CITY OF GAINESVILLE 060716

%
Ly

)/ Office of the City Manager

November 3, 2006

Jeff Gibson

Director, New Business Unit
ICMA-RC

Suite 600

777 North Capitol Street, NW
Washington, DC 20002-4240

Dear Mr. Gibson:

In response- to the letter received from ICMA-RC dated October 8, 2006, the City
of Gainesville, Florida hereby notifies |CMA-RC of its intention to suspend
elective contributions in City of Gainesville Retirement Heaith Savings (“RHS")
Plan. The suspension is effective for Plan Year beginning January 1, 2007
and will be in place for the entire plan year 2007. If, as a result of the discussion
with the IRS, this suspension needs to become permanent, a formal amendment
of the terms of the Adoption Agreement doing this, or some variation of that, will
be made during calendar year 2007 The plan number impacted by this
suspension is 800150.

| understand ICMA-RC will notify us when a resolution is reached so that we may
take appropriate actions at that time.

Thank you.
Sincerely,

Russ Blackburn
City Manager

PO Box 490 + Gainesville, FL 32602-0490
(352) 334-5010 » FAX (352) 3343119




ICMA

Building Retivement Sec uraty

Ocrober 6, 2006

Dear Plan Sponsor:

At ICMA-RC we are active public policy advocares for stace and local government workers on rerirement

security issues With this responsibiliny we have been at the forefront in developing a forward-looking retiree
health solution - the VantageCare Retirement Health Savings plan (RHS) The basic suuctuic of the plan has
been recognized by the Inteinal Revenue Service (IRS) and over the years they have been fully aware of the

producr features

additional financial

RHS is designed to provide you and yous employees with funding solutions that offer
ee health care  Like

protection for whar has become one of the most significant expenses in retirement — rerir

you many employers have embraced this solurion for their employees

We recently learned thar the IRS has concerns with the elective features that are offered tn many of our RHS
plans. In response 10 their concern, we are working with the IRS to reach a practical resolution for RHS plans.
We are looking forward o gerting che issues resolved as quickly as possible and will keep you up 10 date off our

progress as we conrinue discussions with the IRS

Until the marter is resobved, ICMA-RC has volunzarily suspended offering RHS plans with elective features in
response o all RFPs we receive in the normal course of business
Because of IRS concerns with the elective fearures and the unces tainty regarding a resolution with the IRS, you may
want to temporarily suspend future irrevocable election contriburions o RHS plans beginning January 1, 2007
If you choose o suspend irrevocable election contributions, please notify ICMA-RC of your intention and we
will wotk with you to implement your request Please refer ro the enclosed Q&A docament which provides

additional informarion

We will continue to keep you informed of our discussions with the IRS and we are always available 1o respond
to any questions that you may have If you have any plan specific concerns or questions, we are giad 1o respond
to you directly Please contacr onr RHS Prioricy Line on 1-800-730-7250 so thar we may assist you

ICMA-RC s fully commirted 1o support you on retiree health care issues Wi
of health care ro your employees and we remain dedicared to providing vou

e recognize the critcal importance

and your employees with the besc

retcirement health options available

Sincerely,

Al Lokt

Keith Sendall
Senior Vice President, Field Sales

liate of ICMA-RC nmiember NASD/SIPC

Vanoagepoint securicies are distributed by ICMARC Senvices LLC a brokerdealer il




Ocrober 6, 2006

ICMA-

Build; ng Retirement Secur ity

Quesfions & Answers for Plan Sponsors

Question: Whar is RHS?

Answer:  JTCMA-RCs Retirement Health Savines (RHS) program provides emplovers 2 (ool o give retirees a flexible source
%) ‘ 8 progtam p plo g
ot funding — often supplemental ro a basic retiree health program — o meet escalating medical costs later in life The
RHS program may also help stare and local governmenrs address new Government Accounrine Standards Board
prog ¥ p g &
(GASB) rules for retiree heaith costs if employers shift from a defined benefit to 4 defined contribution approach ro
ploy pPp

retiree health
Question; Why is the [RS looking ar the RHS program?

