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DEFERRED COMPENSATION BOARD
March 25, 2013

City of
EDrEcal) .
mal==0N

January 30, 2013

FROM: Stanley L. McDivitt, Retirement Admini
BY: Kathleen Riley, Assistant Retirement Administrator

SUBJECT:  REVIEW, DISCUSS AND CONSIDER ISSUES RELATED TO ROTH 457 PLAN
PROVISIONS

BACKGROUND

At its meeting on August 9, 2012, the City of Fresno’s Deferred Compensation Board,
following a brief discussion regarding the addition of new 457 Roth provisions
(contributions and in-service conversion of Plan 457 deferrals) to the City's Deferred
Compensation 457 Plan, directed staff to investigate the requirements and estimate the
timeframe for implementation of the new Roth provisions available to 457 Plans.

On September 13, 2012, staff provided the Fidelity Roth Deferral Feedback File/Tape
Specifications to Jeff Beatty (Payroll) and Juanita Chavez (Personnel) requesting that
they provide an estimate for the amount of time needed by the Personnel Department
and/or Payroll Section to program, test and implement 457 Roth deferral type (after-tax)
contributions to the City's PeopleSoft payroll system. We advised that once the
necessary information was obtained from Payroll and Personnel the Board would meet
to finalize its recommendation, if any, for City Council to consider adopting modifications
to the Plan to add 457 Roth provisions.

October 8, 2012, Jeff Beatty provided a response (see attached email) listing the
required steps and estimated time (number of hours) necessary to complete the
programming, testing and implementation of the Roth component to the City's 457 Plan
from the perspective of Payroll, Personnel and ISD responsibilities.

Mr. Beatty correctly pointed out that the time estimate did not include the Plan
document review by staff and City Attorney’s office, and preparation of the
recommendation, if any, to the City Council. Further Mr. Beatty pointed out that the
costs of implementing new provisions to the 457 Plan are borne by the City and the
benefits are received by the Roth participants. As such, it would be important for the
Board to consider the number of potential participants to evaluate the effectiveness of
the additional City expense. Shawn Cosgrove, Managing Director at Fidelity, stated that
we might expect to have 5% of our participants select the Roth options and that it would
take a minimum of 2-3 years to reach that participation level.
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Given the information regarding the potential expenses and time to implement fully the
Roth provisions in the City’s 457 Plan, in December, Sandra Brock, a participant in the
Plan asked if Retirement Staff could explore creating a Roth 457 Plan that would only
accept in-service conversions (not payroll contributions).

Staff requested that Shawn Cosgrove confirm whether or not legislation allows Plans to
include an in-plan Roth conversion provision if the Plan does not also allow Roth
elective deferrals. Mr. Cosgrove has confirmed that the in-plan Roth conversion
provisions are only available if a plan allows Roth elective deferrals. However, he
also stated that Fidelity cannot currently support the in-plan Roth conversion optional
feature for 457 plans due to a “technical problem” in their record keeping system and
“there is no fix for that on the near term horizon”. Instead, Fidelity is currently only able
to administer the feature which allows 457 plans to add Roth 457 Plan deferral
contributions.

ISSUE

Should the Board consider making a recommendation to City Council to adopt
modifications to the City's 457 Plan to add language for a 457 Plan Roth deferral
contribution provision?

RECOMMENDATION

in summary, at this time Fidelity can support 457 Roth contributions but not 457 Roth in-
service conversions. City staff has provided feedback as to the estimated time and
costs necessary to complete the programming, testing and implementation of the Roth
component to the City’s 457 Plan from the perspective of Payroll, Personnel and I1SD
responsibilities. Given the City’s significant budget reductions to City staffing and the
limited anticipated participation in the 457 Raoth provisions, the Board may want to
consider delaying the recommendation for implementation of the 457 Roth provisions
until the City can better support the efforts necessary to modify their systems.

Staff is recommending that the Board review, discuss and consider all of the issues
concerning the limited implementation of 457 Plan Roth provisions and provide direction
as necessary to staff,



Kathleen Riley

From: Sandra Brock

Sent: Wednesday, December 26, 2012 1109 AM

To: Stanley McDivitt, Kathleen Riley, Patti Basquez; Yvonne Arellano

Cc: Ararat Cemetery; Doug Hecker,; Steven Jolly

Subject: There may still be a way to create a city Roth 457 Plan without reprogramming our payroli

processing software...

Importance: High

{ knew if | thought about this awhile, I'd come up with a work-around:

Why not create a Roth 457 Plan that would only accept in-service conversions (not payrolt contributions)?

That way, Fidelity would bear all processing cost, and there wouldn’t be any need to do any reprogramming of the
City’s payroil system, which you told me would require 100 hours of programmer time and there is no funding for that
programming work.*

Just having a Roth 457 Plan that wouid do in-service conversions would accommodate most current employees, who
mostly need to work on converting their existing regular 457 taxable account balances to never-taxed Roth 457 funds.
As it stands now, we can’t do conversions of 457 funds into a Roth account (1.e., a Roth IRA) until after we leave work,
and then coming up with the taxes to pay for that conversion would be perhaps insurmountably difficult when on a fixed
pension income. Being able to do a Roth 457 conversion while still employed would allow us to adjust our withholding
to pay the income tax on the conversions while we’re working and have more gross {and discretionary) income.

