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Memo
To:
Rachel Fink, President, Mondaille Hydraulics
From:
Meagan Ayers and Andrea Obregon, Labor Relations
Date:
11/9/2009
Re:
Upcoming Negotiations - Compensation Package Options
Introduction
It has come to our attention that the costs of employer benefits are rising among Mondaille Hydraulics.  Due to the vast growth in foreign competition, it is imperative that Mondaille Hydraulics reduce the cost of employer benefits and the total compensation package.  In six months, Mondaille Hydraulics will be conducting negotiations with Local 1099 of the United Auto Workers to determine the upcoming compensation packages for union employees for the 2010 year.  It has been concluded that appropriate steps be taken to lower the compensation package while still maintaining employee morale and support.
A survey was sent out to current employees requesting them to signify which benefits are of higher and lower importance in order to help determine the proper solution to saving the company money.  (Refer to Exhibit 2).
Calculations

New Employee Average Salary

The new employee average salary has been increased for the 2010 year by 3%.  This 3% increase has brought the new employee average salary up to $27,572 from $26,769 for the 2010 year.  (Refer to Exhibit 1).
Total Compensation Package
The total compensation package was then lower by 3% to compensate for this increase.  New total compensation packages have been lowered from $35,692 to $34,621 for the upcoming 2010 year.  (Refer to Exhibit 1).
Yearly Benefits
Once the average employee salary and total compensation package was determined for the upcoming 2010 year, the difference revealed the new amount of dollars per employee allotted for yearly benefits for the upcoming 2010 year. This dollar figure amounted to $7,049.17.  (Refer to Exhibit 1).
Savings Needed

The yearly benefits allotted to each employee dropped from 2009 to 2010 by $1,873.83.  Therefore, Mondaille Hydraulics will need to find a way to decrease the total compensation package during the upcoming negotiations by this dollar amount (Refer to Exhibit 1).  The labor relations department has determined three possible options.
Option 1
In an attempt to reduce the costs of union employees’ compensation package by 3%, the proposed Option 1 suggests implementing co-pays and reducing certain benefits.  It is suggested that the employees pay $300 for pension, $350 for hospital, surgical, medical, and major medical premiums, and $35 for dental insurance premiums.  It is also suggested that the company eliminate one 10-minute paid break, one paid holiday per year and coordinate with legally required benefits.  By taking away the 10-minute break however, we will not save the company any money.  On the other hand, by getting rid of one of the nine paid holidays Mondaille Hydraulics will save $108.11 and by reducing the Social Security benefit according to the 15% savings determined in Exhibit 3, the company will save another $321.15.  This results in an overall savings of $1,114.26 for Option 1.  Refer to Exhibit 4.  
Eliminating the 10-minute paid break wouldn’t be beneficial since it isn’t removing all paid rest periods including lunch periods, wash-up time, travel time, and clothes-change time.  It is also valuable to have union employees make co-pays for benefits for pension, hospital, surgical, medical, and major medical premiums, and dental insurance programs due to the fact that those remain the highest on the list of importance in Exhibit 2.  Employees are more likely to comply with these co-pays since it is better for them to pay for the benefits which are most important to them rather than eliminating or reducing them altogether.
Although the implications of Option 1 result in an overall savings of $1,114.26, it does not meet the required amount of savings needed ($1,873.83).  Refer to Exhibit 1.   

Option 2

Since Option 1 has failed to meet the required savings of $1,873.83, Option 2 implements different cost-cutting strategies with certain benefit types.   These include improved claims processing, requiring a one year probationary period, deductibles and implementing co-pay for certain benefits.  The total savings for Option 2 equals $543.41.  Refer to Exhibit 5.
It is beneficial to have the percent savings for discount on goods and services, employee meals furnished by the company and contributions to employee thrift plans be assessed since the employees rated these benefit types of having the lowest importance (Refer to Exhibit 2).  It is also useful to the company that the percent savings are highest for life and dental insurance premiums since they account for much of the compensation costs to Mondaille Hydraulics.

