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PROPOSED ORDINANCE AMENDMENTS
· Background.  ERS is a qualified plan under the Internal Revenue Code ("Code") and must comply with Code requirements applicable to government plans, including being administered in accordance with the Ordinances and Rules.
In 2007, it was discovered that some ERS members were allowed to purchase past service credit in violation of applicable Ordinances and Rules.  The majority of these members made all required payments and were credited with the purchased service credit.  
To begin the process of correcting the errors, ERS reported the errors to the IRS in 2007 (to avoid tax-disqualification of ERS) through the IRS's Voluntary Correction Program ("VCP").  The enclosed Ordinance amendments are one potential method to correct the errors.  These Ordinance amendments will correct prior errors in the operation and administration of ERS.  In addition, the County will enter into a VCP compliance statement that may specify additional correction provisions for the violations. 
To simplify the operation of ERS, in light of the creation and existence of the OBRA plan, to ease the administrative costs and complexity of ERS and to ensure that future operational errors do not occur, the Pension Board requests additional amendments to the Ordinances to eliminate prospective purchases of service credit in ERS.  
· Proposed Ordinance Amendments.
· Section 1 of the resolution, Ordinance section 201.24(8.17) - Other Powers.
· Background.  The majority of County employees automatically become mandatory members of ERS.  Ordinance section 201.24(8.17) currently allows the Pension Board to deny membership in ERS to certain classes of employees and to make membership optional for certain employees.  
· Amendment.  The proposed amendment to Ordinance section 201.24(8.17) eliminates the Pension Board's ability to make ERS membership optional for certain classes of County employees by allowing purchases of service.  
· Effective Date.  January 1, 2015.

· Section 2 of the resolution, Ordinance section 201.24(11.1) - Buy Back Ordinance 2-Year Rule.
· Background.  Ordinance section 201.24(11.1) addresses employees who worked in positions covered by ERS before 1971, who left employment and withdrew their contributions, who thereafter returned to ERS-covered employment and wished to restore (“buy back”) that prior ERS service.  The ordinance requires such a member to complete two years of service after re-enrolling in ERS and to re-deposit the amount of any accumulated contributions he or she had previously withdrawn, with interest, during the first two-year period of reemployment.  Historically, ERS members were erroneously permitted to restore prior ERS service credit by paying the required amounts more than two years after the employee's most recent re-employment date. 
· Amendment.  In order to correct this error, the proposed amendment to Ordinance section 201.24(11.1) would provide that for all buy backs completed prior to July 1, 2007, the member must complete the repurchase within the thirty (30) year period beginning on the date the member is rehired.  However, any buy backs of pre-1971 ERS service that are completed between July 1, 2007 and December 31, 2014 are again subject to the two year repurchase requirement.     
· Effective Date.  The amendment changing the 2 year buy back period to 30 years would have an effective date of January 1, 1982 and would only apply to buy backs completed by July 1, 2007.  
○  Section 3 of the resolution, Ordinance section 201.24(11.1) – Buy Back Ordinance elimination
▪    Amendment.  Effective January 1, 2015, the buy back feature is eliminated by repealing the applicable provisions in Ordinance section 201.24(11.1).
· Effective Date.  The elimination of buy backs would be effective January 1, 2015
· Section 4 of the resolution, Ordinance section 201.24(11.11) - Use of 457 Plan Funds.
· Background.  This error relates to employees in the "buy back" situation described above and to an additional group of employees who previously worked in a position that was not automatically included in ERS, but for whom membership in ERS was optional.  Those employees were allowed to purchase service credit for their service when ERS membership was optional (“buy in” to ERS).  Some of these members transferred funds from the County's Code section 457 deferred compensation plan ("457 Plan") and individual retirement accounts ("IRAs") to purchase service credit.  The Code and Treasury regulations permit government plans to use Code section 457 plan and IRA funds to purchase service credit if the related plan documents provide for the required plan transfers.  However, the ERS Ordinances and Rules do not contain a provision permitting the use of 457 Plan funds to purchase service credits.
· Amendment.  To correct this error, the enclosed Ordinance amendment would create Ordinance section 201.24(11.11) to retroactively permit members to purchase service credit using 457 Plan and IRA funds.  The use of these funds for any form of purchase (either buy in or buy back) would remain subject to all other requirements of the Ordinances and Rules as well as the requirements of the Code.  
· Effective Date.  This amendment would have a retroactive effective date of January 1, 2002 and would only apply to payments made prior to July 1, 2007.  
· Section 5 of the resolution, Ordinance section 201.24 (12.4) - Code Section 415(c) Compliance  
· Background.  With respect to purchases of service credits, ordinance section 201.24(12.4) previously limited the amount of the "annual addition" that may be contributed or allocated to a member's savings account or membership account each calendar year to 25% of the County compensation paid to the member for the calendar year.  This limitation codifies the Code section 415(c) limit for certain contributions.  Amounts contributed to purchase service credits for some members exceeded this limitation.
· Amendment.  In 2014, as required for Code compliance, the Milwaukee County Board of Supervisors amended Ordinance section 201.24(12.4) (effective January 1, 2002) to provide that up to 100% of a member's compensation could be contributed to a member's savings account or membership account ("2014 Amendment").  However, some members contributed more than 25% of their compensation to purchase service credit prior to January 1, 2002.  The amendment previously passed by the Milwaukee County Board of Supervisors would not correct the errors for pre-2002 purchases.  To correct the pre-2002 errors, the proposed amendments to Ordinance section 12.4 would provide that the VCP compliance statement that the County will enter into with the IRS upon resolution of the VCP filing shall be written to correct failures to comply with the 415(c) limit.  This amendment would be effective January 1, 1982.  
· Effective Date.  These amendments would have retroactive effective dates of January 1, 1982 and January 1, 2002.


○    Section 6 of the resolution, Ordinance section 201.24 (12.4) - Code Section 415(c) Compliance

▪   Background.  This section merely re-codifies the amendment in the form that was previously passed by the County Board to this section.

▪   Effective Date.  These amendments would have retroactive effective dates of January 1, 2002.
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