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Title: Pima County Employee Benefits - Deferred Compensation Plan

Introduction/Background:

Pima County has approximately 6,100 benefits eligible employees of which 1,496 participate in a deferred compensation
plan. The County currently offers the following three plans:

. National Association of Counties (NACO), administered by Nationwide
° International City/County Management Association (ICMA), administered by ICMA-Retirement Corporation
° Prudential, administered by Retirement Plan Advisors.

Human Resources and the Procurement departments evaluated what would be advantageous within a deferred
compensation plan and whether the existing plans could be modified. A key feature of most current plans is to provide
participants with an open architecture structure, giving them the ability to invest not only in the core financial products
but also in the full line of both the plan administrator's and competing firms' financial products. The current three Pima
County plans do not have this option.

Discussion:

As detailed in the attached memorandum, Pima County essentially has four options available to provide a deferred
compensation plan as a personal benefit to its employees. The options are:

1. Keep the existing plans in place;

2. Issue an RFP for one new plan to replace the existing plans;

3. Consolidate the existing three plans into one plan;

4. Transition into the Arizona State Retirement System {(ASRS) plan.

If the County decides to maintain its own plan(s) by choosing any of the first three options, the County will need to
establish a deferred compensation board to oversee financial performance of the plan(s} as the County has a fiduciary
responsibility to ensure that the plans are performing at an appropriate level. Although the County currently has this
responsibility, we have not been evaluating plan performances as we should. A deferred compensation board would
generally consist of County management representatives and representatives of plan participants.

Conclusion:

Staff believes the best option is for the County to participate in the ASRS 457 plan, which was recently awarded to
Nationwide following a competitive solicitation. Due to the economies of scale, it provides more favorable fees to our
employees than we would experience in any other plan we would be able to maintain independently. Joining the ASRS
plan would also transfer the fiduciary responsibility to oversee plan performance from the County to the State. The State
plan already has a review board in place to oversee its deferred compensation plan.

Because the County's current Nationwide plan has been in place for approximately 30 years, there is one option available
in that plan, a guaranteed fixed rate of 3.5 percent account, that is not available in any of the other plans, including
Nationwide's plan with ASRS or any new plan available on the market. Because that is a much more favorable option than
any of the other plans, elimination of that component would negatively impact members in that plan if the County
establishes a new plan. Staff recommends that, if the Board chooses option 4, to join the ASRS plan, monies already
deposited in the 3.5 percent fixed account with Nationwide be grandfathered to allow the funds to remain in that
account. Nationwide has indicated it would agree to such an arrangement.



Recommendation:

Human Resources recommends that the Board end the current three plans and join the 457 Deferred Compensation plan
offered by the Arizona State Retirement System, while maintaining existing accounts in the 3.5 percent fixed account

with Nationwide.

Fiscal Impact:

None
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In 2016, the State of Arizona issued a Request For Proposals (RFP) to replace its own deferred
compensation plan, and Procurement recommended waiting to see the results of that competitive
selection process. The Arizona State Retirement System (ASRS) deferred compensation plan was
designed to allow other jurisdictions, such as Pima County, to become participants in the plan. The
ASRS plan that was initially selected from the competitive process in late 2016, however, was
significantly more limited in its features than what staff believed would most benefit County
employees. Based on those limitations, Human Resources and Procurement recommended Pima
County conduct its own competitive selection of an administrator for a single deferred compensation
plan for County employees. Human Resources worked with Procurement to develop an RFP, but
before issuing the RFP, the ASRS plan improved to include many of the features Pima County was
seeking. The improved selection of core offerings became available May 16, 2017. Human Resources
and Procurement were in the process of making a recommendation to the County Administrator to
have Pima County join the ASRS plan as a participating agency. At the same time, during the Board
of Supervisors Budget Hearing on May 18, 2017, Chair Bronson requested that the decision about the
procurement of a new deferred benefit plan be brought to the Board of Supervisors. Pima County
essentially has four options available to provide a deferred compensation plan as a personal benefit
to its employees. The four options are described below along with the advantages and disadvantages
of each. The first three options involve the County continuing to have its own County plan(s). The
fourth option involves joining with the ASRS plan. If the County decides to maintain its own plan(s),
the County will need to establish a deferred compensation board to oversee financial performance
of the plan(s) as the County has a financial responsibility to ensure that the options are performing
at an appropriate level. Although the County currently has this responsibility, we have not been
evaluating plan performances as we should. A deferred compensation board would generally consist
of County management representatives and representative of plan participants.

