
FOR THE COUNCIL MEETING OF JULY 20, 2010 

COUNCIL AGENDA REPORT 

July 20, 2010 

TO: City Council 

FROM: City Manager 
Prepared By: Director of Administrative Services 

SUBJECT: CALIFORNIA PUBLIC 
PRE-TAX PAYROLL 
CONTRIBUTIONS 

RECOMMENDATION: 

EMPLOYEES RETIREMENT SYSTEM 
DEDUCTION PLAN FOR MEMBER 

That the City Council adopt a resolution authorizing employees' contributions to 
the California Public Employees Retirement System (CaIPERS), which are 
picked-up by the City, as required by Internal Revenue Service Ruling 2006-43, 

BACKGROUND: 

It has recently come to the City's attention that back in 2006, Internal Revenue 
Service (IRS) Revenue Ruling 2006-43 was adopted. This ruling clarifies that the 
City should have adopted a resolution to identify whether all employees in the 
organization (or all employees in specific groups or classes) are subject to the 
"pick-up" provision, Cities that "pick-up" employee contributions for all of the 
employees in certain groups or classes, should specify as such in their resolution 
pursuant to Revenue Ruling 2006-43. The City's Resolution on file with 
CalPERS does not have specific language that complies with this ruling. Thus, 
the City needs to adopt an updated resolution to comply with the Revenue 
Ruling. 

Currently, members of the Santa Maria Police Officers' Association who are non
sworn employees, and part-time (32-hour) employees who are members of the 
Service Employees International Union (SEIU), pay a portion of their required 
contributions to CaIPERS. Non-sworn employees pay a two percent contribution 
and part-time (32-hour) SEIU employees pay one percent of the employee's 
contribution. 

DISCUSSION: 

Section 414(h)(2) of the Internal Revenue Code (IRC) allows public agencies and 
school employers to designate required employee contributions as being "picked
up" by the employer and treated as employer contributions for tax purposes. The 
effect of a "pick-up" is to defer tax on employee contribution amounts until the 



member retires and receives retirement benefits, or separates from employment 
and takes a refund of contributions. Absent the Section 414(h)(2) provision to 
governmental plans, employee contributions to a defined benefit pension plan 
would automatically be after-tax contributions (e.g., taxable income to the 
employee at the time the contribution was made). 

Fiscal Considerations: 
Adopting the attached resolution will comply with Revenue Ruling 2006-43, 
continue to allow employee contributions that are picked-up by the City to be tax 
deferred to the employee, and presents no cost to the City. 

Impact to the Community: 
None. 

RENE M. VISE 
Director of Administrative Services 
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