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Workshop — Discussion on Pension & Retirement Plans
December 6, 2012

C.

“Tough Choices — Facing Florida’s Governments, Years in the Making:
Florida’s Underfunded Municipal Pension Plans” from the Leroy
Collins Institute and rebuttal memorandum issued by Klausner,
Kaufman, Jensen and Levinson; and

D. Florida Retirement System (FRS) comparison of Actuarial Assets to

Liabilities and Benefit Payments.

2. General recent news on pension plans across the Nation

A,

“The Great Recession: Pressures on Public Pensions, Reforms &
Employment Relations” issued by the National Institute on Retirement
Security;

“State Retirement Plans for Public Safety Employees” issued by the
National Conference of State Legislatures; and

“Checklist of State Defined Benefit, Defined Contribution and Hybrid
Plans for State Employees and Teachers” written by Ron Snell,
National Conference of State Legislatures.

3. Brooksville’s pension plans (some materials previously provided to City
Council)

A

B.

City of Brooksville — Pension and Retirement Plans an overview
provided for City Council workshop of August 14, 2012;

Contributions for Brooksville’s Pension and Retirement Plans for FY
2012-13 and rates if all employees were under FRS contribution rates;
Historical Contributions for Brooksville’s Pension and Retirement
Plans; and

. Examples provided through the Leroy Collins Institute of governments

with especially high pension costs.

4. Legal Constraints/Consideration

A.

City of Naples’ Letter and the Florida Department of Management
Services interpretation of the law on the use of insurance premium tax
revenues; and

“Issue Brief: Legal Constraints on Changes in State and Local
Pensions” issued by the Center for State and Local Government
Excellence.
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retirement age of 52 with 25 years of service. Finally, prior to 1999, cities could use insurance
premium tax revenues as a funding source for their police and firefighter pension plans even if
those plans did not meet all of the minimum benefit levels in chapters 175 and 185.

1999 State Legislation

The state Legislature in 1999 fundamentally changed how cities provide and pay for police and
fire pensions under chapters 175 and 185. The 1999 law requires all plans operating under
chapters 175 and 185, including “local law plans,” to meet all the minimum pension benefit
levels in chapters 175 and 185, regardless of if some existing pension benefits exceeded various
minimum benefit levels, Cities received no recognition, or set-off, under the 1999 law if some of
their pension benefit levels exceeded the chapter minimum benefit levels; rather, cities, typically
operating under three year collective bargaining agreements, had to maintain the existing excess
benefit levels and also increase all other benefit levels to at least the chapter minimum levels.

The 1999 law also substantially revised how cities use insurance premium tax revenues in
providing “extra pension benefits” to police and firefighters. While the legislation did not
change the definition of “extra pension benefit” (pension benefits given to police/fire greater
than pension benefits given to general employees), the state Department of Management
Services (“DMS”) immediately imposed an interpretation that to be an “extra pension benefit”
the benefit not only had to exceed the pension benefit level given to general employees but it
also had to have been provided to police/fire after March 12, 1999 (the effective date of the 1999
law).

The 1999 law made a distinction between the amount of insurance premium tax revenues
generated prior to 1997 and the amount generated after 1997. The law defined a new term of
“addition premium tax revenues” to mean insurance premium tax revenues received by a city
that exceed the amount received for calendar year 1997. Until very recently, the DMS
“inaccurately” interpreted the provisions of chapters 175 and 185 to require cities to use
additional premium tax revenues to meet any minimum pension benefit levels that the plan did
not already meet (in 1999 various city police and fire pension plans did not meet all of the
minimum pension benefit levels of chapters 175 and 185). (The DMS’s new interpretation is
discussed below). Then, under the previous interpretation, once the minimum pension benefit
levels were met, any subsequent additional insurance premium tax revenues were required to be
used to provide “extra pension benefits.” As noted above, an “extra pension benefit” must be a
pension benefit in excess of a pension benefit level provided to general city employees, and the
“extra pension benefit” must have been provided to police/fire after March 12, 1999. In 2004,
the Legislature amended the definition of “extra benefit” to include the DMS’s interpretation that
to be an extra pension benefit the benefit has to have been provided to police/fire after March 12,
1999,



The distribution of city insurance premium tax revenues for the year 1997 amounted to
approximately $70 million. This amount is typically referred to as the “base year” amount, and
represents an amount of money that cities may use to pay for the level of police/fire pension
benefits in existence prior to March 12, 1999, Under the DMS’s previous interpretation, any
amounts over the $70 million generated in future years had to have been used to meet any
minimum pension benefit level that was not already met by the pension plan, and once all
minimum pension benefit levels were met, any additional increases in insurance premium tax
revenues had to have been used to provide new, “extra” pension benefits to police and
firefighters. The 1999 law did not specify what “extra” pension benefits had to be provided to
police/fire, rather this determination has been left to the local collective bargaining process. In
aggregate numbers, this state law mandate has required cities and city taxpayers to provide more
than $520 million in new, “extra” pension benefits to police and firefighters since 1999. (Please
see the attached chart for the yearly amounts of insurance premium tax revenues mandated to be
used for “extra pension benefits.”)

Cities Attempting To Reduce Pension Benefit Costs

Because of ongoing severe budget constraints and rapidly increasing personnel costs, cities have
attempted to reduce pension costs for general employees, police and firefighters. Numerous cities
have successfully reduced pension benefit costs for general employees, but current state laws
restrict the ability of cities to reduce pension benefit levels for police and firefighters.

Until recently, the DMS required city police and fire pension benefit levels to remain at or above
the pension benefit levels in place in 1999. Add to this requirement the requirement over the past
12 years for cities to provide “extra” pension benefits to police and firefighters, and the
unsustainability of this scheme becomes evident, If a city either reduced a police or firefighter
pension benefit to a level below the 1999 level or failed to provide “extra” pension benefits, the
pension plan would violate state law and the city would forfeit all insurance premium tax
revenues. Thus, when cities attempted to bring police and fire pension costs under control, their
actions were effectively blocked by the DMS.