Union employees will likely comply with cost-cutting strategies that result in placing discounts on unemployment compensation, worker’s compensation and long-term disability since they also account for a high cost burden to Mondaille Hydraulics.   Although percent savings on benefit types lowers the compensation package, it results in less than half of the amount of savings required for negotiations.
Option 3

As the previous two options have fallen short of the $1,873.83 savings needed to stay competitive, the labor relations team has devised a third option for Mondaille Hydraulics.  This third option was created with the purpose of generating more fair options by looking at what benefits the employees of Mondaille Hydraulics feel are most important.  To do this, the benefits where the largest amount of savings could be recovered were assessed and then compared using Exhibit 2.
Co-Pays
The labor relations team is suggesting a new system of co-pays by the employees to help cover the cost of the plans provided to employees.  This co-pay will be taken directly from the employee’s paycheck in proportional amounts each month to help cover the costs of these premiums offered to the employee.  The suggested co-pays are as follows:

· $548 co-pay on all pension plans (37.53%)
· $548 co-pay on all life insurance plans: hospital, surgical and major medical premiums (38.4%)
· $40 co-pay on all dental plans (78.43%)
Exhibit 2 was used to determine how heavily weighted the co-pay should be for each benefit.  The co-pay for the pension plans as well as the hospital, surgical and major medical plan was assessed equivalent co-pays because each benefit was rated of equal importance by employees.  Since dental received a score much lower than that of the pension plans and life insurance, the dental co-pay was a much higher percentage.  The total co-pay amount for each employee would now be $1,136 for the 2010 year to help cover the cost of benefits and add to the savings needed.  

Reduction of Benefit

Of the remaining benefits, the next largest savings was recovered from eliminating one paid vacation day, one holiday and coordinating social security with the Mondaille Hydraulics pension plan.  These changes will save Mondaille Hydraulics $97.38, $219.22 and $321.15 respectively.  The purpose of eliminating one of each category (holiday and vacation) was due to the fact that each benefit was rated of equal importance by employees.
Improved Claims Processing

A savings of $32.69 was recovered by improving the claims processing which provided for an 8% savings of unemployment compensation ($23.36 savings) and a 3% savings of workers compensation ($9.33 savings).  (Percentage of savings was determined via exhibit 3)
Benefit Cuts
As the savings thus far was $1,806.44, another $67.39 needed to be recovered.  The solution was found in the three lowest rated benefits: Discount on Goods, Education Expenditures Contributions to Thrift Plans.  To generate the last of the savings needed, these low rated benefits were cut by 50% resulting in the respective savings: $13.50, $20.00 and $35.50.
Conclusion

The following savings options brought the total savings for Option 3 to $1,875.44 of the $1,873.83 needed to stay competitive.  That leaves a surplus of $1.61 per employee of Mondaille Hydraulics.  (Refer to Exhibit 6 for Option 3 Specifics)
Option 3 will satisfy the required savings needed for the upcoming 2010 year and the plan is fair when assessing how weighted the benefits being reduced should be.  This way, the employee’s preferences will be taken into consideration.

Employees will not be eager to pay the large amount of co-pays now assessed to them for the benefits they currently enjoy.  Employees may also be discouraged to find that they will be losing one paid vacation and holiday as they were rated as having high importance to the employees of Mondaille Hydraulics.  However, in order to recover the savings needed, these areas were essential to assess.
Employees may also be unhappy with the 50% decrease in Discount on Goods, Education Expenditures Contributions to Thrift Plans.  However, they were the lowest rated of the benefits; therefore, union employees should comply with these decisions made. 
EXHIBIT 1 - Calculations
Current Salary
$ 6,769
3% Increase
*          1.03
New Employee Average Salary
$27,572.07

Current Total Compensation
$ 5,692
3% Decrease
*          0.97
New Total Compensation




$34,621.24

New Employee Average Salary
$34,621.24
New Total Compensation 
- 27,572.07
New Dollars per Employee for Benefits
$ 7,049.17
Previous Dollars per Employee for Benefits
$8,923.00
New Dollars per Employee for Benefits 
- 7,049.17
Savings Needed for 2010 Year
$1,873.83
EXHIBIT 2 – Benefit Preferences
Benefit Type or Method of Administering



Importance to Workers
Pensions








87


Hospitalization








86


Life Insurance








79


Paid Vacation








82


Holiday









82


Long-term disability







72


Short-tern disability







69


Paid sick leave








70


Paid rest periods, lunch periods, etc.





