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Title: San Diego County Law Enforcement Retiree Medical Trust 
Jurisdiction: San Diego County 
Type: Retiree health benefit 
Vote: Contracts approved by San Diego County Board of Supervisors 
Status: Currently in contract negotiations  
Issue: There is an opportunity to save taxpayer money while offering a benefit to public safety 
employees that they do not currently have by making use of the non-taxable nature of income 
used for medical expenses. 
Description: Healthcare costs continue to increase, and medical needs typically are significantly 
more in retirement. Because income used for healthcare expenses are non-taxable, an incentive is 
created to divert some of one’s income into a tax-free savings account that can only be used on 
healthcare expenses in retirement. The trust is designed to protect taxpayers by ensuring that the 
benefit is not pensionable compensation, and all investment risk is placed on the employees.  
Fiscal Impact: Fiscal savings will be determined on the degree to which payroll taxes are 
avoided. Payroll taxes are not paid on medical trust contributions. Savings will occur as collective 
bargaining contracts including this benefit are approved. 

 

 

 

San Diego County Law Enforcement Retiree Medical Trust 
May 2013 

 

SDCTA Position:   SUPPORT 
 
Rationale for Position:     
 
The San Diego County Law Enforcement Retiree Medical Trust would be a means to offer a new 
benefit to law enforcement employees while local government agencies save taxpayer dollars. The 
Retiree Medical Trust offers a retiree healthcare benefit in a fiscally responsible way, providing 
taxpayer protection from investment risk and mismanagement.  
 

 
Background: 
 
Raising Healthcare Costs 
 
Healthcare spending across the country has increased dramatically in recent decades, bringing with it 
a whole host of related issues. The entire increase in spending cannot be explained by positive 
developments such as increased quality of care and innovative new treatments. Experts point to 
overtreatment, extending life spans, and a variety of other reasons to explain this phenomenon.  
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Figure 1: US Spending on Healthcare (Adjusted for Inflation) 
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Source: California HealthCare Foundation1, SDCTA, US Bureau of Labor Statistics 
 

The trend is commonly understood to be unsustainable. If healthcare spending continues to follow 
the same trend, healthcare spending will further crowd out spending and investing in other industries 
and ultimately take its toll on the nation’s economy and American’s quality of life. Figure 2 illustrates 
the growth in recent decades of healthcare expenditures as a portion of the US economy.   
 
Figure 2: US Spending as a Percentage of Gross Domestic Product (GDP) 
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Source: California HealthCare Foundation, SDCTA 
 
 

Living Longer 
 
In part through advances in healthcare treatment, Americans are living longer than ever. While this 
has an impact on healthcare expenditures as described in the previous section, it also increases the 
length of the average retirement and the amount each retiree will spend on healthcare during their 
retirement. Figure 3 demonstrates the national trend in life expectancy. 
 

                                                 
1 “California Healthcare Almanac. Health Care Costs 101: Slow but Steady”. California HealthCare Foundation. 
August 2012. http://www.chcf.org/~/media/MEDIA%20LIBRARY%20Files/PDF/H/PDF%20HealthCareCosts12.pdf. 

http://www.chcf.org/~/media/MEDIA%20LIBRARY%20Files/PDF/H/PDF%20HealthCareCosts12.pdf
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Figure 3: Additional Life Expectancy at Age 65 
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Source: SDCTA, US Centers for Disease Control and Prevention2 

 
As retirement becomes longer due to increased life expectancy, cumulative medical expenses are 
pushed up as well for retirees with no additional time to save for it. Public safety employees typically 
face an even longer retirement to save for as they commonly retire as much as ten years earlier than 
other public employees. Regardless of retirement age, seniors become eligible for Medicare at age 65. 
On average, the years in between retirement and Medicare eligibility are substantially less affordable 
than at any other time as presented in Figure 4. 
 
Figure 4: Average Annual Employee/Retiree Share of Medical Coverage (2010) 

$4,140

$7,668

$2,412

$2,004

$3,984

$1,044

Retirees Age 65+
(Medicare Eligible)

Retirees Under Age 65
(Not Medicare Eligible)

Active Employees

Employee/Retiree 
Coverage

Employee/Retiree 
Coverage + 1

 
Source: SDCTA, Towers Watson3 

 
 
Medical Benefits within the County San Diego  
 
Currently, the County of San Diego does not offer medical benefits in retirement to public safety 
employees, or any miscellaneous (other) employees for that matter. This is not true for other 
government agencies within the county’s boundaries. 
 

                                                 
2
“Table 22. Life expectancy at birth, at age 65, and at age 75, by sex, race, and Hispanic origin: United States, 

selected years 1900-2010”. US Centers for Disease Control and Prevention. 
http://www.cdc.gov/nchs/hus/contents2011.htm#022. 
3
 2010 Health Care Cost Survey. Towers Watson. 

http://www.changehealthcare.com/downloads/industry/Towers%20Perrin%202010%20Health%20Survey.pdf 

http://www.cdc.gov/nchs/hus/contents2011.htm#022
http://www.changehealthcare.com/downloads/industry/Towers%20Perrin%202010%20Health%20Survey.pdf
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In those agencies where medical benefits are offered for during retirement (Other Post-Employment 
Benefits or OPEBs), they are typically done so as defined benefit programs. Defined benefit 
programs are where an actuarially calculated contribution is determined that is expected to fully fund 
the future benefit promised to the employee. The benefit is then delivered regardless of the actual 
investment returns on the contributions and the actual level of funding set aside. This design places 
the responsibility of funding the benefit and the risk associated with investments on the government 
agencies and ultimately the taxpayer. 
 
