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METROPOLITAN KING COUNTY COUNCIL

LABOR, OPERATIONS AND TECHNOLOGY COMMITTEE
STAFF REPORT

AGENDA ITEM:  2
DATE:  July 11, 2006
PROPOSED NO:  2006-0284
PREPARED BY:  David Randall
SUBJECT:  AN ORDINANCE providing for a new employee retiree benefit.
SUMMARY:  Proposed Ordinance 2006-0284 would amend the personnel section of county code to allow a new retiree benefit to be offered to eligible county employees for the new employee benefit period (2007-2009).  The new benefit is a Health Reimbursement Arrangement (HRA) Voluntary Employee Beneficiary Association (VEBA) plan which provides tax-free reimbursements for IRS qualified healthcare expenses and health premiums for retirees, spouses and Internal Revenue Service (IRS) qualified dependents.  The HRA VEBA would apply to employees retiring from LEOFF 2, PERS, PSERS, and the City of Seattle retirement system.  
The HRA VEBA plan is similar to the flexible spending account (FSA) currently offered to county employees.  However, instead of the employee determining how much of their salary goes into the account as with an FSA, an employee’s HRA VEBA account is created with the 35 percent of sick leave cash-out that most county retirees are eligible to receive at the time of retirement.  At time of retirement the sick leave cash-out is directly deposited into a VEBA account without being subject to Federal Insurance Contributions Act (FICA) withholding.  The funds are held by a non-profit, tax-exempt VEBA trust managed by a board of trustees elected by VEBA participants.  Retirees select from among investment choices and there is a monthly $1.50 administrative fee, but no transaction fee.  Claims are submitted by the retiree, spouse or dependant to the claims administrator who will process reimbursement.  Unlike FSAs which have a use-it-or-loose-it requirement, HRA accounts continue until all funds are withdrawn through reimbursement.
The Internal Revenue Code requires that employees be organized in groups and asked if they want the HRA VEBA benefit.  This VEBA plan benefit option would be offered to both represented and non-represented employees.
Most represented bargaining units
 have signed a memorandum of agreement through the Joint Labor Management Insurance Committee agreeing to offer their members the option of participation in the VEBA plan.  Each bargaining unit will be organized into a separate group for purposes of the VEBA decision.  Each bargaining representative will be responsible for conducting the vote for his or her members.  Bargaining units must report their VEBA decision to King County Payroll by September 18.
All non-represented employees nearing retirement
 will be organized into one group for purposes of the VEBA decision, unless a separately elected agency decides to create a separate group for its employees and conduct its own vote. The Health Reform Initiative Program in the Department of Executive Services will conduct the vote for the non-represented group during the period August 14 to September 8, 2006.  
The decision of each group on whether or not to participate in the VEBA benefit will be binding on all retirees from that group for the three-year period from January 2007 through December 2009.  Employee groups will have an opportunity to reconsider participation in the VEBA benefit for a second three-year period in 2009. 

Proposed Ordinance 2006-0284 would amend the personnel section of code related to sick leave benefits to:

· Assign responsibility to the manager of the human resources division to provide and administer the VEBA benefit;

· Require the manager of the human resources division to adopt procedures for implementation the VEBA benefit; 

· Grant the manager of the human resources division the right to determine the scope of employee groups voting on whether or not to adopt the VEBA benefit; and
· State that employees shall forfeit sick leave cash-out at time of retirement if the employee fails to execute enrollment forms within twelve months of retirement. 

Fiscal Note:
The executive’s fiscal note states that there will not be a cost to implement Proposed Ordinance 2006-0284 during the benefit period (2007-2009).  All implementation costs incurred during 2006 will be absorbed using current funds and no additional supplemental request will be requested.

As Table One illustrates, implementation of Proposed Ordinance 2006-0284 would result in revenue to the county because the county will not have pay social security Federal Insurance Contributions Act (FICA) taxes on sick leave cash-outs.  This revenue is estimated to be $77,352 in 2007, $78,899 in 2008 and $80,477 in 2009.   

Table One

Cost to Implement Proposed Ordinance 2006-0284

	Fund Title
	Department
	2007
	2008

	2009


	Current Expense
	All
	$15,471
	$15,780
	$16,096

	Non Current Expense
	All
	$61,881
	$63,119
	$64,381

	TOTAL
	
	$77,352
	$78,899
	$80,477


ATTENDING:  

Karleen Sakumoto, Program Director, Health Reform Initiative, Department of Executive Services

Donna Gordon, HRA VEBA Program Coordinator, Department of Executive Services
ATTACHMENTS:  
1. Proposed Ordinance 2006-0284

2. Transmittal letter

3. Fiscal note 
� Bargaining representatives for the Amalgamated Transit Union 587 and the King County Police Officers Guild did not sign the memorandum of agreement, therefore, their members will not be offered the VEBA benefit.  


� Nearing retirement is defined as a county employee born in 1961 or earlier and members of LEOFF 2, PERS, PSERS or city of Seattle retirement system.
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