
Request for City Council Committee Action 
from the Human Resources Department 

Date:  December 19, 2005 

To:  Ways and Means Committee 

Referral to: City Council 

Subject Amendments to the City of Minneapolis Health Reimbursement 
Arrangement Plan and Authorization of the VEBA Investment 
Committee 

Recommendations 
1)  Authorize the proper city officials to execute an amended and restated City of 
Minneapolis Health Reimbursement Arrangement Plan to be effective January 1, 2006 
relating to death benefit changes, 2)  the City of Minneapolis Health Reimbursement 
Arrangement Trust, and (3) Authorize the VEBA Investment Committee. 

Previous Directives 

• Approval on September 26, 2003, of the employee benefits package for the calendar 
year 2004, and said employee benefits package included health plans coupled with a 
health reimbursement arrangement (HRA) plan. 

• Approval on March 19, 2004, of the City of Minneapolis Voluntary Employees’ Beneficiary 
Association Health Benefit Plan (“City VEBA Plan”). 

• Approval on December 10, 2004, of Amendments to the City VEBA Plan (now known as 
the City of Minneapolis Health Reimbursement Arrangement Plan) for compliance with 
the Internal Revenue Service (IRS) regulations. 

Prepared by: Brenda A. Meehl, Benefits Manager, 673-3120 
 
Approved by: __________________  ___________________ 
  Pamela French   John Moir 
  Human Resources Director  City Coordinator 

Presenters in Committee: Brenda A. Meehl, Benefits Manager  

    Susan Trammell, Assistant City Attorney 

Financial Impact (Check those that apply) 

_X_ No financial impact - or - Action is within current department budget. 

(If checked, go directly to Background/Supporting Information) 

___ Action requires an appropriation increase to the Capital Budget 

___ Action requires an appropriation increase to the Operating Budget 



___ Action provides increased revenue for appropriation increase 

___ Action requires use of contingency or reserves 

___ Other financial impact (Explain):   

___ Request provided to the Budget Office when provided to the Committee 
Coordinator 

Background/Supporting Information 

On April 5, 2005, the Internal Revenue Service (IRS) issued Revenue Ruling 2005-24 
(Ruling) which addressed the payment to members of unused HRA reimbursement amounts 
in cash or other benefits.  The IRS Ruling disqualified a plan from tax-favored status under 
IRS Code Section 105 if the plan provided for the payment of cash, upon death of the 
member, equal to all or a portion of the unused reimbursement amount to a designated 
beneficiary or the participant’s estate.  In addition, further discussions with the IRS 
indicated that the usage of HRA account monies for reimbursement of eligible medical 
expenses after the death of the member by any persons other than the member’s spouse or 
tax qualified dependents also disqualifies the plan from tax-favored status under IRS Code 
Section 105.  Previously the IRS had issued no written guidance on this issue. The IRS has 
provided a grace period through December 31, 2005, for plans to come into compliance with 
this Ruling.   

A subcommittee of the Benefits Labor Management Committee worked with an attorney who 
specializes in benefits law to develop changes to the City of Minneapolis Health 
Reimbursement Arrangement Plan (the “Plan”) to bring it into compliance with the Ruling.  
The following recommended changes were approved by the Benefits Labor Management 
Committee to be adopted.   

1. Expand the definition of a “dependent” as allowed under the Working Families Tax 
Relief Act of 2004 (WFTRA) to permit the widest possible definition allowed by the 
IRS. 

2. Delete the current death benefit language which would allow payment of a balance to 
a designated beneficiary or estate upon the death of an employee. 

3. In the event that upon a Member’s death there were no tax-qualified dependents or 
spouse to utilize the remaining funds, provide for the forfeiture of a Member’s 
account to be divided equally among the bargaining unit members to which the 
Member last belonged. 

Other proposed amendments to the Plan address situations which have arisen and make 
non-substantive language changes.  Occasionally, for religious reasons, a Member does not 
want to accept the interest which would have accrued to the individual’s account.  
Amendments to the Plan will accommodate this request. 

The Plan is part of the City of Minneapolis Health Reimbursement Arrangement Trust (the 
“Trust”).  As such, the Trust documents must be updated and re-executed whenever there 
is a change to the Plan.   

As Member HRA accounts continue to grow in value, labor is requesting the ability to self-
direct investment of the individual accounts.  The Plan currently allows the City to authorize 
the creation of a committee to advise the Human Resources Department (the “Department”) 
regarding the Plan.  At this time, city staff is requesting the council to authorize a 
committee of labor and management.  The committee will be available to provide input to 
the Department as Plan questions arise. 


