Schedule 3 to the Minutes of the
Special (Open) Council meeting
of Richmond City Council held on
Wednesday, December 19,

2018.
= City of | y .
! D » , , emorandum
St sl RlChmond : Human Resources
To: Mayor and Councillors Date: December 19, 2018
From: Bruce Clow . File:  05-1800-03/2018-Vol 01
- Director, Human Resources :
Re: Council Remuneration
Origin

Mayor Brodie has requested staff provide legal and technical guidance with respect to the City’s plan
to administer Council’s adjustments as a result of the termination of the 1/3 non-taxable component
of their remuneration effective January 1, 2019, and any potential impacts arising from a motion that
may be put before Council on a Special Council meeting on December 19, 2018 on the same topic.

Background

The Elected Official’s remuneration program, which was established in 2006 with the assistance of
an external task-force of citizens and members of the business community and guided by an external
professional compensation consultant, _gwas designed to be administered on the basis of the following
principles: :

¢ Key components of remuneration, including base rate, are determined by external market data
acquired from a specified comparator group and maintained at the 75 percentile;

¢ Annual increases will be implemented at the rate of increase of the Vancouver Consumer Price
Index (CPI);

s External market surveys will be conducted on a regular basis (ideally every two to three years)
and if possible during the final year of the term of the incumbent Council; and

¢ The Elected Officials remunération plan will be administered on the basis of relevant and current
market data without involvement or participation by incumbent Elected Officials.

The purpose of the external task force of citizens and an independent compensation consultant was to
fix an issue around Elected Officials remuneration. The goal was to bring more rigour, transparency
and objectivity to the process by which Elected Officials remuneration is determined without the
involvement of Elected Officials who would receive the benefit. The process that was established is
considered best practice and is a very effective system that clearly defines a specific peer group,
market positioning and how salary adjustments are determined and administered.

Emerging Issue

Many Elected Officials in Canada receive 1/3 of their remuneration as non-taxable earnings. The
Federal Government will terminate this tax exemption effective January 1, 2019.
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Legal Perspective

While the Mayor and Councillors are elected every 4 years as opposed to being appointed, they are -
legally deemed to be employees of the City. This is validated by the fact that they receive a T4 and
are assessed by the Canada Revenue Agency (CRA) for employment income. In order to clarify, staff
consulted with professional Legal Counsel.

Elected Officials receive a prescribed rate of pay, prescribed benefits and have income tax deducted
from their pay and remitted. They receive a T4 outlining their remuneration,

Historically, the current compensation philosophy for Elected Officials and the process to determine
the level of remuneration, which are both considered best practice, were determined by an
independent Committee and compensation consultant dating back to 2006 and 1992 respectively.
This philosophy includes indexing the annual adjustment to the Vancouver CPJ, and a periodic
market adjustment if warranted, A portion of the remuneration (1/3) has been tax exempt by CRA.
CRA has now rescinded the tax-free portion.

In an employment Law context, this change to a material component of the employee/employer
“contract” (remuneration) through no fault of the Employee would be addressed by an effort to “keep
the Employee whole”, If the Employer wefe to unilaterally change a material term or condition of the
employee/employee contract, it would give rise to a “constructive dismissal”, In this context, the
Employment contract is between each employee and the employer; it is not a group contract. In this
instance, there has been an established range and change process. If the employer decides to take no
action (in view of the 1/3 tax exemption ending), all members of Council will experience a reduction
in take home pay. An Elected Official could reasonably expect to be paid at least what they were paid
in the prior year and in accordance with the established process to determine Elected Officials
compensation, To this end, they could also assert that the doctrine of detrimental reliance applies (a
reliance on facts or assertions to their detriment). To act in a fashion other than one in which the
employee remains whole could create legal issues, Whether the situation at hand is seen as
“detrimental reliance™ or “constructive dismissal”, thé remedies would largely be the same. An

. employer cannot unilaterally change an employee’s remuneration that can pose material hardship on
an employee. Solutions proposed by staff are intended to address this.

