Council Meeting of
April 20, 2010

Honorable Mayor and Members
of the City Council

City Hall

Torrance, California

Members of the Council:

SUBJECT: City Manager — Adoption of amendment to the Resolution for Safety
Management Employees modifying the benefits section to implement a
Retirement Health Savings Plan (RHSP) and adopt a Resolution relating to
the Employee Retirement Health Savings Plan

RECOMMENDATION

Recommendation of the City Manager that City Council adopt an amendment to the Resolution
setting forth hours, wages and working conditions for employees covered by the Safety
Management Employees Resolution and to adopt a Resolution relating to the Employee
Retirement Health Savings Plan (RHSP) to allow distribution of non-vested funds to the
deceased participant's beneficiary.

Funding

Not applicable.

BACKGROUND AND ANALYSIS

On August 5, 2003 by Resolution No. 2003-91, the City Council adopted the International
City/County Management Association (ICMA-RC) Retirement Corporation’s VantageCare
Retirement Health Savings Program (“RHSP”). Upon the inception of the RHSP, employees
were allowed to determine their individual contribution amount, however, the IRS placed
restrictions on the individual contributions in 2007. The voluntary contribution option was
discontinued effective December 31, 2007. Under the new IRS guidelines, each employee
organization is required to determine the uniform contribution amounts for all their members as
part of the collective bargaining process.

The VantageCare RHS Plan was created exclusively for the public sector and is similar to other
ICMA-RC administered retirement savings plans such as 401 plans and 457 plans. Employers
make contributions from employee payroll deductions. Employees then invest those amounts
into a lineup of quality mutual funds. Earnings are tax-deferred and withdrawals are tax-free
when used for qualified expenses. Benefits also allow participants to accumulate assets tax-
free to pay for medical expenses for themselves, their spouse and/or dependents (e.g., heaith
insurance and prescription expenses) in retirement. Attachment C provides an additional
overview of the ICMA-RC'’s innovative VantageCare Retirement Health Savings (RHS) Plan.
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The original RHSP plan initially aliowed continued use by a participant’s survivors inclusive of
non-spouse or non-dependent beneficiary. Upon participant’s death, the account balance would
be transferred to an account to pay medical expenses for surviving spouse and/or dependents
on a tax-free basis. It would also be available to a designated beneficiary for their medical
expenses on a taxable basis. With the changes to the regulations effective December 31, 2007,
the beneficiary was designated as spouse or dependant only. For those participants whose
beneficiary was not a spouse or dependant, the funds would either remain in the plan’s trust or
revert to the emgloyer. In response to this challenge, Your Honorable Body adopted Resolution
No. 2007-51 that allowed the City to distribute non-vested funds to the deceased employee’s
beneficiary.

The City continued to explore ways to implement the plan for various employee groups. To
date, the Torrance Fire Fighters Association (TFFA) has implemented a similar retiree medical
trust through PORAC with similar provisions and guidelines. On September 15, 2009, the City
Council approved a Resolution establishing a RHSP Plan for Executive and Management
Employees. The Safety Management Employees also expressed interest in adopting the same
RHSP Plan as the Executive and Management Employees. The proposed plan states that,
“Upon retirement, any hours under or equal to 300 (sick) and 150 (vacation) will be deposited
into the RHSP Plan.”

With Your Honorable Body’s approval of the attached Resolutions, the Safety Management
Employees will have the opportunity to use the balance of their sick and vacation hours to help
pay for medical-related benefits during retirement.

Respectfully submitted,

LeROY J. JACKSON
CITY MANAGER

Byaf‘@m %wm

Aram Chaparyanl &
Assistant to the City Manager

CONCUR:

LeRoy J. Jackson
City Manager

Attachments: A) Safety Management Employees 2010 Resolution Amendment #4
B) Resolution to allow distribution of non-vested funds to the deceased
participant's Beneficiary
C) Overview of the ICMA-RC’s innovative VantageCare Retirement Health
Savings (RHS) Plan



Attachment A

RESOLUTION NO. 2010-____
A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
TORRANCE AMENDING RESOLUTION NO. 2009-30 SETTING FORTH

CHANGES REGARDING THE WAGES FOR SAFETY MANAGEMENT
EMPLOYEES

The City Council of the City of Torrance does hereby resolve as follows:

SECTION |

That Resolution No. 2009-30 is hereby amended as follows:

SECTION Il
Effective April 11, 2010

ARTICLE 3 - BENEFITS

SECTION 3.1 SAFETY MANAGEMENT EMPLOYEE INSURANCE
A. POLICE SAFETY MANAGEMENT

5. The City will provide a &=
this agreement.

Sttt oo s life insurance policy for each employee covered by

B. FIRE DIVISION CHIEF

7. The City will provide a 54 i
under this agreement.

100 a0 life insurance policy for each employee covered

SECTION 3.3 SAFETY MANAGEMENT SICKLEAVE

F. Conversion of Sick Leave

1. Any accrued sick leave in excess of eight hundred (800) hours, as of the first pay period in
November, shall be converted into cash payable in January of each year. Payment will be
made on the basis of one hour’s pay for each hour of unused sick leave. An employee who
wishes to defer this amount must submit a written request to the Finance Director no later
than January 1.

