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RECOMMENDATION 
Adopt a Neutral, with Suggested Amendments position on Assembly Bill (AB) 
1346, because the bill provides the Sacramento Metropolitan Fire District (SMFD) 
with the flexibility to address its postretirement health benefits, which are the result of 
collective bargaining and do not have a direct impact on the administration of the 
Public Employees’ Medical and Hospital Care Act (PEMHCA). 
 
EXECUTIVE SUMMARY 
Among other things, this bill provides an employer contribution towards annuitant 
health benefits for employees that work at least five years with the Sacramento 
Metropolitan Fire District, with the full contribution amount determined in a 
Memorandum of Understanding (MOU) agreed to by its employees’ exclusive 
representative. They would receive 25 percent of the full employer contribution after 
five years of service, increasing 5 percent annually to 100 percent with 20 years of 
the California Public Employees’ Retirement System (CalPERS)-covered service. 
 
STRATEGIC PLAN 
The item is not a specific product of the Annual or Strategic Plan, but is a part of the 
regular and ongoing workload of the Office of Governmental Affairs. 
 
BACKGROUND 
1. Vesting Options Provided to PEMHCA Contracting Agencies 

Vesting is the amount of time in employment needed to be eligible to receive 
employer contributions towards the cost of annuitants’ monthly health premiums. 
The vesting requirements for employer-paid annuitant health benefits are different 
for CalPERS State, California State University, judicial, public agency, and school 
members. 
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CalPERS provides three contracting alternatives for contracting public agencies 
under the PEMHCA: 
• Contracting agencies are required to make equal contributions for both active 

employees and annuitants, whereby, an employee who retires and meets the 
definition of an annuitant, becomes 100 percent vested and receives an 
employer contribution amount equal to what active employees receive. 

• Agencies joining PEMHCA on or after January 1, 1986, have the option to 
temporarily pay a lesser employer contribution amount for annuitants than for 
active employees, provided the agency increases its contribution for 
annuitants each year, over a twenty-year period, until it equals the agency's 
contributions for active employees. 

• Contracting agencies also have the option to be subject to a pre-set "vesting 
schedule" which establishes specific percentages of employer contributions 
toward annuitant health care premiums based on an employee's total credited 
years of service. Under this option, an employee must work at least ten years 
to qualify for a 50 percent employer contribution toward annuitant healthcare, 
increasing 5 percent for each year of service, until the employee is 100 
percent vested at 20 years of service. The employer contribution under this 
option is mandated at minimum to be the State Annuitants 100/90 formula. 

 
2. Vesting Option for School Employers Only 

In addition to the options listed above, section 22895 grants school employers a 
contract option flexibility that is not available to other public agencies. This option 
allows school employers to use collective bargaining to establish an employer 
contribution amount for annuitants with at least five years of credited service with 
the school employer. Under this provision, a collective bargaining agreement 
establishes the employer contribution and only applies to those employees who 
retire subsequent to the MOU effective date (Section 22895). 

 
3. Vesting Options Provided to Other PEMHCA Employers 

What the SMFD proposes to do is not without precedent. Other public agencies 
with contracts with CalPERS for health benefits have also succeeded in getting 
legislation implemented that allows them to have flexibility in their vesting 
schedules. These legislative changes to the PEMHCA for public agencies have 
resulted in minimal administrative costs to CalPERS, but provide cost savings to 
these agencies’ future annuitant healthcare. 

 
4. Current SMFD Post-Employment Health Coverage and Recent MOU Changes 

In 2011, SMFD negotiated with its firefighters union a package of cost-saving 
concessions that addressed both pension and health benefits. A key part of that 
package would require firefighters hired after December 1, 2011, to work five 
years with SMFD before becoming eligible for annuitant health care. Then an 
annuitant would receive 25 percent of the full employer contribution after five 
years of service, increasing 5 percent annually to 100 percent with 20 years of 
CalPERS-covered service. However, this vesting schedule needs to be codified in 
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PEMHCA before SMFD can contract for this option and provide it to its 
firefighters. In order to reduce costs in the interim, SMFD contracted for the 
existing vesting schedule already contained in the PEMHCA, which provides a 50 
percent employer contribution after the employee performs ten years of CalPERS-
covered service, increasing to 100 percent after 20 years of service. 
 

ANALYSIS 
1. Proposed Changes 

Specifically, AB 1346: 
• Provides an employer contribution towards annuitant health benefits for 

employees that work at least five years with the SMFD, with the full 
contribution amount determined in an MOU agreed to by its employees’ 
exclusive representative. Individuals would receive 25 percent of the full 
employer contribution after five years of service, increasing 5 percent annually 
to 100 percent with 20 years of CalPERS-covered service.   