We could defer further amending the Roth 457 Plan to allow for ongoing payroll contributions unti we have enough
funding in place to reprogram PeopleSoft (or until we buy a replacement payroll processing program—from what [ hear,
PeopleSoft is becoming passé in the business world).

| think it's important to move forward with some flavor of Roth 457 Plan now, because “I hear the clock ticking” on
the whole “Roth” concept—what if Congress decides to foreclose the possibility of new tax-free retirement savings
plans? They probably wouldn’t mess with existing plans and accounts, but might well shut the door on new ones.
“Everything is on the table” in the current round of discussions, and | only see federal and state governments getting
more desperate for income tax revenue and more determined to tap private retirement savings.

Piease let me know if it would be possible under tax laws to create a Roth 457 account that would only allow in-
service conversions, which would be a good start and something we could do now,

Sincerely,
Sandy Brock

* |independently verified that it might actually take about that much programming time, given issues such as
maintaining limits on combo contributions to traditional + Roth 457 plans...apparently there is also some AG! limitation
for people who might want to make Roth 457 contributions {BTW, do you have info on that?). The City can’t just
download a pre-programmed update to our PeopleSoft payroll software to implement a Roth 457 Plan that would
accept ongoing payroll contributions, because we stopped buying service support from Oracle for that software
package; we have been doing all our own programming work on PeopleSoft. The only thing we buy from the PeopleSoft
vendor now are the annually revised withholding tables.



Kathieen Riley

From: Jeff Beatty

Sent: Monday, October 08, 2012 8:28 AM

To: Kathieen Riley

Ce: MaryJane Minnegy, Steven Shubin; TJ Miller; Juanita Chavez; Michael Hindes
Kathieen,

In response to your request for information on steps and costs to implement a Roth component to the City's 457
Deferred Compensation plan, Marylane, Steven, TJ, Juanita, Michael and | met to attempt a preliminary estimate. Listed
below are the steps we are aware of. We have given time estimates for the Payroll, Personnel, and ISD responsibilities.
There are additional requirements of City Attorney’s Office, City Council, and the Retirement Office and we have not
attempted to give time estimates for these steps.

Required steps and estimated time to complete: {not necessarily in order)

@

o

@

Set up and test new benefit plan in PeopleSoft (10 hours)
Set up and test new codes for after-tax deductions {10 hours)
Update and test deferral feedback file received from Fidelity each pay period to include both regular and Roth
contributions {10 hours)
Update and test contribution file transmitted to Fidelity each pay period to include both regular and Roth
contributions {25 hours)
Update and test deduction set-up process to differentiate regular and Roth deductions (5 hours)
Set up and test process to track combined maximum contribution levels {30 hours)
o {since the combined plans have a single maximum contribution, the current automatic deduction limit
will not work)
Review deduction maximum each pay period, make deduction changes as needed {1 hour each pay period after
implementation)
Update the plan document, present to Council for approval (?)
Update deferred comp forms (?7)
Communicate the changes to employees {?)
Enrolt new participants in plan, update deduction amounts each pay period {?)

We discussed the cost/benefit balance and the fact that the costs are born by the City, and the benefits are received by
the Roth participants. It will be important to estimate the number of potential participants to evaluate the effectiveness
of the expense. From a conversation with Fidelity’s Managing Director Shawn Crosgrove, we might expect to have 5% of
our participants select the Roth option. It will take a 2-3 years to reach that participation level.

Jeff



DEFERRED COMPENSATION PLAN
September 13, 2012

L Jeff Beatty, MAIII, Payroll Section
Juanita Chavez, Assistant Director Personnel

FROM: Kathleen Riley, Assistant Retirement Administrator
SUBJECT: Fidelity Investments RotE Deferral Feedback File/Tape Specifications
And Request for Implementation Timeline

The City’s Deferred Compensation Board met on August 9, 2012, and discussed the addition of
new 457 Roth provisions to the City of Fresno’s Deferred Compensation Plan. The Board
directed staff to investigate the requirements for implementation of Roth contributions to the
City’s Deferred Compensation 457 Plan.

Fidelity provided a brief process flow shown below and the attached Roth feedback File/Tape
Specifications.
> Participant contacts I'idelity to make Roth election.
e Participants can use Net Benefits, or a Telephone Representative to make a Roth
deferral election.

o Iidelity notifies payroll via the deferral feedback file.

e Roth deferral election will be included on the existing deferral feedback file sent

BT IfEDT is used new record layouts are required (see Roth Record 04 -Attached).
o Payroll processes deductions and sends contribution file to Fidelity.

e Payroll deducts the new Roth amount from the patticipant’s paycheck and sends
the contribution file to Iidelity.

e No new record layout is necessary for the contribution file, the existing record (19
or 20) is used, and the source field is populated with the new Roth source
number.

<> Fidelity receives contribution file and updates Roth money to participant accounts.

e Upon receipt of the contribution file and wire, Fidelity will post Roth money to
participant accounts.

Please review the Roth Deferral Feedback File/Tape Specifications and provide an estimate for
the amount of time needed by the Personnel Department and/or Payroll Section to program, test
and implement 457 Roth deferral type (after-tax) contributions into the City’s PeopleSoft payroll
system,

Once information is gathered, the Board will meet to finalize its recommendation and propose
that the City Council adopt modifications to the Plan document to add 457 Roth provisions
including in-service conversion of non-Roth deferral dollars to the City of Fresno’s Deferred
Compensation 457 Plan.
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