Recent Department of Management Services Interpretation

Beginning with an August 14, 2012, letter to the City of Naples (with subsequent letters to other
cities), the state Department of Management Services (“DMS”) has acknowledged that its
previous interpretation of the law on the use of insurance premium tax revenues “appears
inaccurate.” The letters provide a substantially different interpretation of the 1999 law, with the
interpretation following the precise language in chapters 175 and 185.



The letters provide that the DMS previously interpreted the 1999 law to mean that in order for a
city to receive any insurance premium tax revenues it had to provide the chapter minimum
benefits to police/fire and it had to preserve benefit levels in place on March 12, 1999. However,
in reviewing the law again, the DMS states “this interpretation appears inaccurate.”

Quoting directly from chapters 175 and 185, the letters provide: “The law actually states that
local law plans in effect on October 1, 1998, like the (city’s), ‘must comply with the minimum
benefit provisions of this chapter only to the extent that additional premium tax revenues become
available to incrementally fund the cost of such compliance’ (emphasis in the letters).” The
letters continue to provide that the phrase “only to the extent that” qualifies the law’s
requirement that local law plans “comply with the minimum benefit provisions” of either chapter
175 or 185. This qualification means that, for local law plans in effect on October 1, 1998, the
law compels them to provide chapter minimum benefits only to the extent that such benefits can
be funded with “additional premium tax revenues.” Additional premium tax revenues are defined
as revenues “which exceed the amount received for calendar year 1997.”

Thus, for local law plans in effect on October 1, 1998, the law states that chapter minimum
benefits must be provided only to the extent that they can be funded with insurance premium tax
revenues received in excess of the amount received for calendar year 1997. Once there are
sufficient “additional premium tax revenues” to fund the chapter minimum benefits, the law
states that any “subsequent additional tax revenues” must be used to fund “extra benefits.” This
subsequent additional tax revenue is the only amount earmarked for “extra benefits” for local law
plans in effect on October 1, 1998.

The letters then state that if a city local law police or fire pension plan was in effect on October
1, 1998, the law allows the city to provide benefits below the chapter minimums and below those
in effect on March 12, 1999, if there is insufficient “additional premium tax revenues” to fund
the chapter minimum benefits. Once the city has sufficient additional premium tax revenues to
provide all chapter minimum benefits, any subsequent additional premium tax revenues must
then be used for extra benefits.

While not stated directly in the letters, the DMS basically provides that the yearly insurance
premium tax revenues received by cities are to be divided into three separate “pots™ for use.

Pot 1: The amount of insurance premium tax revenues equal to the amount the city
received for 1997 (referred to as the “base-year” amount), which is to be used
to pay for any police or fire pension plan benefit or cost.



Pot 2: The amount of insurance premium tax revenues in excess of the “base-year”
amount (referred to as “additional premium tax revenues™), which is to be
used to pay for the chapter 175 or 185 minimum benefit levels. If there are
insufficient additional premium tax revenues to pay for the chapter minimum
benefit levels, the city may provide a benefit level that falls below the chapter
minimum benefit levels and also falls below the benefit levels provided on
March 12, 1999,

Pot 3: The amount of insurance premium tax revenues, if any, in excess of the
additional premium tax revenues required to fund the chapter minimum
benefit levels (referred to as “subsequent additional tax revenues™), which
must be used to provide “extra benefits.” Thus, cities are required to provide
“extra” pension benefits to police and fire only if there is any insurance
premium tax revenues remaining after Pots 1 and 2 are fully funded.

The letters will generate police and fire pension discussions throughout the state and will likely
lead to further interpretation questions to DMS. While no action has been filed to date, the recent
DMS interpretation may be challenged. Also, police and fire pension benefits are typically
covered under collective bargaining agreements, which can be negotiated at various times as
provided under collective bargaining laws.

The Recent Department of Management Services Interpretation Does Not Negate the State
Mandate to Provide “Extra” Pension Benefits

While the recent DMS interpretation significantly reduces the state mandate to provide police
and firefighters with “extra” pension benefits with specified insurance premium tax revenues, the
interpretation does not negate or remove the mandate from state law. The recent DMS letters to
cities do rectify the 12 year old “inaccurate” interpretation of state law by following the precise
language in the city police and fire pension statutes regarding the use of insurance premium tax
revenues. However, even with this accurate or correct interpretation, the current statutes continue
to mandate the provision of “extra” pension benefits with a portion of city insurance premium
tax revenues. The Legislature must affirmatively act to remove the “extra” pension benefits
mandate from state law.

For more information contact: Kraig Conn, Legislative Counsel for the Florida League of Cities
at (850) 222-9684.



Historical Insurance Premiam Tax Distributions
1983 — 2011
Police and Fire — Combined

Premium Tax Estimated Amount Required Annual Percentage
Distribution for “Extra Benefits” Increase/(Decrease) Increase/(Decrease)
1983 $25,453,000 $2,581,000 11.28%
1984 $31,463,000 $6,010,000 23.61%
1985 $36,713,000 $5,250,000 16.69%
1986 $39,550,000 $2,837,000 7.73%
1987 $41,066,000 $1,516,000 3.83%
1988 $42,923,000 $1,857,000 4.52%
1989 $43,689,000 $766,000 1.78%
1990 $44.,017,000 $328,000 0.75%
1991 $44,309,000 $292.,000 0.66%
1992 $46,149,000 $1,840,000 4.15%
1993 $47,229,000 $1,080,000 2.34%
1994 $52,036,000 $4,807,000 10.18%
1995 $58,349,000 $6,313,000 12.13%
1996 $64,485,000 $6,136,000 10.52%
1997 $67,871,000 $3,386,000 5.25%
Base Year 1998 $70.687.000 $2,816,000 4.15%
1999 $72,220,000 $1,533,000 $1,533,000 2.17%
2000 $74,502,000 $3,815,000 $2,282,000 3.16%
2001 $83,417,000 $12,730,000 $8,915,000 11.97%
2002 $94,600,000 $23,913,000 $11,183,000 13.41%
2003 $106,276,000 $35,589,000 $11,676,000 12.34%
2004 $110,739,000 $40,052,000 $4,463,000 4.20%
2005 $117,786,000 $47,099,000 $7,047,000 6.36%
2006 $126,119,000 $55,432,000 $8,333,000 7.07%
2007 $135,290,000 $64,603,000 $9,171,000 7.27%
2008 $131,111,000 $60,424,000
2009 $129,956,000 $59,269,000
2010 $127.,591,000 $56,904,000
2011 $131,359.000 $60.672.000

