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SUBJECT

Proposed Ordinance 2009-0327 would amend King County Code to allow non-represented eligible employees to transfer 50 percent of their vacation leave cash out at retirement into the voluntary employees' beneficiary association (VEBA) plan.  (This would be in addition to the current requirement to transfer 100 percent of retiring employees’ sick leave cash out into the plan.)
BACKGROUND

Internal Revenue Code section 501(c)(9) allows for the formation of voluntary employees' beneficiary associations (VEBA) to pay life, sick, accident, and similar benefits to members or their dependents.  Membership of a VEBA must consist of individuals who are employees who have a common employer or coverage under one or more collective bargaining agreements, membership in a labor union, or membership in one or more locals of a national or international labor union. 
The specific type of plan available to eligible King County employees is a Health Reimbursement Arrangement (HRA) VEBA which is a tax-free medical expense reimbursement account for qualified medical expenses for the individual, spouse and Internal Revenue Code qualified dependents.  The plan applies to employees retiring from LEOFF 2, PERS, PSERS, and the City of Seattle retirement systems.  
The current funding source for King County’s HRA VEBA program is retiring employees’ sick leave cash-outs.  The sick leave cash-out is 35 percent of an employee’s sick leave balance at the time of retirement – the entire sick leave cash-out is transferred to the VEBA for retiring employees in employee groups that voted to participate in the VEBA.  
Eligible retirees complete an enrollment form at the time of retirement to open an account into which their sick leave cash-out is directly deposited.  Retiree funds are held by a nonprofit, tax-exempt VEBA trust managed by a participant-elected board of trustees of city, county and special purpose district representatives.  Accounts are subject to a monthly administrative fee.  Claims for qualified medical expenses and insurance premiums are submitted to a third-party administrator for reimbursement. 

Benefits to VEBA members include:

· Paying no taxes on contributions, earnings, or withdrawals (claims).

· Ability to use the account anytime after it is opened.

· The unused account balance carries over from year to year.

· The account can be invested among the available investment funds, including any one of four premixed portfolios.

Eligibility among represented employees is determined by the labor organization.  Eligible non-represented employees are benefit-eligible employees born in or before 1962.
In 2006, most eligible King County employees through their bargaining units or as part of a non-represented employee group voted whether or not to participate in the program.  The decision of the group applies to all retirements in that group during a three-year period, January 1, 2007 through December 31, 2009.
Pursuant to a Memorandum of Agreement reached by the Joint Labor Management Insurance Committee, eligible represented employee groups will be conducting their own individual processes to determine whether or not to keep the current HRA VEBA plan.  A second component of their vote would also be whether or not to also allow 50 percent of their vacation cash out to fund a VEBA plan.  
The proposed ordinance would allow for eligible non-represented employees to also have the opportunity to vote on continuing the VEBA plan as well as on whether to transfer 50 percent of their vacation cash out to the VEBA.  
ANALYSIS
The HRA VEBA provides employees a way to save for medical costs during retirement.  According to VEBA Service Group, the Executive’s HRA VEBA consultants, the average Washington public employee and spouse retiring today will spend at least $300,000 out-of-pocket on health care expenses and insurance premiums during retirement.
The HRA VEBA provides a way to save for these health care expenses with tax benefits to the employee, as shown in Table 1 below.
	Table 1

HRA VEBA Cash-Out Example

	
	Without HRA VEBA
	With HRA VEBA

	Cash Out Contribution
	$7,000
	$7,000

	25% Federal Income Tax Bracket
	$1,750
	$0

	7.65% Federal Insurance Contributions Act (FICA)
	$536
	$0

	Employee’s Net Amount
	$4,714
	$7,000


An HRA VEBA is established and managed according to the Internal Revenue Code.  The Internal Revenue Code requires that a VEBA be voluntary.  In order to meet that requirement, a VEBA is typically put to a vote of the employees or other action as either a group of non-represented employees or groups of employee members of bargaining units.  

The proposed legislation affects only non-represented employees. Employees who are represented have the right to vote by individual bargaining unit based on the Memorandum of Understanding between the county and the Joint Labor Management Insurance Committee.  
The Executive has requested prompt Council action in order for eligible non-represented employees to hold an election in July to continue the existing VEBA plan or expand the current plan effective January 1, 2010.  If approved by a simple majority of those voting, participation in the HRA VEBA will apply to all non-represented retirees during a three-year period beginning January 1, 2010.  Employees will have an opportunity to vote in 2012on whether to continue the HRA VEBA for another three-year period beginning in 2013. 
If the proposed ordinance is approved, all eligible non-represented employees would receive a voting ballot via email.  Again, eligible non-represented employees are benefits-eligible employees born in or before 1962.
The employee would print, fill out, and submit the ballot to the county internal auditor, who will oversee a committee’s tally of the results.  The results of the vote would remain in effect January 1, 2010 through December 31, 2012 and be applied to any non-represented employee retiring during that time period.  At this time, there are 1,316 non-represented employees who are eligible to vote.

The Executive estimates that the county would save approximately $100,000 annually if all represented employee groups and the non-represented employee group vote to transfer 50 percent of retiring employee vacation cash-outs to the VEBA.
  The savings would result from elimination of the employer contribution to Federal Insurance Contribution Act (FICA) taxes for the cashed out funds.
  This savings is incidental to the Executive’s interest in giving employees the option to vote on enhancing their post-retirement medical benefit fund.
Note that all retiring individuals within an employee group that votes for continuing the VEBA plan must participate in the plan.  Individuals within an employee group participating in the VEBA would not be able to opt out.
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� Estimate also assumes that 60 percent of employees separating from King County employment and receiving a vacation cash-out are retiring.


� The FICA tax is a United States payroll tax that funds Social Security and Medicare.
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