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MEMO
To:

Jacki Bacharach


From:

Barbara Dye
Date:

May 5, 2008
Subject:
Contractor/Employee status
This is a follow-up to the previous proposal to convert some of the staff at the Energy Center to employees.  In response to direction from the Steering Committee, staff investigated three options for making the transition.
1. Using a Temp Agency

We determined that working with an agency that provides temporary workers was not ideal for the following reasons:

· They take a significant administrative fee without providing significant benefits

· The current employees are not interested in becoming employees of a temp agency.

· We were unable to find a temp agency interested in assisting with the project.

2. Transitioning Contractors to SBCCOG Employees

SBCCOG could begin hiring employees.  SBCCOG  would need to add an administrative services function (accounting and human resources) that would have some costs, probably less than 5%.  The process would involve the following steps:
· Signing up for a payroll service, either through the current accounting software or through an outside vendor such as PayChex.

· Filling out the immigration status forms, to be done once for each employee.
· Negotiating an agreement with each employee and generating an employment letter for each one.

· Purchasing and displaying the required posters.

· Determining what benefits will be offered and setting up programs for those benefits. 
· Signing up for workers comp insurance.

· Creating an employee manual that spells out the benefits.
· Establishing personnel files.

There would be increased direct costs involved in adding employees, somewhere between 15% and 20% of their current rates.  These costs are for the following:

1. Social Security Employer share
6.2%

2. Medicare
1.45%

3. Federal & State Unemployment
2-6% (generally 4% for new 


employers)

4. Workers Comp
<5% but determined by job 


description

5. Other local payroll taxes
2-4%

There would also be costs to the Center for benefits.  While not a direct cost, the cost of sick days and vacation time would reduce the time employees have for work.  Non-exempt employees are subject to overtime rules, and would have to be paid extra for more than 40 hours work per week (which should not be a problem) and for more than 8 hours per day (which could be a problem in a few situations).  

If the Center decided to add health care benefits, that would add significantly to the costs.  Paying the entire cost of health insurance could add as much as $1000 per month for some employees.  An alternative would be for the Center to agree to pay some amount (perhaps $350) per employee per month toward the cost of health insurance.  Setting up a retirement program other than one funded by employees with pre-tax dollars is probably not warranted at this time due to the costs.
3. Working with a Member City to hire the staff

At the last City Manager’s meeting, this issue was discussed and Gardena expressed a willingness to help.  The cost could be somewhat more – Gardena’s benefit package is about 35% (comparable to other cities).   
SBCCOG staff met with Gardena’s Assistant City Manager/Human Resources Director and this meeting resulted in the following options with respect to hiring staff:

· SBCCOG Staff could be hired by Gardena through a resolution by the City Council specifying the agreement; they have one similar agreement with another organization in place;

· The cost to SBESC for required benefits would be approximately 35%;

· Gardena would probably want to negotiate a fee for the service; a reduction in the city’s dues to the SBCCOG was discussed;

· The employees would be assigned to the SBCCOG and work under a separate arrangement so that they would not join a city union and would not have the job protection regular city employees have; the resolution could specify that their employment is at-will, and dependent on the duration of the funding source;

· The required benefits would be very attractive to SBESC staff – vacation pay, sick pay, retirement contributions to CALPERS, life insurance and more; it is uncertain if health insurance would be provided;

· There would be no Workers Comp charges because Gardena is self-insured.

This arrangement would save the SBCCOG a significant amount of time and effort.  It 

was discussed with the SBCCOG counsel and he had several questions about the lines 

of authority.  Responses from Gardena will be presented at the meeting.

          Other Issues
Whichever direction the SBCCOG goes, decisions will need to be made on a case-by-case basis as to whether current contract employees would take a reduction in their hourly rate in return for the increased benefits.  
It is also likely that the current part-time accounting contractor will not be able to provide sufficient time to manage payroll, and more accounting hours will be necessary.  It should be noted that if the new Partnership Agreement with the CPUC is approved, there will be more accounting requirements to implement the new programs, so a half-time, on-site accountant may well be appropriate for both tasks.
           In Conclusion
Recent changes at the Center and expectations for the future have resulted in a situation that needs attention. 
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