TOTAL ESTIMATED AMOUNT OF $522.035,000 REQUIRED FOR “EXTRA BENEFITS”

Source: Department of Management Services, Division of Retirement, Municipal Police Officers and Firefighters’ Retirement Trust Funds Office






specified city insurance premium tax revenues (taxes on property and casualty insurance
premiums) be used to provide only “extra” pension benefits to police officers and firefighters.

‘The criteria for defining an “extra” pension benefit are that the benefit must have been given to
police and fire after 1999, and the benefit must be greater than a pension benefit provided to
general city employees. In aggregate numbers, this mandate has required cities and city
taxpayers to provide more than $520 million in new extra pension benefits to police officers and
firefighters since 1999,

This state mandate for cities to keep providing extra pension benefits is not sustainable; rather,
cities need the flexibility to use insurance premium tax revenues for either the current level or a
decreased level of police and fire pension benefits to meet city budget constraints. Only the
Florida Legislature can remove the state mandate for cities to perpetually provide new, “extra”
pension benefits to police and fire. (A more detailed paper on the use of Insurance Premium Tax
Revenues is available).

Why can’t cities just pass police and fire pension reforms at the local level without action
by the Legislature?

Because of severe budget constraints and rapidly increasing personnel costs, cities have
attempted to reduce pension costs for general employees, police and firefighters. Numerous cities
have successfully reduced pension benefit costs for general employees, but current state laws
restrict the ability of cities to reduce pension benefit levels for police and firefighters,

Until very recently, the state Department of Management Services (“DMS”) required city police
and fire pension benefit levels to remain at or above the pension benefit levels in place in 1999
(many cities provided a high level of police and fire pension benefits in 1999). Add to this
requirement the requirement for cities to provide “extra” pension benefits to police and
firefighters, and the unsustainability of this scheme becomes evident. If a city either reduced a
police or firefighter pension benefit to a level below the 1999 leve! or failed to provide “extra”
pension benefits, the pension plan would violate state law and the city would forfeit all insurance
premium tax revenues. Thus, when cities have attempted to bring police and fire pension costs
under control, their actions have been effectively blocked by the DMS.

Does the 2012 Department of Management Services interpretation of state laws on city
police and fire pensions negate the state law mandate to provide “extra” pension benefits?

No, the 2012 DMS interpretation does not negate the state mandate to provide “extra” pension
benefits to police and firefighters. In 2012, the DMS, through a series of letters to cities, has
rectified a 12 year old “inaccurate” interpretation of state law. The 2012 interpretation follows
the precise language in the city police and fire pension statutes regarding the use of insurance
premium tax revenues. However, even with this accurate or correct interpretation, the current
statutes continue to mandate the provision of “extra” pension benefits to police and firefighters
with a portion of city insurance premium tax revenues. The Legislature must affirmatively act to
remove the “extra” pension benefits mandate from state law. (A more detailed discussion of the
2012 DMS interpretation is available).



What are disability presumptions for firefighters, law enforcement officers and corrections
officers?

The Legislature has provided that health conditions relating to heart disease, hypertension or
tuberculosis suffered by a firefighter, law enforcement officer or correctional officer are
presumed to be job-related. These “disability presumptions” cover state, county and city
employees and are applicable to both workers’ compensation and disability pension claims.

Courts have interpreted the presumption laws so favorably toward these employees that cities
and other government employers basically cannot overcome the presumption and show the
health condition was not work-related. This means the state, counties and cities may be
inappropriately incurring workers’ compensation and disability pension expenses.

On January 1, 2012, a state Task Force on Public Employee Disability Presumptions issued
findings and recommendations to the Legislature. Changes to presumption laws supported by a
majority of Task Force members include: providing the presumption may be overcome by a
preponderance of evidence; and allowing certain individual risk factors to be considered when
applying the presumption, such as tobacco or alcohol use, weight/diet, genetics and lifestyle
choices,

These recommendations are designed to bring a fairer balance to the application of presumption
laws. It is important to remember that just because an individual does not have a disability
presumption does nof mean he or she cannot make a workers® compensation or disability pension
claim. Rather, it just means that the individual must show that the health condition is work-
related, just as every other employee who makes a workers’ compensation or pension claim must
do. (A more detailed paper on Disability Presumptions is available).

Who controls the operation and administration of a city police and fire pension, the city or
legislatively created pension boards of trustees?

Beginning in 1986, the Legislature transferred all operational and administrative control of city
police and fire defined benefit pensions to legislatively created boards of trustees. These boards
are separate legal entities apart from the city and exercise broad powers outside the city’s
control, such as directing all investments of pension assets; hiring plan attorneys, actuaries and
other professionals; and making regular and disability pension determinations.

All costs and expenses, including investment losses, incurred by the boards of trustees of pension
plans ultimately become a cost to the city because the city is responsible for paying for all
pension benefits. In addition, boards of trustees are not required to provide fiscal transparency or
accountability for substantial amounts of public funds.

In 2011, the Legislature took a good first step toward reforming city police and fire pensions and
disability presumptions, However, much more work is needed to accomplish significant reform.

For more information contact: Kraig Conn, Legislative Counsel for the Florida League of Cities
at (850) 222-9684.






