HUMAN RESOURCES MANAGEMENT

Reducing labor costs essential to saving

JObS by Tom Cole

(EditorOs noteThis is thdirst installment of a twepart series)

In todayOsextreme economic crisis,employers
grapple with reducing expense ta@emain
profitable. To the extent labor costs are a
significant part of a companyOs expenses, there
may be options to reducing those costs without
resorting to terminating employees. The
following suggestions may seem extreme coming
from theworking environment of the past, but the
intent is to retain valable employees while
companiesremain profitable

Wages. Pay freezes and reductions are becoming
prominent. This approach not only immediately
impacts the OpayO aspect of labor costanayt
reduce e cost ofcontributions toprograms that
are afunctionof pay.

F.I.C.A. (OASDI & Medicare) 2002 6.2
percenton $106,800 of wagemd 1.45percenton
total wages, respectively.

Unemploymentinsurance $UTA & FUTA):
Michigan has athreepart contribttion formula
using wagesndbenefitspaid overthreeand five
year periods. 2002 maximuni0.3 percenton
$9,000.

Short and bngterm disability (STD & LTD):
Premiumsare usuallypbased on wages

Life insurance Premiumsare oftenbased on
annualincome

Retirementplans Employer contributions
areusually wage based.

Worker$) compensation Costs are more a
factor of accidentexperience but also have a
wage component inthe annual premium
calculation

Wage adjustments For companies with the
ability to continue giving pay increases, the
implementationcould be changed from annual to
longerperiods 15-18 months.

Rescheduling hours.Reduction of hours can be a
useful alternative to reducing wagélsa company
wants to take 1(percentout of payroll cost, it
becomes a sensitive issue if employeesO wages ar
cut, or they are laid off. However, if cost
reduction is linked to a reduction in hours, it may
turn a negative situation into a positive one.
Everyoneenjoystime away from work reducing
hours gets there without severely impactingan
individualOs wagesyet can have a significant
impact on company costs.

For example,fia businesss able toclose
on Friday at noon and people are paidpt@cent
less,the work weekstays inbasicbalance Utility
costs may decrease and increase in
unemployment tax rasere not incurred.

Finally, the companynay be positionetb
install a future variable pay plan. If productivity
and profitability reach previous levelbefore the
economic crisis employees &n be paidmore
money without reverting to higher wages.



Paid time off. These hours of nework time
have to be made up somewherghere aresix
nationalholidaysfor which many companies pay
employees for not working.Vacations may
account for a moht of paid time off These
programs aréelesignedo give peple a break from
the work placehowever,companies may want to
consideroffering this timeoff without pay Some
employers allow employees twot take paid time
off yet receive pay Oin lieu offiat time which
increases theost of labor. Companiesnay want
to consider chaging their policies to requiréme
off is used.

Many companies have programs that
providesick pay and personalays Most of these
days are OearnedO based on time woaked
accumulated year after yeaicCompaniesshould
consider changing this accumulation provision to
not exceed thevaiting period before STD arior
LTD benefits become payable Otherwise the
payment ofunusedsick days & personaldays
becomes added wagedongwith accompanying
company paid taxes

Disability. Many companies provide income to
sick employees througtshort and longterm
disability plans. The income replacement level
should not encourage malingeringven though
most disability pay plansre subject to income
taxes, (orkersGcompensation benefits armeot),
they may not be subject to other taxes the
employee pays while working.  Additionally,
some people have private disability insurance
policies An employee with a company paid

disability plan and personally insured debt plans
may have more spendable income while they are
sick than when they are working.

Companies with over 50 employees are
required tofollow the Family Medical Leave Act.
While complying can be complex, there are ways
to minimize the negative impact.

WorkersO compensation costdviany small to
mid-size employers believe they have little impact
on premiums they pay favorkers@ompensation
coverage. Attempts to reduce those costs are
limited to Ofunding arrangements©luding high
deductibles, selinsurance, retrospective

programs, captives, etc. While these arrangements
are an important aspect to the liability analysis,
individual claim costs and reserves are what drive
premiums.

How eachclaim is managed is crial to
reducing costs. Employers who leave claims
management to theimsurancecarrier miss an
important role in reducing labor costs. If an
employer doesnOt take an active, rpéeticularly
immediately following an injuryavoidable costs
will be incured. Often claims develop into
problems when close scrutiny in the beginning
could prevent them from ever becoming an issue.

Next weekOs column will review more workersO
compensation strategies along with a closer look
at retirement and unemploymentunsnce issues.



Employers need to closely monitor labor

COStsS

(EditorOs noteThis is thesecondnstallment of a twqpart series)

How each workersO compensation claim is
managed is critical to reducing costs. Often
claims develop intgroblems when close scrutiny
in the beginning could prevent them from
becoming an issue. Employers should:

1. Daily monitor lost time costs. Paying
specific attention to thesevendayO and OHfy"
waiting period provisions of the Michigaaw can
have anmmediateandlong-term impact.