1. Status Quo — The first option would be to leave all three plans in place, each with different
options and fee structures. The advantage of this option is that it has no disruption to
employees’ current plan choices. However, the best practices for 457 plans is to offer only
one to employees. The disadvantages include:

e Overwhelming amount of choices - Employees currently have so many choices available
now that it is very difficult to make educated decisions on what options best meet their
needs.

e Fees - With three plans, employees are paying higher fees than if there were only one
plan option.

e Fiduciary Responsibility - The County would need to establish a deferred compensation
board to oversee plan performances.

2. Develop a Request for Proposal (RFP) for having only one plan. While this option eliminates
the overwhelming amount of options available and would reduce the current fee structure,
it does not eliminate the need to establish a board for oversight and management. Aithough
the outcome would likely reduce costs to employees, the potential fees would
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not be expected to be lower than those provided through the ASRS plan, which has a much
larger participation base.

3. Close down two of the current plans and offer only one plan. This option would save the
efforts involved with the procurement process, reduce the confusing number of options and
provide a more favorable fee structure. This option would not eliminate the County’s fiduciary
responsibilities requiring establishment of an investment board. As discussed below,
Nationwide would seem to be the most suitable company if this option is selected. The Board
would need to terminate the ICMA plan and the Prudential plan and migrate the employees
participating in those pians into the existing NACO plan with Nationwide.

4. Transition current enrollments to the ASRS 457 plan. A fourth option is to have the County
participate in the ASRS 457 plan, which was recently awarded to Nationwide following a
competitive solicitation. Due to the economies of scales, it provides more favorable fees to
our employees than we would experience in any of the options mentioned above. Even more
importantly, it transfers the fiduciary responsibility from the County to the State. The State
plan already has a Board in place to oversee its deferred compensation plan. Nationwide
already covers 61 percent of County participants. Although staff originally was
recommending against joining the ASRS plan, the plan with the State was recently enhanced
by adding a fixed rate option that is currently at 2.59 percent (although this rate is not
guaranteed) similar to the option described below as well as several new investment options,
so that it now would be a suitable option for our employees.

Because the County’s Nationwide plan has been in place for approximately 30 years, there is one
option available in that plan that is not available in any of the other plans, including Nationwide’s
plan with ASRS or any new plan that Nationwide may propose. There is a guaranteed fixed rate of
3.5 percent option available that needs special attention. This allows participants to place their funds
in a guaranteed fixed rate investment yielding 3.5 percent. Because that is a much more favorable
option than any of the other plans, and would be a negative impact to members in that plan, that
portion of money on account should be grandfathered and remain as is. Grandfathering in this sense
means to allow the monies already deposited to the Nationwide 3.5 percent fixed account to remain
in that account with no future deposits permitted. Below is a breakdown of the 3.5 percent fixed plan
transition with the four available options.

Option 1 Current 3.5 percent fixed funds remain as is and future contributions may also
continue.
Option 2 There is no grandfathering option and those funds will need to transition to a less

favorable fund.

Option 3 If Nationwide is selected, current 3.5 percent fixed funds remain as is and future
contributions may continue. If Nationwide is not selected, there is no grandfathering
option available and those funds will need to move to a less favorable account.
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Option 4 Current 3.5 percent fixed funds will be grandfathered. Participants may choose to
invest in the 2.5 percent fixed account that is available with the ASRS 457 plan.

If any option other than 1 is chosen, all accounts, with the exception of the 3.5 percent fixed with
Nationwide, will transition to the new plan. While all options except option 4 above require a Board
to oversee performance, managing multiple plans with many options would unnecessarily be much
more labor intensive. it is preferable to have only one plan. The County has a very low participation
rate in the three plans, only about 25 percent of employees participate. The County cannot really
encourage one plan over another and therefore provides little guidance to employees in choosing a
good plan. If the County had only one plan, more effort could be spent educating employees of the
benefits of deferring income, even if only a small amount each pay period. The deferred
compensation plan benefit provides an extremely helpful tool for employees to prepare for
retirement costs. With only one plan, the County can focus on ways to better educate and promote
deferring income.

Recommendation

The Human Resources and Procurement staff recommend that the Board adopt the 457 Deferred
Compensation plan with the Arizona State Retirement System and transition all accounts (with the
exception of monies in the 3.5 percent fixed account) to Nationwide.
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c: Tom Burke, Deputy County Administrator for Administration
lohn Voorhees, Assistant Deputy Count Administrator for Administration
Wendy Petersen, Deputy Director for Human Resources
Gay!l Hayes, Benefits/Wellness Division Manager for Human Resources
















