It is important to note that just because an individual does not have a disability presumption does
not mean he or she cannot make a workers’ compensation or disability pension claim. Rather, it
means the individual must show the health condition is work-related, just like every other
employee who makes a workers’ compensation or a disability pension claim.

An example of the problems faced by cities and other governmental employers relating to
application of the “heart/hypertension” disability presumption laws is shown by recent activities
involving a former City of Tampa firefighter. The firefighter made both a workers’
compensation claim and a disability pension claim under the disability presumption for a heart
attack he suffered. While noting that the claimant smoked, the pension board of trustees voted 6-
1 to grant the disability pension based on the disability presumption. However, a judge denied
the workers’ compensation claim after determining the claimant’s heart disease and resulting
heart attack was primarily caused by his smoking and untreated high cholesterol.

Another example involves a former City of Orlando police officer secking a disability pension.
On two separate occasions the pension board of trustees denied the disability pension
application, finding the officer’s health condition to be a congenital heart condition that was pre-
existing at the time of employment. The board’s conclusions were rejected by the courts based
on the heart disability presumptions. At the third hearing, the board granted the disability pension
based on the disability presumption and court decisions.

For more information contact; Kraig Conn, Legislative Counsel for the Florida League of Cities
at (850) 222-9684.
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TOUGH CHOICES

FACING F L. )RI! W\ S (:Q)VF R F\«JP*”” NTS

YEARS IN THE MAKING:
FLORIDA’S UNDERFUNDED
MUNICIPAL PENSION PLANS

In recent months, municipal pensions in Florida have been under increased scrutiny. Cities as varied as
Jacksonville and Temple Terrace have sought to deal with poorly funded pension plans. In November 2011,
Report Card: Florida Municipal Pension Plans, authored by the LeRoy Collins Institute (LCI), highlighted
the problem giving "D" or "F" grades to nearly one-third of the pension plans in Florida’s 100 largest
municipalities.’ The report used recent financial statements to grade municipal plans and did not include
plans in municipalities with populations less than 20,000. In doing so, LCI could not address whether the
problems were short-term—the result of temporarily depressed market conditions—or whether similar
problems exist in smaller cities and towns.

Years in the Making: Florida’s Underfunded Municipal Pension Plans addresses both issues. The report
uses data from the 2005 to 2011 Annual Reports of Florida Local Government Retirement Systems,
published by the Florida Department of Management Services (DMS), to analyze several important trends
in all 492 local government pensions.? This approach gauges whether Florida’s municipal pension plans
are fundamentally healthy and just need time to weather the current financial storm, or have structural
problems that require significant repair.

7 LEROY COLLINS
e INSTITUTE September 2012
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How does the size of annual contributions match up against the amount that is paid out each year in
pension benefits?

Retiree Payroll and Normal Contributions
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Figure 14

Figure 14 illustrates the payments to retirees (the so-called “retiree payroll”) and compares that information
to the normal contribution for pension plans each year. Recall that the normal contribution is the cost of
benefits that are earned in a given year.

Figure 14 shows that normal costs were greater than the retiree payroll until 2010, which is the first year that
the typical government paid out more money in retirement benefits than it contributed for benefits that were
earned that year. This is significant because it indicates that Florida’s municipalities are entering a period
where earned benefits need to be paid and there is less time to improve underfunded plans.

This trend is similar for all classifications of employees.
M Conclusion

This report analyzes recent trends in Florida municipal pensions using both funding levels and annual
pension contributions. In doing so, it shows that current concerns about underfunded municipal pension
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To: Al Florida Pension Plans
From: Klausner Kaufman Jensen & Levinson
Re:  LeRoy Collins Institute September 2012 Report

Date: October 5, 2012

On September 25, the LeRoy Collins Institute released a new white paper entitled Years in the
Making: Florida's Municipal Pension Plans (hereinafter the 2012 “Study™), a continuation of their
earlier 2011 report regarding municipal pension plans in Florida. The purpose of this memo is to
share our thoughts with clients about the important role of defined benefit (*“DB™) plans in the public
sector. We will use the 2012 Study as a foil to discuss retirement security and the advantages
provided by DB plans. We also encourage clients to discuss the “trends” described by the 2012 Study
with their actuary, so as to compare whether and how the new Study’s conclusions have any bearing
on their plan.

This memo begins with an overview of the 2012 Study. The second half of the memo addresses the
underappreciated lifetime security and retirement income provided by DB plans and what some have
described as the failure of the 401(k) experiment. In summary, the underlying purpose of this memo
is to provide a broader and longer term perspective than the Collins Study, that is less hostile to
public employee benefits.

2012 Collins Study

By way of background, the 2012 Study uses Annual Reports from the Department of Management
Services (“DMS”) from 2005 to 201! to answer the following question posed by the Study’sauthors:

whether Florida’s municipal pension plans are fundamentally healthy and just need
time to weather the current financial storm or have structural problems that require
significant repair.

The Study doesn’t justify, explain or define what would constitute a structural problem. Nor does
the Study hint at any constructive “structural repairs™ to the self identified problematic trends. With
that said, as set forth below, the Study’s findings are generally unremarkable for trustees who are

10059 NORTHWEST FsT CoUurT. Pr.antaTion. Frorma 33324

PHONE: (954} 916-1202 + Fax: (934)916-1232
www, robertdklausner.com
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familiar with DB plan funding and the undeniable poor investment experience over the past decade.
More remarkable, however, and potentially suggestive of the Study’s agenda, is the concluding
sentence that plan costs are “adding insult to injury for many cities struggling to make ends meet.”
Yet, no mention is made of the hundreds of thousands of Floridians who earned their DB pensions
during a lifetime of public service, or the advantages of DB plans compared to their inferior
alternatives.!

According to the Study’s introductory notes, the LeRoy Collins Institute attempts to report on the
“typical” pension plan. It uses median values to do so, excluding variations which are deemed to be
outliers. The number of outliers excluded from the universe of 492 plans is not identified.