55


Dental insurance








51


Christmas bonus








31


Profit sharing








21


Education expenditures







15


Contributions to thrift plans






15


Discount on goods







  5


Fair treatment in administration



             


100

Note: 
0-Unimportant    100=extremely important

EXHIBIT 3 – Analysis of Cost Implications for Different Cost-Cutting Strategies
 Mondaille Hydraulics

Cost-saving strategy:




Savings as Percent of Benefit-Type Cost

Deductible ($100 per incident)



Life insurance premiums, death benefits, hospital, etc.



10%



Dental insurance








15

Require probationary period before eligible (one year)



Discount on goods and services






10



Employee meals furnished by company





15



Contributions to employee thrift plans





10

Improved claims processing



Unemployment compensation






 8



Workers’ compensation







 3



Long-term disability







 1

Coordination with legally required benefits



Coordinate Social Security with Mondaille pension plan



15

EXHIBIT 4 – Option 1
* The term “co-pay” refers to an employee payroll deduction to help cover the cost of the plan. 

Implement COPAY for Benefit





Amount of COPAY

Pension









$300.00

Hospital, surgical, medical, and major medical premiums 



  350.00

Dental insurance premiums 






    35.00

Reduction of Benefit

Eliminate 10-minute paid break (workers leave work 10 minutes earlier)

Eliminate one paid holiday per year

Coordination with legally required benefit; Social Security coordinated with Mondaille pension plan

Option 1

Implement Co-Pay for Benefits


Pension









$ 300.00


Hospital, surgical, medical, and major medical premiums



$ 350.00


Dental insurance premiums






$   35.00

Subtotal for Option 1








$ 685.00

Reduction of Benefit


Eliminate 10-minute paid break






$     0.00


Eliminate one paid holiday per year (see 4b in budget and divide by 9)

$ 108.11


Coordination with legally required benefits; Social Security



Coordinated with Mondaille pension plan 




$ 321.15
Subtotal for Option 1








$ 429.26

Total Savings for Option 1







$1,114.26

EXHIBT 5 – Option 2
Improved Claims Processing


Unemployment compensation


Worker’s compensation


Long-term disability
Require Probationary Period (One Year) Before Eligibility


Discounts on goods


Employee meal paid by company


Contributions to employee thrift plan
Deductible ($100 per Incident)


Deductible ($100 per incident)


Life insurance; death benefits; hospital, etc.


Dental insurance


Implement Co-Pay for Benefit





Amount of Co-Pay

Hospital, surgical, medical and major medical premiums




$350

Option 2

Improved claims processing


Unemployment compensation 






$   23.36


Worker’s Compensation 







$     9.33


Long-term disability







$     0.57

Require probationary period (one year) before eligible for


Discounts on goods 







$     2.70


Employee meal paid by company






$     0.00


Contributions to employee thrift plan





$     7.10

Deductible ($100 per incident)


Life insurance; death benefits; hospital, etc.