Answer:  The IRS regularly performs payroll audits on government and private sector organizations (o ensure that they are in
ations and interpretations of rax law We are currently assisting several emplovers with

d by the IRS

cempliance wich existing regul

pavroll 2udits and stand ready to assist any employers whose RHS plans are audite
Question: Whar has changed since your letter in July?
Answer.  Recently ICMA-RC mer with IRS officials 1o discuss our RHS plan. At the meering, IRS officials indicared thac since

there was no statutory basis for the itrevocable elections the efecrions were not explicitly permitred

Question: Whar has ICMA-RC done o darte 1o resolve these issucs?

Answer:  [CMA-RC is actively engaged in discussions with the IRS to reach: # satisfactory solution as soon as possible. We also
continue o work with our leeal counsel, Groom Law Group 1o huild our iegal position on the issue of one-rime
irrevocable elections. Given rhe IRS position, {CMA-RC has opted nor to offer RHS plans with eleciive fearures in

TESPOMNSE [0 new Requesrs—For—]"mposals {(RFDs)

Quesfion: At chis point what has the IRS decided o do?

Answer: They have indicared a willingness to reach a resolution (o this issue for all the concerned parties We are actively

engaged in discussions with rthem
Question: We have a mandatory plan Does this development impact our plan?
Answer:  No Planswith mandaror, featuresonly aie not impacted by the IRS position You should continue plan adminisieation
15 usual

Quesiion: How long will it take o reach a resofution wirh the [RS?

Answer:  In consulration with our legal counse! Groom Law Group we understand thar it could rake up ro six monrhs ro
reich a resolution However each siruation s unique and it could be resohved more quickly

(Conrizied)

Vantagepoinr securities are distribured by ICM A-RC Services LLC broker-dealer affiliare of ICMA-RC member NASDYSIPC

R 'iim REFIREMENT cbnpommm 1777 NORTH CAPITOL STREET, NE | WASHINGTON, DC 20002-4240 .

T 202-962-4600 1 FAX: 202-962-4601 I TOLL FREE: 1-800-669-7400 | EN ESPANOL LLANE AL: 1-800-669-8216 1 INTERNET: WWWICHARCORG.




Question: Whar does the IRS position mean to my plan if it has elecrive fearures?

Answer:  Ar this time, the IRS has not made a final determination and therefore your plan may not be currently affecred However,
because of IRS concerns with the elective fearures and the uncer taincy regarding a resolution with the IRS, you may wan¢
to temporarily suspend irrevocable election contributions t0 RHS plans beginning January 1, 2007 Thereis 2 possibiliry>
thar by raking this action you may limit your furure opuons under z final resolution with the IRS

Question: Why are you suggesting we wait until January 1, 2007 o temporarily suspend contriburions in RHS plans with

elecrive fearures?

Answer: e are hopeful char we may have reached a tesolution on this marter wich the IRS by the end of the year However,

if nor, we believe the beginning of the tax year is a logical rime 1o make phan changes.

(uestion:  Other than suspending future contributions, whar options are avaitable ro our plan?

Answer:  While this is not a comprehensive list, these are primary oprions. With each of these options there are advantages

and disadvantages o your plan and we encourage vou ro speak with your counsel ro derermine the appropriateness

of these options for your plan The options include;

* Mainrain plan status quo pending final resolution with the IRS
* Amend the plan o include mandatory-only fearures

* Suspend furure enroliments bur mainzin the plan for current participanrs

there is a possibility thac by taking any action you may limir your

Depc‘nding on the finil resolurion with the IRS,
o implemenrt the option you choose If you need assiszance or have

future opricns We stand ready to work with you t
any questions, please call our RHS Priority Line at 1-800-730-7250

Question: We are in the middie of our open enrollment season what should we do?

pend offeting the elective fearures of your RHS plan 1o new enrallees during your open

