by the voters 11 /4/84)
The ordinance essentially states that County employees shall be compensated equal to that of
similar jobs in government and/or private industry and are ultimately determined through the
collective bargaining process. However, the current implementation of the prevailing wage
ordinance has resulted in contractual annual formulaic wage increases of 2% to 7% even during
statewide economic decline and the County budget crisis. The County has revisited these
practices to better comply with the intent of the ordinance. It is highly doubtful that the voters
intended to virtually guarantee increases year after year without considering the financial state of
the County.
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The County and its labor consultants developed a new strategy regarding prevailing wage
implementation based upon identifying an expanded list of logical comparison organizations for
collecting external wage data. Comparison organizations have been identified based upon their
demographic and economic similarity, proximity and/or competitive relationship to San Luis
Obispo County. New comparisons were identified as a basis of negotiation to ensure that the
County is paying within the actual range of prevailing wages.
In addition, the County must break the cycle of issuing wage increases based on previously
negotiated formulas . Instead of automatically issuing pay increases based upon the wage survey,
the County must utilize survey data as a basis for negotiations.
Staff will continue to use this new approach when negotiating and implementing the prevailing
wage ordinance with all represented and unrepresented employees.
There are two related items to this initiative:
a) Staff will continue to negotiate wages in line with the new approach to prevailing wage and
budgetary constraints.
Details:
The language in the Prevailing Wage Ordinance states that wages are ultimately set through
the negotiations process. The ordinance does not require automatic pay increases regardless
of survey methodology. With an ongoing structural budget deficit of $10 to $15 million, it
is illogical to automatically pay across-the-board salary increases. Every 1% increase in
salary and benefits to all employees equals $2,301 ,700 of ongoing annual costs. The County
can simply not afford to pay such expenses. This directive requires staff to negotiate wages
and working conditions in good faith while considering the financial position of the County
while doing so.
b) Direct staff to bring all County ordinances related to unrepresented employee compensation,
including the Board of Supervisors' compensation ordinance (2.48.095), in line with the
newly identified external market by which compensation data is compared.
Details:
This directive requires staff to update the Board of Supervisor's Compensation ordinance to
reflect the new external market comparison practices being negotiated and implemented with
other employees.

Other Agency Involvement:

The Administrative Office concurs with the "three point plan" labor negotiations strategy and the need
to update the Board of Supervisors' Compensation Ordinance.
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Financial Considerations:
NIA
Results:

The continued implementation of this three point plan, if successfully negotiated, will allow the County
to control the escalating costs associated with its valued workforce. Each of the components of this
plan - pension cost sharing, second tier pensions, and prevailing wage implementation - allow the
County to address both short term budgetary challenges and long term sustainability. This plan also
contributes to a results-oriented, well-governed community.
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