Technical Perspectiveﬁ HR/ ’Compensation‘ and Proposed Remedy

Based on regular employment and compensation practices and the specific nature of the change
imposed by the Federal Government, it is appropriate that the City ensure that the net value of

- remuneration of Elected Officials remain whole, effective 2019 onwards (Scenario 2, Aftachment 1),
The purpose of the change in Federal Government income tax regulations is to conclude a long
practiced subsidy by the Federal Government of municipal governance costs, as opposed to, it being
an attempt to regulate the level of remuneration provided to local government Elected Officials.

In order to achieve the “remain whole” objectxve Elected Officials’ gross remuneration will be
increased until the 2019 net remuneration is equal to the value of their 2019 net 1emunerat10n if the
1/3 non-taxable component of employment earnings had remained in place.

Rationale for Proposed Remedy

Following are key points of the proposed adjustment:
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o Justification — A change has been imposed by a senior-level government that will have a
significant impact on local government Elected Officials’ compensation. The purpose of this
change is to reduce their costs, as opposed to addressing a need to correct or address any real
issue concerning the remuneration provided to local government Elected Officials. Majority of
municipalities surveyed are adjusting their Council remuneration to keep them whole effective
January. 1, 2019 (Attachment 2). It would be prudent for the City of Richmond to align with the
broader local market and keep Elected Officials whole effective 2019, while others are making
the salary adjustments rather than delay this into the future when the City’s Council rates have
fallen significantly behind the market.

o Elected Officials do not realize a net pay increase through the proposed corrective measures.

e As public sector femuneration is established ptimarily on the basis of their external comparator
group and the basis for acceptance is directly related to local market position and the awarding of
fair and equitable rates, most if not all municipalities will eventually have to adjust Elected
Officials remuneration in response to market pressures. -

o Implementing the needed adjustment in incremental increases over an extended period of time
(Scenario 3, Attachment 1) will not have any impact on the total cost if the principle is to keep
them whole (i.e. incorporating retro payments over time). The significant downside and risk
factor of this approach is that year over year adjustments become noticeably significant (e.g. 6~
7% incremental increase per year for the Mayor, and 4% incremental increase each per year for
Councillors). An incremental increase approach only postpones the liability and monies owing
into the future years creating significant retro payouts. The cost of Scenario 2 (Keep them whole
effective 2019) and Scenario 3 (Keep them whole but with incremental increases and retro
payments) is exactly the same. The main difference is that Scenario 3 results in significant annual
increases whereas Scenario 2 makes the proper adjustment once, at the same time as other
municipalities that are making the change to keep them whole.

e Implementing incremental adjustments until 2024 when Elected Officials reach a point where
they are kept whole without retroactive adjustments (Scenario 4, Attachment 1) results in less
cost than keeping them whole effective 2019. However, incremental increases will still result in
significant annual increases for several years.

s Implementing no change and adjusting only by the Vancouver CPI each year (Scenario 1,
Attachment 1) results in an approximate total annual net income loss of $21,000 for the Mayor
(i.e. 16% reduction in net income), and $7,500 for each Councillor (i.e., 11% reduction in net
income),

¢ Lessons learned include having to play catch-up with the market on Elected Ofﬁcmls
remuneration if it is allowed to fall behind can be increasingly more difficult and challenging to
administer as more time elapses. This was one the of the factors which prompted the 1992 Task
Force and 2006 Independent Panel to recommend the program and a process which are presently
in place and which were designed deliberately not having the sitting Council involved in
determining its remuneration. To have a defensible and objective process in place to administer
Elected Officials’ remuneration protects the plan and ensures alignment with other municipalities
and fairpess.

g (o

Bruce Clow .
Director, Human Resources

Att. 2

6058644 -




20T 03 6TOZ UIOL] POSN S49M SIOJ{12UN0)) 101

$Z0¢ 01 6TOZ Wol paSueysun Ulewad Jjim sajel Xel jeuidien
87 Pue JOARIA BY1 40 %8