Interestingly, in comparing plan data from 2001 to 2010, the 2012 Study fails to mention that a not
insignificant number of plans were closed during this time period. We understand from the Division
of Retirement that at least 67 of the municipal plans in Florida are currently closed to new
participants. This fact may skew the Study’s results, particularly with regard to the ratio of retirees
to active participants. A closed plan, by definition, does not add any new members. Similarly, future
payroll growth assumptions are irrelevant for a closed plan with no remaining active members. The
distinction between open and closed plans is not addressed in the 2012 study. Moreover, the growth
of pension contributions, as a percentage of covered payroll, becomes increasingly meaningless in
the context of a closed plan.

The Study concludes with the following summary of its findings: (i) concerns about underfunded
municipal pension plans were not caused by the downturn in the stock market, but rather under
funding that began before the market fell; (ii) pension contributions have substantially increased
from 2005 - 2011; (iii} local governments are picking up more of the pension cost; (iv) the number
of retirees is growing and is “outstripping” the growth of active participants; (v) plans tend to
overestimate assumed salary growth and investment earnings; (vi) payments for unfunded liabilities
represent a growing proportion of annual pension contributions.

The Study’s first finding announces that funding levels have declined nearly every year since 2001.
According to the Study, “the problems facing many municipal pension plans are long-standing”, yet
the Study acknowledges that in 2001 the typical municipal plan was nearly 100% funded. In other
words, the Study effectively minimizes the downturn in the stock market over the past decade, when
the past ten years were book-marked by some of the most severe market dislocations in modern
history. It is therefore puzzling why the Study concludes on page 12 by stating that the
“underfunding began before the stock market fell.” Moreover, the underlying resiliency of the plans’
investment portfolios is too easily dismissed by the Study. Favorable market returns for the fiscal
year that just ended on September 30 are of course omitted.

! Readers are referred to the NCPERS website, www.ncpers.org for materials and fact
sheets regarding defined benefit pensions and the retirement security they provide.
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Figure 1 on page 2 of the Study compares funding ratios from 2001 to 2010. We remind readers of
two bear markets in equities, the bursting of the tech and dot.com bubble, Enron, WorldCom, the
9/11 tragedy, two wars, the housing bubble, the subprime mess, the Lehman bankruptcy, the
government takeover of Fannie Mae and Freddie Mac, AlG, and the new vocabulary of the Great
Recession, the worst recession in seven decades. Indeed, as measured by the S&P 500, the calendar
decade studied by the Collins Institute ended with a negative total return. Had an unlucky individual
investor bought the S&P 500 on the last day of 1999 @ 1469, on a pure price basis they would have
lost 24% as the index closed 2009 at 1115. Including dividends, the S&P lost 10% from January 1,
2000 to December 31, 2009. As a consequence, even well diversified portfolios were not immune
from losses.

During this period, many individual investors in defined contribution (“DC”) plans have had to
postpone retirement as their DC and 401(k) balances were decimated. By not acting in accordance
with a long-term investment policy, too many individual investors reacted emotionally and sold
equities during market lows, prior to the current rebound.

By contrast, investment decisions in DB plans are made by professional money managers overseen
by fiduciaries. As a result, DB plans were regularly investing and rebalancing their portfolios during
market downturns. This is one of the reasons why over the long term DB plans consistently
outperform their assumed investment rate of return.? This also illustrates the wisdom of Florida
statutory requirements which mandate payment of actuarially determined contributions on an annual
basis. By preventing plan sponsors from taking “funding holidays”, DB plans are empowered to stick
with their long term investment strategies.?

As for its second and third findings, the Study observes that over the past seven years “local
governments are picking up more of the pension costs, especially for public safety plans.” “While
employee and state contributions are fairly stable,” the Study expresses concern that the costs for
municipalities are growing. This should not be a surprise, however, in light of the underlying
investment and actuarial experience. Trustees understand that increasing employer funding
obligations, by design, is what happens in a DB plan when investment risk rests with the plan
sponsor.! This fact illustrates why the 401(k) experiment is considered by many to be a failure, as
investment risk lies entirely with the individual investor. Increasing employer contributions

? www nasra.org/resources/issuebrief]1 20626.pdf

? It is unfortunate that for the past several years, the Florida Legislature has only
contributed the normal cost into the Florida Retirement System (“FRS”). By not making
contributions to fund the growing FRS unfunded actuarial liability, the FRS funded ratio is
projected to continually decline over the next two decades. Municipal plans in Florida annually
fund both their normal cost and UAL, and accordingly are improving their funded ratios.

4 At the same time, however, anecdotal evidence already suggests a meaningful trend of
increased employee contributions and lower benefit packages for newly hired workers.
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following adverse experience is the appropriate and necessary result to gradually restore DB plan
funding, about which the Study otherwise seemingly complains.

No surprise for trustees, the Study illustrates the consistency by which Florida municipal DB plans
have invested by employing long-term investment strategies. Unlike individual investors, the 2012
Study necessarily concedes that Florida municipal DB plans maintained “a consistent asset allocation
strategy” during this challenging market environment and were not “chasing” returns or market
timing. The Study describes an unattributed but “widely held concem that pension investors will
seek to recover ‘losses’ by shifting to riskier stocks,” but the Study’s analysis actually provides proof
to the contrary for Florida municipal DB plans.

Unlike DB plans, DC plan participants are generally required to reduce their exposure to market risk
and thereby lower their expected returns as they age. By contrast, DB plans, through pocling market
and longevity risk, are able to invest more cost effectively and obtain better long term investment
returns. For any given leve! of retirement benefits, DB plans are less expensive than DC plans.’

The Study’s fourth finding discovers that the number of retirees is growing and is “outstripping” the
growth of active participants. In dramatic fashion, the Study is troubled by the fact that payouts may
have exceeded contributions in 2010. Yet, actuaries and trustees are generally not concemned, as this
merely reflects the maturation of the average DB plan. After all, the purpose for accumulating
pension assets is not to store them up for perpetuity, but to pay them out. One should not be surprised
or necessarily concerned when a pension plan distributes pension benefits.

