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STAFF REPORT

Meeting Date: February 15, 2011

To: Honorable Mayor & City Council

From: Scott G. Miller, Chief Financial Officer

John Shim, Management Analyst

Subject: Summary Results of the Alternative Retiree Medical

Program (ARMP)

Attachments: None

INTRODUCTION

Staff successfully completed full implementation of the Alternative Retiree
Medical Program (ARMP) as approved by the City Council in December of 2010.
This program was one of the five programs developed by staff and the City
Council designed to help significantly reduce long term benefit costs the City
would incur by giving current non-safety employees the opportunity to opt out of
their existing benefit in exchange for a defined contribution plan or a one-time
lump sum payout. 58% of the eligible employees opted to take this program.

Below is a final summary of the program.

DISCUSSION

In an effort to reduce long-term employee related costs, Staff with City Council
input created a five program plan designed to manage increasing employee and
health care costs. These include 1) tying employee salaries and benefits to
market levels, 2) adopting a flexible benefits cafeteria plan, 3) offering a defined
benefit retiree health care plan for all non-safety employees hired after January
1, 2010 and for safety employees after January 1, 2012 and 4) implementing the
ARMP program to reduce the City’s Other Post Employment Benefit (OPEB)
liability. The final step of the City’s plan 5) is to put into place a combination of
modifications to the City’s current pension program which may include a two tier
retiree benefit system. This will require negotiation with employee associations
which is expected to begin fairly soon. Programs 1-3 have already been
implemented and have been projected to save the City approximately $714
million over 40 years.



The ARMP, which is the fourth program plan enabled the city to substantially
decrease its future risk exposure to unfunded liabilities inherent in the prior
defined benefit model of retiree health care. This is an example of Beverly Hills’
proactive and innovative approach to implementing long term solutions to
systemic issues.

Although the expected participation rate of the ARMP was originally 35%, actual
participation in the program totaled 58% of all eligible employees. With this
robust level of participation, the City’s actuary calculated the estimated cost
savings in unfunded liabilities to the city to total more than $91 Million over 40
years for this program alone. This is an increase of $36 Million from the initial
projection provided to Council in December of 2009.

The ARMP has generated a groundswell of interest from other jurisdictions. In
response, the Chief Financial Officer along with participating consultants
presented the concept at numerous regional meetings throughout California.
These included a forum in Culver City and Foster City, CA that drew
approximately 150 respected finance professionals and municipal employees
throughout the state.

Staff has also been invited to speak on a national platform at the Governmental
Financial Officers Association (GFOA) conference in San Antonio, Texas as well
as the International City Management Association (ICMA) conference
respectively.

Furthermore, Girard Miller, a senior strategist at the PFM group and a noted
expert in the field Other Post Employment Benefit (OPEB) strategies, included a
review of the ARMP in an article to be published in Public Finance Magazine, a
nationally recognized publication.

Due to the highly positive employee response, the surge of interest from
neighboring municipalities and experts and the substantial amount of money
projected to be saved through the program, staff feels that the ARMP has been a
resounding success.

FISCAL IMPACT

The ARMP will benefit the city by reducing unfunded retiree health benefit
liabilities by approximately $91,000,000 over 40 years. Over $100,000 in
consulting services along with many staff hours led to the successful creation
and implementation of the ARMP. However, this cost is mitigated by the
cumulative cost reduction listed above.

RECOMMENDATION

Staff recommends the City Council receive and file this report.

Chief Financial 0 icer/Director of
Administrative Services