2. The employee may convert any sick leave granted but unused in excess of three hundred
(300) hours into cash or deferred income at the rate of one hour’s pay for each hour of
unused sick leave. Upon notification to the Finance Department on or before the 5th of
February, May, August, and/or November of each year, employees may cash in at 100% of
hourly rate. Payment shali be made no later than the last pay period of the months named.



SECTION 3.6 SAFETY MANAGEMENT VACATION

H.  Pay upon Termination
Upon retrement-cr-separation, employees so desiring may elect to defer all or part of the amount
of vacation which has been accrued into the 457 plan or cash pursuant to other applicable
sections of the MOU. The amount deferred into the deferred compensation plans are subject to
federal regulations.

SECTION Il SEVERABILITY

If any section, subsection, sentence, clause or phrase of this Resolution is for any reason held to be
invalid or unconstitutional by the decision of any court of competent jurisdiction such decision shall not
affect the validity of the remaining portions of the Resolution. The City Council hereby declares that it
would have passed this Resolution and each section, subsection, sentence, clause and phrase thereof,
irrespective of the fact that any one or more sections, subsections, sentences, clauses or phrases be
declared invalid or unconstitutional.



INTRODUCED, APPROVED AND ADOPTED this day of April, 2010.

Mayor Frank Scotto

APPROVED AS TO FORM: ATTEST:
JOHN FELLOWS lil, City Attorney

By

Patrick Q. Sullivan, Assistant City Attorney Sue Herbers, City Clerk






ATTACHMENTB
RESOLUTION NO. 2010-

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
TORRANCE RELATING TO THE EMPLOYEE RETIREMENT
HEALTH SAVINGS PLAN

WHEREAS, on August 5, 2003 by Resolution No. 2003-91, the City Council of the City
of Torrance adopted the ICMA Retirement Corporation’s VantageCare Retirement Health
Savings Program (“Plan”); and

WHEREAS, the Plan was amended on April 20, 2010 by Resolution No. 2010- )
and

WHEREAS, the Plan requires that upon death of a Participant, except as provided for in
Section XI of the Plan, a Participant’'s non-vested funds shall either remain in the Plan’s Trust or
revert to the Employer; and

WHEREAS, the City Council of the City of Torrance has determined that the most
equitable use of the non-vested funds is that they be distributed to the deceased Participant’s
beneficiary; and

WHEREAS, the City Council of the City of Torrance has determined such distribution is
intended as an employee benefit and is a proper use of public funds.

NOW, THEREFORE, BE IT RESOLVED THAT THE CITY COUNCIL OF THE CITY OF
TORRANCE HEREBY DOES RESOLVE AS FOLLOWS:

1. Section VIl of the Plan Adoption Agreement shall be amended to provide that
non-vested funds of any deceased participant not distributed in accordance with
Section Xl of the Plan shall revert to the Employer, the City of Torrance.

2. Upon receipt of any funds pursuant to Section 1 of this Resolution, the City shall
pay an amount equal to that received to the deceased employee’s designated
beneficiary.

3. The payment by the City to the designated beneficiary shall be subject to all
applicable taxes and shall be paid in accordance with all applicable laws and
regulations.

Introduced, approved and adopted this 20" day of Aprit, 2010.

Mayor Frank Scotto

APPROVED AS TO FORM: ATTEST:
JOHN FELLOWS Ill, City Attorney

by

Patrick Q. Sullivan, Assistant City Attorney Sue Herbers, City Clerk






ATTACHMENTC

OVERVIEW OF THE ICMA-RC’s INNOVATIVE VANTAGECARE
RETIREMENT HEALTH SAVINGS (RHS) PLAN

e Participants can accumulate assets to pay for one of retirement’s greatest financial
needs — medical care.

¢ The VantageCare RHS Plan, created exclusively for the public sector, is similar to other
ICMA-RC administered retirement savings plans (401, 457). Employers make
contributions from employee payroil deductions. Employees then invest those amounts
into a lineup of quality mutual funds. Earnings are tax-deferred and withdrawals are tax-
free when used for qualified expenses.

e Participants accumulate assets tax-free to pay for medical expenses for themselves,
their spouse and/or dependents (e.g., health insurance and prescription expenses) in
retirement (or other eligibility).

e Funds are withdrawn tax-free when used for qualified medical expenses for the
employee, their spouse and/or dependents.

¢ RHS contributions may be any or all of the following:

o Direct employer contributions can be either a fixed percentage or dollar amount,
or a discretionary employer contribution.* (Note that percentage-of-earnings
contributions may be subject to nondiscrimination testing for non-collectively
bargained plans or plans that permit benefit payments for other than insurance
premiums).

o Mandatory unused leave contribution of accrued sick and/or vacation leave are
mandated by the employer—employees may not choose whether or not to make
these contributions.* The employer can establish an unused leave contribution
formula that best fits the needs of its covered employees.

o Mandatory pre-tax contributions of employee compensation would require
employees to contribute a certain portion of their salary.* Alternatively, the
employer might mandate that all or a portion of an incentive payment be
contributed to the RHS plan.

o No FICA (Social Security and Medicare) or income tax applies to the contributed
funds and, if used for participant, spouse or dependent medical expenses, no
FICA or income tax will be due at distribution.

* These contributions will be made to all plan participants' accounts
without completion of additional contribution forms.

Note: For more information on the VantageCare RHS Plan, please contact an ICMA-RC
Retirement Plans Specialist.