2. Assure imely payment of lost time
benefits & medical bills. If benefits are not paid
in the same cycle as wages, employeesO income
suffers If medical bills are not paid promptlihe
employee may receive bills andlleation notices
that are the insurance carrierOsresponsibility.
This reflects negatively on the employer and may
result in employees seeking attorneys for help.

3. Become &miliar with local medical
providers. The employer should develop close
working rehtionships with area doctors, which
allows timely communications and removes
misunderstandings

4. Request detailedmanagement reports
from their insurance carrier. Reports that
summarize losses are not specific enough to see
where costs can be reduced

5. Analyze reserveson loss runs Many
times reserves are significantly greater than what
has been paid. A comprehensive knowledge of
how reserves are established by flnsurance
carrier has a direct impact on premiums and
funding arrangements.

Health care @msts. Many local employers wising

to reduce labor casshould consider going back

to the intent of medical insurangarotection from
catastrophic financial loss. In the 19500s patients
out-of-pocket spending represented pércentof

total health spating; in 2006 it was 13%
(NewsweekJanuaryl14, 2009).

Several areas for companies to consider:
¥ Drop spouse coverage, if the spouse is
eligible for coverage elsewhere.
¥ Reduce the companyOs contributions
for dependent and employee coverage.
¥ Increase uprbnt deductibles resulting
in coverage for catastrophic events.
¥ Drop dental, vision and learing

coverage
¥ Consider a Health Reimbursement
Arrangement (HRA) and reimburse
employees for individual policy
premiums.

Life insurance. The amount of insurancghould

be at a leel that allows the beneficiario live
reasonably following the loss of the deceased
employeeOscome until they can regroup and
determine their future. Excessivamounts
provide wealth accumulatiomeyond theintent of
companyprovidedinsurance.

Retirement. When company provided regimert
plans became popular 50 years ago, they were
intended to supplement Social Securitgnefits
Most were (Defined Benefi® arrangements
commonly knowm as pension plans. The plans
were funded bycompanies after annuaktuarial
evaluationgdeterminedthe contribution necessary
to keep them Ofully fundedO. Full benefits were
generallypaid for retirement at age 65 and some
allowed reduced benefits for earlretirements

As companies are facedth more retirees
living longer and a decline in the investments of
the DB plans, they are required to increase
contributions to meet Ofully fundedO requirements.
Companies with these plansay want toconsider
alternatives such as Ocash balance plamsOB
plansand a Ocapped allowanceO fotmarovide
retiree medical coverage.



Thirty years agp efined Contributio®
arrangementsbecame popularmost commonly
are known as 401(k) plans. Thesgrovide
contributionsfrom the employee and employter
be invesed in a fund on a prdax basis.
Employees@ontributionsreduce gross wagefr
both the employee and the compaejminating
federal taxes (including Social Security) and some
state & local taxes. Invested contributions
earnings are allowed to accumulatetax-free until
withdrawn. Companies with DC plans may want
to redue matchingcontributions or, if a match is
in place, look into Osafe harborQ provisions to
eliminate costly annual nediscrimination testing.
1tOs also good to analyZee tinvestment vehicles
themselves and the fees associated with their
management

Unemployment insurance. Thesecosts can be
minimized with diligence to the details of claim
processing and funding. Some employams not
aware this is not a welfare bend&f but one
employees have tgualify for based on wages and
reasons for being unemployed. A terminated
employee is only entitled to Ul benefits if they are
unemployed through no fault of their own. An
employee who @its without good cau€k or
Qlischargd for miscondu€ is not entitled to
benefits. The employerOs answer to an initial
claim will be a determining factor of whether
benefits are charged against their account and
impact costs for years to come.

Assuring that employeeslischarged for
misconduct or who quit without good caude not
impactunemployment insuranasts begins with
how the employer records communications and
documentdeforethe employee leaves. If a claim
is filed, the employer has the burden of proof to
estalish why the employee is no longer working.
Employers should respond timely with all
documented records available in response to the
initial claim filing. Failing to do so may result in
benefits being charged to an employerOs account
based solely on th&atements by the employee.

Additionally, employers should pay
attention to @eterminationsO from the state and
file timely appeals if they believe them to be
incorrect. These are opportunities for employers
to appear in person with relevant witnesses am
attorney is not required.

The current maximum Ul tax rate an
employer may pay in Michigan is 10p&rcentof
the first $9,000 of wages to each employee. The
rate is based on several factors, including the
employers Oexperience® of benefits paid out
versus taxable payroll. The effects of one
employee receiving benefits can impact an
employerQOs tax rate for many years
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