Additionally, the Study’s analysis is potentially flawed as it does not adjust for the fact that
approximately 13% of the plans in the Study are closed and have no new active members. On page
5, the Study attributes the increase in the number of retirees to “several factors, including
demographic shifts and concems that retirement incentives were going to become less generous”.
Leftentirely unmentioned is the downsizing, hiring freezes, and layoffs that have been implemented
in recent years. Again, thankfully, many of these retirees have secure income from their DB
pensions.

Ironically, to the extent that the Collins Institute or some of its supporters may be seeking to replace
DB plans with DC plans, the net result would be to accelerate the replacement of participants with
retirees, Actuarial studies have shown that closing a plan is likely to cost more over the short term.
Any long-term cost savings of switching to a DC plan are uncertain.® We would argue that closing

* Beth Almeida and William B. Fornia, “A Better Bang for the Buck” (Washington,
National Institute on Retirement Security, 2008). www.nirsonline. org/index.php?
option=com_content&task=view&id=121&Itemid=48

¢ The Top 10 Advantages of Maintaining Defined Benefit Pension Plans (NCPERS,
January 2011) at page 6. www.ncpers.org/Files/2011_ncpers_research_series_top_ten.pdf



or terminating a DB plan after adverse actuarial experience is analogous to selling out of the market
after a major correction. In hindsight, this often turns out to be a regrettable decision.

The Study’s final findings express concern about plans overestimating assumed salary growth and
investment earnings. Here too, one might question the Study’s analysis. On page 7 the Study stresses
the “consistent underestimation” of salary growth during 2004-2007. Less attention is paid to the
more pronounced reverse trend in salary data starting in 2008. We understand that the deceleration
of wage growth has generally continued into 2012, which will contribute to future actuarial gains.’
In fact, some actuaries are recommending reductions in the salary assumption as an offset to the
impact of lowering the investment assumption. Accordingly, the setting of assumptions is a dynamic
process which should self correct over time with actuarial experience.

Asdescribed by the Study, it was “unexpected” that plans did not meet their investment assumptions
in 2004 or 2005. We invite the Study’s authors to revisit the data. The Study fails to explicitly
recognize that plan data is generally reported on a fiscal year basis. Notwithstanding the introductory
notes, to a casual reader figure 7 appears to treat the investment assumptions and investment returns
on a calendar year basis. Moreover, not all plans submit annual actuarial valuations.

Accordingly, greater transparency would result if the Study disclosed how many plans are measured
by each statistic. For example, the Study, which relies on the Division of Retirement’s Annual
Reports, does not disclose that valuations for the plan year ending 2010 were only available for at
most 344 plans, not the full universe of 492 plans. Therefore, if the Study exclusively relies on the
Division of Retirement’s annual reports, af best 70% of the universe was analyzed in 2010 (before
removing outliers, which are also not quantified). Making a larger point, we invite the Collins
Institute to objectively examine longer term data and trends, without seizing on market turmoil to
undermine a fundamentally sound and resilient retirement structure.

In Defense of DB Plans:

Disclaimer: In the opinion of Klausner, Kaufman, Jensen and Levinson, there is no better tool to
attract, retain, and provide employees with a secure retirement than a DB plan. Since the severe
market dislocation of 2008, it has become increasingly clear to many that relying solely on a DC plan
will result in inadequate retirement benefits for the vast majority of participants. This is our
perspective, which we openly admit.

? Recent national data indicates that public sector wages have been below 1.5% for more
than two years, and below two percent since the middle of 2009. http://wikipension.com/
index.php2title=Compenation



As counsel for the National Conference on Public Employee Retirement Systems (“NCPERS”), we
share NCPERS’ philosophy that in a perfect world retirement income should be based on a three
legged stool of Social Security, an employer sponsored DB plan, and personal savings (including
supplemental DC accounts). The following discussion will summarize the critical role of DB plans
for public employees.

In a political environment when Washington can agree on very little, it is noteworthy that this
summer, Congress adopted and President Obama signed into law H.R. 4348. The Moving Ahead for
Progress in the 21" Century Act (“MAP-21") was included in a two-year omnibus highway
transportation bill. We mention the legislation, which provides funding relief for private sector DB
plans, not because it has any direct application for public plans. Rather, MAP-21 illustrates that
Congress understands the importance of defined benefit pension plans,

As critics of DB plans cannot deny, one of the major differences between a DB and DC plan is
investment risk. When a DB plan is closed, investment risk is off-loaded to future hires.
Increasingly, retirement professionals and academics are acknowledging that 401(k) plans were
never intended or designed to replace DB plans. They cannot. DC plans at best provide a
complement to DB benefits, particularly for public sector employees.

Serious observers are increasingly recognizing that all too often, employees who are permitted access
to their DC or 457 balances withdraw from their plans to pay for college education, medical
expenses, home improvement, home ownership, and other non-retirement related expenses. When
“leakage” of DC assets is coupled with the fact that DC plans place all of the investment risk on
employees, it is not hard to understand how DB plans are far superior options, especially for long-
term employees. We leave for the investment professionals to explain the common mistakes that are
made by individual investors, who are asked by DC plans to shoulder the responsibility for their own
retirement. Another disadvantage of DC plans is that they force participants to serve in the role of
professional money manager.