SDCTA Past Positions on Retirement Health Benefits 
 
In 2011, SDCTA produced a study on OPEBs as part of a multi-stage study of public sector wages 
and benefits to better understand these costs over time. The study includes two recommendations 
that provide guidance for managing defined benefit plans, and then a recommendation suggesting 
defined contribution plans as an alternative. They are as follows: 
 

SDCTA Recommends cities adopt the following recommendations: 
 

 Reform retiree health care benefit for employees to a level at which the city can sustain 
payments of the full Annual Required Contribution each year. 
o Cities that extend retiree health care benefits to spouses and dependents should 

consider limiting those benefits to the employee alone. 
o Cities should place a cap on taxpayer subsidized premiums if retiree health care 

benefits are offered. 

 Cities that have not created a trust or joined the California Employee’s Retirement 
Benefits Trust (CERBT) to help fund OPEBs should do so as soon as possible. 

 If a city chooses to offer retiree health care benefits to new employees, cities should 
enroll those new employees into a defined contribution plan. 

  
 
Proposal: 
 
Description 
 
Wells Fargo Advisors is offering a financial product known as a Retiree Medical Trust for 
consideration of public safety employee’s unions and the government agencies negotiating with them. 
The product is designed to save taxpayer money while offering a benefit to public safety employees 
that they do not currently have by making use of the non-taxable nature of income used for medical 
expenses. 
 
Because income used for healthcare expenses are non-taxable, an incentive is created to divert some 
of one’s income into a tax-free investment that can only be used on healthcare expenses in 
retirement. The Retiree Medical Trust being proposed requires employees, through negotiations, to 
initially divert a to-be-determined dollar amount per paycheck into a pooled account designed to 
provide a lifetime benefit. The benefits are variable and determined based on available resources. The 
benefit can be used for medical expenses including supplementing Medicare and paying for 
healthcare coverage until a retiree is eligible for Medicare. 
 
Because the contribution is made on a pre-tax basis, and benefits are not taxed when paid out, the 
investment is tax-free. If the determined amount of gross income to be diverted is, for example, $25, 
each paycheck only decreases by $18. The remaining $7 would have been charged as taxes. The $25 is 
also no longer considered compensation for purposes of the employer’s payroll tax, saving taxpayer 
dollars. 
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The trust is designed to protect taxpayers by ensuring that the benefit is not pensionable 
compensation, and all investment risk is placed on the employees. 
 
The San Diego County Law Enforcement Retiree Medical Trust is designed so that it can be 
expanded to include other Law Enforcement employee associations throughout the boundaries of 
the County in the future.. 
 
Participating Labor Associations 
 
Employee Associations that have demonstrated interest in participating in the San Diego County 
Law Enforcement Retiree Medical Trust include: 
 

 Deputy Sheriffs’ Association 

 Probation Supervisors Association 

 San Diego District Attorney Investigator’s Association 

 San Diego County Probation Officers Association 
 
 
Policy Implications: 
 
State and/or Local Government 
 
Savings of taxpayer dollars are expected to be achieved in the form of lower payroll taxes for the 
County of San Diego and potentially other local government agencies. In addition, if the Retiree 
Medical Trust is used by government agencies as a replacement for defined benefit retiree health 
benefits, taxpayers will be removed from investment risk. 
 
Local Taxpayers 
 
Taxpayers will not be directly affected. Indirectly, it is expected that saving of taxpayer dollars will be 
achieved in the form of lower payroll taxes for the County of San Diego and potentially other local 
government agencies. 
 
 
Fiscal Impact: 
 
Fiscal savings will be determined on the degree to which Federal Insurance Contributions Act 
(FICA) contributions are avoided. FICA contributions include 6.2 percent of pay to fund Social 
Security and 1.45 percent to fund Medicare. These contributions are not made on pay that is diverted 
into a medical trust. Because Safety employees at the County do not pay Social Security, the savings 
will only be based on the 1.45 percent that would have otherwise been dedicated to funding 
Medicare. Savings will occur as collective bargaining contracts, including this benefit, are approved. If 
all four County Safety bargaining units participate, the County is estimated to save between $33,000 
and $66,000 annually depending on the amount of the contribution. 
 
 
List of Proponents: 
 

 Deputy Sheriffs’ Association 

 Probation Supervisors Association 

 San Diego District Attorney Investigator’s Association 

 San Diego County Probation Officers Association 
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Proponent Arguments: 
 

 The San Diego County Law Enforcement Retiree Medical Trust would be a means to offer a 
new benefit to law enforcement employees while local government agencies save taxpayer 
dollars. 

 The Retiree Medical Trust would offer a defined contribution benefit that provides taxpayers 
protection from investment risk and ensure that the benefit is never considered to be 
pensionable compensation. 

 
 

List of Opponents: None known. 
 
 
Opponent Arguments: None known. 
 
 