$ 142.70


Dental insurance








$     7.65

Savings from implementing co-pay for benefits


Hospital, surgical, medical and major medical premiums



$ 350.00
Total Savings for Option 2







$543.41

EXHBIT 6 – Option 3

Implement Co-Pay for Benefit





Amount of Co-Pay

Pension









$548



Hospital, surgical, medical, and major medical premiums



$548



Dental insurance premiums






$ 40
Reduction of Benefit



Eliminate one holiday per year

Eliminate one paid vacation day per year

Social Security Coordinated with Mondaille pension plan
Improved Claims Processing



Unemployment compensation


Worker’s compensation

50% Reduction of Benefit



Discount on Goods








Education Expenditures










Contributions to Thrift Plans

Option 3

Implement Co-Pay for Benefits


Pension









$ 548.00


Hospital, surgical, medical, and major medical premiums



$ 548.00


Dental insurance premiums






$   40.00

Subtotal for Option 3








$1,136.00

Reduction of Benefit


Eliminate one vacation day (4a in Exhibit 7 divided by 16)



$   97.38

Eliminate one paid holiday per year (4b in Exhibit 7 divided by 9)


$ 219.22

Social Security Coordinated with Mondaille pension plan



$ 321.15

Subtotal for Option 3








$1,773.75
Improved claims processing


Unemployment compensation (Exhibit 3 % * Exhibit 1 1b)



$   23.36


Worker’s Compensation (Exhibit 3 % * Exhibit 1 1c




$     9.33

Subtotal for Option 3








$1,806.44
50% Benefit Cuts

Discount on Goods (2f in Exhibit 7 divided by 2)




$   13.50


Education Expenditures (5d in Exhibit 7 divided by 2)



$   20.00


Contributions to Thrift Plans (5b in Exhibit 7 divided by 2)



$   35.50

Grant Total for Option 3







$1,875.44
Savings Required








$1,873.83

Subtotal for Option 3








$       1.61
EXHIBIT 7 - Current Compensation Costs Budget
Average yearly wage



$26,769

Average hourly wage


   
    13.12

Dollar value of yearly benefits, per employee
    8,923

Total compensation (wages plus benefits)

  35,692

Daily average number of hours paid

        8.0

Benefits (by category)


Dollar/Cost Employee/Year
1.  Legally required payments (employer’s share only).



              $2,141.00
a.
Old-age, survivors, disability, and health insurance (FICA) taxes
 

   1,509.00

b.
Unemployment compensation




   

      292.00

c.
Workers’ compensation (including estimated cost of self-insured)
    
          
      311.00

d.
Railroad retirement tax, railroad unemployment and cash sickness


insurance, state sickness benefits insurance, etc.

        
     

        29.00

2.  Pension, insurance, and other agreed-upon payments (employer’s share only)         $3,129.00
a.
Pension plan premiums and pension payments not covered by


insu rance-type plan (net)







   1,460.00

b.  Life insurance premiums, death benefits, hospital, surgical, medical


and major medical insurance premiums, etc. (net)




   1,427.00

c.
Short-term disability





   

        83.00

d.
Salary continuation or long-term disability



     

        57.00

e.
Dental insurance premiums





      
        51.00

f.
Discounts on goods and services purchased from company by employees
     
        27.00

g.
Employee meals furnished by company



         

            -0-

h.
Miscellaneous payments (compensation payments in excess of legal


requirements, separation or termination pay allowances, moving


expenses, etc.)






    

       24.00

3.  Paid rest periods, lunch periods, wash-up time, travel time, clothes-change

     time, get-ready time, etc. (60 minutes)


 
  

  $727.00
4.  Payments for time not worked





 $2,769.00

a.
Paid vacations and payments in lieu of vacation (16 days average) 
  

   1,558.00

b.
Payments for holidays not worked (9 days)



    

      973.00

c.
Paid sick leave (10 days maximum)




    
      172.00

d.
Payments for state and national guard duty; jury, witness, and voting


pay allowances; payments for time lost due to death in family or


other personal reasons, etc.




    

        66.00

5.  Other items







  

  $157.00
a.
Profit-sharing payments





        

            -0-

b.
Contributions to employee thrift plans



     

        71.00

c.
Christmas or other special bonuses, service awards, suggestion awards,


etc.







        
   
            -0-

d.
Employee education expenditures (tuition refunds, etc.)

      

        40.00

e.
Special wage payments ordered by courts, payments to union steward, etc.   

        46.00
TOTAL






            
             
            $8,923.00
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