The story continues after a retiree separates from service. A DC plan retiree must budget their
withdrawals over time and gradually reduce their exposure to riskier asset classes. DB retirees, by
contrast, know in advance of the decision to retire that they will enjoy monthly retirement income,
invested and overseen by fiduciaries. Thus, a DB plans allows retirees to maintain a stable portion
of their pre-retirement standard of living,



In summary, the benefits of DB plans include:

» predictable, secure retirement income that retirees cannot outlive;

» pooling of longevity and investment risk;

* superior investment returns compared to DC plans;

» balanced and professional portfolio diversification by professional money managers and consultants
to maximize returns over a long time horizon;

» more efficient with lower investment management fees and administrative costs than DC plans;

* reduced employee tumover, employee training and recruitment costs;

» disability and survivor benefits, which are critical for public safety employees;

» flexibility and the ability to facilitate orderly retirement succession by providing employees with
the ability to retiree even in difficult market environments;

» higher standard of living with less likelihood of retirees living in poverty;

» economic benefits for local economies if retirees remain in their local communities®.

Klausner Kaufman Jensen and Levinson welcomes questions and invites you to visit our website,
along with the following resources: www.robertdklausner.com; ncpers.org; nasra.org; nirsonline.org.

¥ According to the Pensionomics 2012 study by the National Institute on Retirement
Security, 360,065 residents of Florida received a total of $7.2 billion in pension benefits from
state and local pension plans in 2009. http://www nirsonline.org/index.php?option=com_content
&task=view&id=684&Itemid=48
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Funding of the FRS Pension Plan

The FRS Pension Plan funding valuation takes place annually, available December 1st and was
87.5 percent funded, as of July 1, 2011, You can view a chart (follows this page) that compares
the plan's actuarial liabilities to the plan's actuarial assets for the past four fiscal years. The
annual benefit payments to FRS retirees and beneficiaries (shown in white on the chart) are a
part of the overall plan liabilities.

During years when the Pension Plan is determined to be less than 100% actuarially funded, the
Florida Legislature may take steps to improve the funding level by increasing employee or
employer contributions or lower plan costs by reducing future Pension Plan benefits. Pension
Plan underfunding or future cost increases to fund the FRS may make it necessary for the Florida
Legislature to lower the amount that employers contribute to Investment Plan members' accounts
or increase the amount that employees contribute to their Investment Plan accounts. The
legislature may make changes to the FRS at any time.

Pension Reform Lawsuit

On September 7, 2012, the Florida Supreme Court heard oral arguments regarding the
requirement that FRS employees contribute 3% of their pay towards their retirement and
the reduction in the cost-of-living adjustment. A final decision will be made by the Court at
some future date. Once the ruling is made we will let you know the outcome.
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Major Pension Legislation: 2009 - 2012

44 States Represented

k _ NATIONAL INSTITUTE ON
Source: The National Conference of State Legislatures Retirement Security
ket — Rellanle Research. Sensible Sclutions, 14




Employee Contribution Increases, 2009-2011

[] Future Members Only (7 states)
At Least Some Current Members (21 states)
Enacted for Current Members and Overturned

5 . NATIONAL INSTITUTE ON
Source: The National Conference of State Legislatures Retirement Security
| ’ ::!L‘_L.d-:J[L_'_;'{_L".n;t.'i_.|\‘ Sensible Salutions 15
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State Governments' Public Safery Rerirement Plans |2

s Compurtation of final average salary;
¢ Employee contribution requirements; and

e Social Security coverage.

This report includes only the newest tier in states where there is more than one. It includes changes enacted
in 2011 and 2012 that will become fully effective in cthe fucure.

HOW STATES ORGANIZE THEIR PLANS

The only organizational generalization that holds across all 50 states is that there are different plan
provisions for public safety employees than for general state government employees and teachers. (In this
report, the term “general employees” includes both general employees and teachers.) Even when local police
and firefighters are members of the same retirement plan as general state employees, in almost every case,
separate plan provisions apply to police and firefighters. The plan provisions differ in these ways:

¢ Public safety employees can retire earlier than other employees, which responds to the physically
and psychologically demands of their work.

o  They are less likely than other categories of employees to be covered by Social Security. In part, the
lack of Social Security coverage may reflect the likelihood plan members will retire before they
would be eligible for reduced Social Security benefits, let alone full benefits.

o Whether or not public safety personnel are covered by Social Security, their retirement plans are
likely to provide higher levels of salary replacement than those of public employees in other
occupations .

¢ Dublic safety employees contribute more to their retirement plans as a percent of compensation

than general employees and teachers.

The 104 plans discussed in chis report display substantial structural differences. In many states, at least
some local government employees are covered by a state-administered plan. Alaska and Maine have no
independent local plans; there are none in New York except (a big exception) those in New York City, or in
Wisconsin other than the Milwaukee plans. States may sponsor one system with a uniform plan for all
public safecy members, as in Florida and GGeorgia; may maintain several sets of plan provisions with shared
administration, as in Montana, or may sponsor a number of separately funded and administered plans, as in
Louisiana and Ohio.

States may sponsor separate statewide plans for municipal police and for firefighters, as in Oklahoma. More
frequently states group municipal police and firefighters in a plan for local government protective
employees, sometimes, as in Texas, along with other municipal and county employees with a wide range of
functions.

i\ NCsL
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AGE OF NORMAL RETIREMENT

Retirement plans for public safety members offer retirement at earlier ages than state plans for general
employees. Most public plans, regardless of membership, offer the options of normal retirement and early
retirement. Normal retirement means that a member complies with specified age and service requirements
(sometimes only one or the other) for benefits as calculated by a benefit formula. Many plans offer early
retirement to members who are not qualified for normal retirement benefits. Early retirement reduces
normal benefits by a percentage or actuarial calculation for each year the applicant is short of normal
retirement age. The rable that follows this introduction shows the plans that offer the option.

Plans express normal retirement qualifications in various ways. Some explicitly require minimums of age
and service, such as a minimum age of 52 with 10 years of service. Some have only a service requirement,
such as 20 or 25 years. One plan allows retirement when the benefit reaches 50 percent of final average
compensation, based on an annual accrual rate of 2.5 percent. Most offer alternatives, such as different
combinations of age and service requirements, or some number of years of service. Assuming for analytic
putposes that members begin their employment at age 25, it is possible to calculate the earliest allowed age
of normal retirement for 98 plans, as shown in Figure 1.

