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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
July 31, 2007 
TO:
Mayor and Councilmembers

FROM:
Human Resources, Administrative Services Department
SUBJECT:
Election Authorization For Medicare-Only Coverage For Eligible PERS Miscellaneous Members 
RECOMMENDATION:  
That Council adopt, by reading of title only, A Resolution of the Council of the City of Santa Barbara Requesting Authorization to Conduct a Division of the Retirement System for Medicare-Only Coverage Among Eligible Members of the PERS Miscellaneous Retirement Plan.

DISCUSSION:
Public Law 99-272 (Consolidated Omnibus Budget Reconciliation Act of 1985) mandated the component Medicare coverage under the Social Security system to all State and local government employees hired after March 31, 1986.   Employees hired prior to the mandate are exempt from Medicare coverage if they have been in continuous employment with the same State or local government employer since March 31, 1986, and are members of a public retirement system.  
Under Section 218 of the Social Security Act, employers may voluntarily enter into an agreement with the State to initiate Medicare-Only coverage to such employees choosing coverage through an election process. The California Public Employees Retirement System (PERS) is the designated State Administrator for Section 218 Agreements.  
The vast majority of City employees, those hired after March 31, 1986, are contributing to the Medicare program through a payroll tax of 1.45% of wages with a matching City cost of 1.45% of payroll, for a total of 2.90%.  The current Medicare rates have been in effect since 1986.   
There are 114 PERS Miscellaneous employees hired prior to March 31, 1986 who have not been contributing towards Medicare retirement benefits.  Certain employees in this group have expressed the need for a change to their exempt status so that they may 
earn the working quarters necessary for access to Medicare benefits at retirement.   Eligibility for Medicare benefits requires 40 quarters of Medicare-covered employment.  
To initiate State requirements to permit employee-elected Medicare covered employment, a resolution must be adopted to request authorization of PERS to conduct a “Division” (the election process to establish employees to be included or excluded from Medicare-Only coverage) among eligible members of the retirement plan.  The Division will be conducted only for the 114 PERS Miscellaneous employees who are not currently under Medicare covered employment with the City.  A Division may be conducted on a one-time only basis and employee-elected Medicare-Only coverage is irrevocable. For employees who have access to Medicare through spouse-eligibility rules, it is likely that those employees will decline Medicare-Only coverage in an election.  The affected bargaining units support an election which provides individual choice to elect or decline coverage.  

Safety employees may vote for Medicare-Only coverage through a referendum, or an “all or none” basis.  Safety employees are not included in the attached resolution.   

The resolution establishes July 1, 2007 as the effective date to implement Medicare-covered employment for those employees who elect the coverage (this is not the effective date of Medicare eligibility).  Eligibility for Medicare benefits requires 40 quarters of Medicare-covered employment.  It is estimated that final federal approval for Medicare-Only coverage will take between 9 and 12 months based on PERS estimates of the process time table.  It is estimated that final federal approval will be made on or before July 2008.  
Upon filing of a resolution with PERS, and subsequent authorization furnished by PERS to conduct a Division, all eligible employees shall be provided a Notice of Division and a Statement of Information disclosing the election process, employee rights and benefits which will accrue to them, and the liabilities to which they will be subject, if their services are covered under Medicare-Only.  
Within 90 days of issuing employee information, all eligible employees will be provided an election form to decide on an irrevocable basis whether or not he/she personally wishes to be included or excluded under Medicare-Only covered employment.     

Following the election, the City will submit a certified list to PERS of those employees who elected to be covered under Medicare.  PERS in turn makes certification to the Governor that the Division was conducted in accordance with requirements of Section 218 of the Social Security Act.  The City will be provided with a resolution and a Medicare-Only Application-Agreement for execution with the State providing authorization of the State to request inclusion of the City in the master Social Security agreement with the federal government.  
The State will notify the City when the federal government approves the request for Medicare-Only coverage, at which time the City will be directed to deposit all Medicare taxes directly with the Internal Revenue Service (IRS) retroactive to July 1, 2007.   
Employee election information will disclose that, if electing coverage, a lump sum payroll tax of 1.45% of wages will be charged on all wages retroactive to July 1, 2007, 
and a payroll tax of 1.45% of wages will be charged going forward each pay period, subject to legislative tax rate changes by the federal government.   

BUDGET/FINANCIAL INFORMATION:

There is no FY 2007-2008 budget impact.  

For FY 2007-2008, there will be a full budget year impact of 1.45% of payroll taxes for those employees electing Medicare-Only coverage.   It is uncertain how many employees will elect the Medicare-Only coverage, but using current wage data and assuming 25% of the employees elect Medicare-Only coverage, the annualized total cost of the benefit is estimated at $58,040; half of which is to be paid by the City, $29,020, and half to be paid by the group of employees electing the benefit.  The average annual Medicare payroll cost per employee is $2,036, of which $1,018 is to be paid by the City and $1,018 to be paid by the employee electing the benefit.  The cost will be absorbed within affected departments’ budget appropriation.   
This matter was reviewed by the Finance Committee on July 24, 2007.  The Finance Committee recommends approval of this item.  
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