Answer:  You may want to remporarily sus
rure options under e final resolurion with the IRS

enroliment windows Again this approach could limir vour fy

Question: We are sicned up for RHS with elective features bur have not started payroll deductions What should we do?
g P paj

v suspend che onser of payroll deducrions However each RHS plan is different and we

Answer: You may wanr ro rcmpomrif
appmach for your situation We ENCourage you [o Coniact our

will work with vou Endividuﬂ”y to derermine the best
RHS Priority Line ar 1-800-730-7150
Question: What is likely 1o happer when the IRS makes its final decision?
Answer.  When che IRS comm unicates a hnal decision on the issie of elective features ICMA-RC wilj take all the appropriate
steps with emplovers 1o make certain thar our plans are in compliance

Question: Should we consider terminacing our plan now ro protect cur participants?
Answer:  This is an option availble to vou Howener depending on the final resolution with the IRS there isa possibilin that
by taking this action you may limit your furure oprions

Question: Who shouid T call for more informarion?

Answer. It you have questiens cthar have nor been addressed by this Q&A please call our RHS Pricriey Line ar

1-860-730-7250,

Question: Is TCAMA-RC taking any other actions related o this issue?

Answer:  Yes \We are working with organizitions thar represent state and local government entiries public employers. benefits
administrarors and emplovees to contact key lawmakers 1o sk for their supporr in obraining guidance thar wiil
allow state and local governments and their employees 1o design the rools they need ro help meet cheir retiree health
care expenses Specifically, we ask thar key lawmakers urge the nternal Revenue Service o clarify the rax issues
surrounding the funding of HRAs W also ask that those same lawmakers conracr the Secretary of the Treasury and
the IRS Commissioner ro encourage them ro promptly provide formal wrirten guidance rhac addresses the rax issues

‘\Vith [hE S¢ nr'r'angemenrs




CITY OF GAINESVILLE

Department of Risk Management

Current Participants/ Suspending Deferrals beginning 1/1/07

Dear RHS Participant,

Our records indicate you are currently making elective contributions to the Retirément
Health Savings (RHS) plan to help pay for medical expenses incurred during retirement.
As you know, your contributions are irrevocable once you’ve initiated participation.
Health Reimbursement Arrangements (HRAs) like the RHS plan are relatively new and
guidelines governing these programs continue to evolve,

We have recently been notified that a division of the Internal Revenue Service (IRS) has
questioned whether the irrevocably-elected contributions made to these programs qualify
as tax-preferred contributions. Our plan administrator, ICMA-RC, is in the midst of
active dialogue with the IRS to clarify the situation.

There are numerous possible outcomes to these discussions with the IRS, but we won’t
know anything specific until an agreement is reached. Because of the current
uncertainty, we believe the best course of action is to temporarily suspend enrollment for
elective contributions in the RHS plan for the plan year effective January 1, 2007. In
addition, we will be suspending all curtent contributions made under a previous election
for the plan year beginning January 1, 2007. Should the IRS provide clarification befote
then and we determine that no change is needed, we will notify you. Elective
contributions to the plan will resume no eatlier than the beginning of the next plan year
(January 2008) and only if the IRS provides the necessary clarification.

The City of Gainesville and ICMA-RC remain committed to helping employees to
effectively save for their retiree medical expenses I you would like to consider
alternative methods to defer taxes for calendar year 2007, you may increase your
contributions to the City’s 457 Plan (subject to maximum contribution rules). In
addition, if you are over 55 and currently accessing you RHS plan for reimbursement of
your medical expenses, you may want to consider a medical reimbursement account.
Please contact Risk Management to discuss these option at 334-5045. We will keep vou
abreast of further progress as it develops.

If you have any questions please feel free to contact us or [CMA-RC’s Investor Services
free at 1-800-669-7400.

" 222 East Univet sity Avenue

Station 60 + PO Box 490 « Gainesville, FL 32602-0490

(352) 3345045 « Fax (352) 334-3102