%C

"Gi 4O sajel xey euSien

(8107 01 §TOT) 28eIaAR [2ILOISHY |47 UO Paseq spuawisnipe Alejes 707 03 0707 404 P3SN SeM %E9°T JO [dD
sjuawasn{pe AJejes GT0T 405 P3SN SeM %6°Z 4O [dD
TSUORAWNSSY

- S %6°€ £€09°86 S %L9 78L°0TT s %9°T £09'86 S %Y TIT 8058 S ¥SL'98 S j4V4
YEST S %Iy 588'v6 S %L9 £08°€0T S %9°T 220°L6 $ %¥IT TLE'8 s mmm\mw. $ €20¢C
980°€ ) %EY 8916 S %L9 ¥9T'L6 S %9T 997%'s6 $ %Yr'IT LET'8 $ be6ER S 720z
959y S %by TSY'L8 $ %L9 LETT6 S %9°T SE6°E6 S %YIT S0T8 S Lv9z8 S T20T
e S %9 vEL'ES S %L9 96£'S8 $ %9°T 824’26 S %Y 1T SL6°L $ 1TEIR S 0Z0z,
LY8L $ %LT £10°08 $ %LT £1008 S %L 9T 9v6°06 S %Y1 Ly S L1008 S 610T

$S07 % sjuswiisnipy 018y oN % syusunsnipy o418y % 3JouM desy $SOT BWIOJU|  SSOT (Ajuo aseatouy 1dD) BB A
BWIOOUI BN  3SB3IOU| ACA YZ0T Aq joasT sedoud 3SEIIDU[ ACA YUM 3JOYA da3)) 9SE3IDU} ACA I9NJO%  BwodujBN  swswisn[py o -

T uswiLENY

- $ %95  z/801¢ $| %90T  S0895C S| %91 w801z §| %99t  corec  § svredl $ v20z
voT'Y S %6'S VEL66T $ %9°0T Y61°TET S %9°T 06v°£0T ) %9'9T TEL'TT $ 0S5S9T S mmo,m
LEV'S S %€'S 965°881 S %9°0T Zv6'60T S %9°T 29TY0T S %991 £L9€°7T $ 968797 S fadsr4
66971 $ %L9 8SYLLT $ %901 7T8°68T s %9°T 888002 s %9°9T 8002¢ $ T8T'09T S T20T
0669T $ %TL 0ZE99T $1 %901 DE9TLT $ %9T 999261 $ %9 9T 9591 $ TTLLST $ 0z0T
80€7C  $ %LT T8I'SST $ %LT Z8T°SST S %L8C 96Y'v6T S %9°9T 80€'TT $ T8T'SST S 6T0T

SSO % syusuwsnipy oi1sy oN % syuswsnipy ou1ay % sjoym desy SSO7 aWodu]  SsOT (Ajuo aseassu] [dD) FEETN
SWIODU[ I8N 3SBAIU] ACA HZ0Z Aq (2AsT] Jadoud 3SBIUDU] AOA YA 3JOUAN doay 3SEDIOU[ AOA 1ONJ0%  SWOSU[IBN  jusunsnipy oN

SJO[|IOUNOD puEe JOAB 10} SHBUSY pue Alejes JO sisAjeuy




Attachment 2

Elected Officials & Elimination of Income Tax Exemption Status Effective
1/1/2019

The following municipalities have made a decision to keep Council members ‘whole’ to
account for the removal of 1/3 tax free allowance and impact on remuneration (net pay):

Coquitlam

Port Coquitlam

Capital Regional District
Mission

Langley (City)

Lions Bay

Maple Ridge

District of North Vancouver
Kelowna

Langley (Township)
Port Moody

The following will be recommending keeping them ‘whole’:
» Burnaby (to be presented to Council in January 2019)

The following have decided not to adjust remuneration to keep them ‘whole’:
®  Surrey

The following indicate that no formal decision has been made yet:
»  New Westminster (did not disclose what their recommendation will be)

m Delta

Waiting for a response from the following:

= Abbotsford

»  Chilliwack

=  West Vancouver
s White Rock

Note: Municipalities in red font represent comparators for determining Elected Officials’
remuneration at Richmond.
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