• Stipulates that credited service of annuitant means State service, and that at 
least five years of service must be with the SMFD. 

• Requires the SMFD to notify the CalPERS Board of Administration (Board) 
when a new agreement is adopted, and certify that there is not an applicable 
MOU for employees not represented by a bargaining unit. 

• Applies only to employees who retire for service and whose retirement date is 
on or after the effective date of the MOU. 

• Requires that the employer contribution will be 100 percent for any annuitant 
who retired for disability or retired for service with 20 or more years of service 
credit entirely with the SMFD, regardless of the number of days after 
separation from employment, or if retiring from another employer. 

• Specifies that for members with 20 years entirely with the District, the 
employer contribution will be paid only if it is greater than, and made in lieu of, 
a contribution payable to the annuitant by another employer. 
 

2. Reason for the Bill 
According to the sponsor, AB 1346 adds an additional alternative vesting 
schedule to PEMHCA, which reflects the terms of the collective bargaining 
agreement between SMFD and Sacramento Area Firefighters, Local 522 with 
respect to employer-provided annuitant healthcare contributions.   
 

3. Employers Seek Greater Flexibility to Address Benefit Costs 
AB 1346 is the latest of approximately a dozen bills introduced in recent years to 
provide exceptions to the vesting and contribution provisions of PEMHCA. SMFD 
indicates the negotiated benefit changes are intended as both a cost-saving 
measure and also a recruitment tool for experienced firefighters. Its situation is an 
example of a broader issue for many contracting agencies that have found the 
existing PEMHCA vesting options to be static and not flexible to negotiation. 
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Since the adoption of Government Accounting Standards Board Rule 45, which 
requires public employers to report in their annual financial statements any non-
pension liabilities associated with post-employment health and welfare benefits for 
current and future annuitants, many contracting agencies have also been 
exploring and implementing methods to control and pre-fund such liabilities. 
 
CalPERS staff recently completed a Health Benefits Purchasing Review to 
evaluate current health benefit design and purchasing strategies, and to identify 
areas of improvement in the Health Benefits Program. These efforts led to the 
Board’s approval of 21 strategies and initiatives, including providing regulatory 
flexibility for public agencies. Among the potential solutions is to provide public 
agencies more flexibility or options in the area of vesting schedules for annuitant 
health care. 
 

4. CalPERS Technical Amendments  
The purpose this bill is to codify the health vesting schedule agreed to between 
SMFD and its represented employees through collective bargaining.  While 
CalPERS staff has no issues with the intent of the bill, staff has recommended the 
sponsor make the following technical amendments to ensure the bill clearly 
reflects the MOU agreement. Staff has shared these amendments with the bill’s 
sponsor (California Professional Firefighters) and SMFD and they have agreed to 
incorporate these changes. A summary of these amendments follows: 
• Clarifies that “in the case of employees represented by a bargaining unit” the 

employer contribution for each annuitant is determined pursuant to an MOU 
through the collective bargaining process; 

• Adds a section that for employees not represented by a bargaining unit, the 
employer contribution for each annuitant is determined pursuant to a resolution 
adopted by a majority of SMFD’s Board of Directors; 

• Adds a section that the employer contribution may not be less than the 
adjusted employer contribution required by subdivision (b) of Section 22892; 

• Clarifies that in addition to providing the board a notification of the agreement, 
SMFD also provides the resolution it adopted; 

• Clarifies that the bill applies only to SMFD employees hired on or after 
December 1, 2011. 

 
BUDGET AND FISCAL IMPACTS 
1. Benefit Costs 

Any future benefit costs or savings experienced by SMFD are unknown and will 
vary based on the employer contribution negotiated in periodic MOU agreements. 
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2. Administrative Costs 
Minor and absorbable 

 
BENEFITS/RISKS 
1. Benefits of Bill Becoming Law 

Provide SMFD the flexibility to manage its post-retirement health coverage 
liabilities through collective bargaining. 

 
2. Risks of Bill Becoming Law 

Continuing to enact carve-out legislation like AB 1346 may make the PEMHCA 
increasingly complex by having to administer multiple agency-specific vesting 
schedules. 

 
ATTACHMENTS 
Attachment 1 – Legislative History 
Attachment 2 – Support and Oppose 
 
 
 
 
 

_________________________________ 
DANNY BROWN, Chief 

Office of Governmental Affairs 
 
 
 

_________________________________ 
ANN BOYNTON  

Deputy Executive Officer  
Benefit Programs Policy and Planning 
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