FIGURE 1. MINIMUM AGE FOR NORMAL RETIREMENT’

Minimum Age for | Public Safety Plans | Plans for General
Unreduced Employees
Retirement

45 — 49 23% : 3%
50 37% 7%
51— 54 11% 10%
55 23% 48%
56-59 2% 13%
G0 4% 19%

As Figure 1 shows, three-fifths of the plans in this study—~60 percent—permit normal retirement at age 50
or earlier. Of statewide plans for general employees only 10 percent allow retirement by age 50. Only 6
percent of public safety plans have a minimum age requirement higher than 55. None of them sets a
minimum age higher than 60. Thirty-two percent of plans for general employees have minimum age
requirements higher than the age of 55.”

“Information on plans for general employees and teachers is an NCSL compilation based on Daniel Schmidt, 2010 Comparative
Study of Major Public Employee Retirement Systems (Madison, Wis.: Wisconsin Legislative Council, 2011), 11-15.

* The table reports on 98 of the 104 plans in the report. The others are state-sponsored plans for local governments thac provide a
range of optional plans among which local employers may choose. Many plans provide for normal retirement when a person has

i\ NCSL
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BENEFITS AND SOCIAL SECURITY COVERAGE

Members of the retirement plans described in this report are likely to accrue retirement benefits at a faster
rate than general state employees and teachers, In almost all state defined benefit retirement plans, benefits
are calculated by a formula that provides a percentage of final annual compensation for each year of service.
This is the basic formula:

Years of service X Final Average Salary X Formula Multiplier = Retirement Annuity

“Final average salary” usually means the average of a member’s compensation over three years (44 percent
of plans) or five years (30 percent of plans). A few plans, usually for highway patrol members, base final
compensation on the member’s last or highest 12 months. The longest periods used are new plan provisions
in Florida and Illinois that average salaries over periods of eight years. The importance of the length of the
period lies in the effect of averaging: the longer the period, the lower the average compensation is likely to

be.

The “formula multiplier” is the percentage of final average salary a person will receive for each year of
service. The usual practice is to apply a consistent multiplier to all years of service, bur some plans apply
different multipliers to different periods of service. A Massachusetts plan, for example, provides a multiplier
of 1.45 percent for those who retire at age 50 and increases the multiplier for each year a person delays
retirement, up to a multiplier of 2.5 percent at age 57. A New Jersey plan reduces its multiplier after
members have earned 25 years of service from 2.5 percent for service up to 25 years to 1 percent for
subsequent service.

Figure 2 shows multipliers for 84 of the plans in this report, omitting defined contribution plans,
multipliers for the defined benefit component of hybrid plans, and plans in which local governments may
cheose from among a variety of multiplicrs. For plans that offer different multipliers for different periods of
service, the chart reports the multiplier for the longest period of service.

accrued some specified number of years of service, usuatly 20 or 25. For such plans, the count in Figure ! assumes an entry age
of 25 and the minimum retiement age for such plans is calculated on that basis.

i\ NCSsL
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FIGURE 2. FORMUILA MULTIPLIERS FOR PUBLIC SAFETY RETIREMENT PLANS AND
PLANS FEOR GENERAL EMPLOYEES®

Public Safety Plans General Employees’ Plans
Formula Not Covered
Multipliers Covered by by Social Covered by | Not Covered by
Social Securi ¥ 2o Social Securi Social Security
o4 Securit R4
N - 43 N=41Y N =62 N=14
1.0t0o 1.9 26% - B4% -
2o 2.49 28% 29% 14% 50%
2.5t 2.99 35% 49% 2% 50%
3o 3.49 5% 10% - -
3.5 and above - 10% - -
QOther 7% 2% - -
Average 2.20% 2.57% 1.95% 2.20%

Figure 2 shows formula multipliers for plans according to their Social Security membership because it has
an effect on plan design. In all public sector occupations, the 30 percent of public employees who are not
covered by Social Security are likely to benefit from higher formula multipliers than those who are covered.
(As discussed below, employees outside Social Securirty are also likely to make higher contributions to their
retirement plans).

Public safety employees are less likely to be covered by Social Security than general employees and reachers.
In 41 percent of the plans in this report, all members are covered by Social Security. In another 39 percent,
no members are in Social Security, and in the remainder, coverage varies by occupation or employer,
usually in plans states sponsor for employees of local governments. In contrast, the members of 80 percent
of state plans for general employees are covered by Social Security.”

When enrollment in Social Security was first made possible for state and local government employees in
1950, governments could choose whether to have employees covered by Social Security and could
thereafter remove employees from coverage if they chose to do so. 1983 amendments to the Social Security
Act prohibited state and local governments from terminating coverage for their employees.

) Figures for general employees are based on the 87 plans reported in Schmidt, 2010 Comparative Study, 7-8, 25-28.

* Figures in this paragraph count plans, not the membership of plans. The U.S. Government Accountability Office estimated in
2010 that 71 percent of the earnings of state and local government employees are covered by Social Security. U.S. GAO,
Muanagement Oversight Needed to Ensure Accurate Treatment of State and Local Governmenr Employees (GAO-10-938, Sep 29,
2010).

i NCSL
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Decisions to allow public safety employees to remain outside the Social Security system may have been
affected by the existence of state and local rerirement plans that provided for retirement before 65 for such
employees. Unreduced retirement benefits under Social Security originally were available at age 65, and are
now available at ages ranging from 65 to 67, depending on when a person was born. Reduced benefits are
available at 62. The retirement ages that public safely plans permit can mean long intervals between a
member’s retirement from covered employment and eligibility for Social Security benefits.

Figure 2 relates Social Security coverage to public plan design. For public safety plans, the lowest category
of multipliers is limited to plans with Social Security coverage for members, and the highest category to
plans without that coverage. In both cases, the numbers of plans art the extremnes are small. Sevenry-eight
percent of plans without Social Security coverage, like the 63 percent of plans that include it, have
multipliers ranging from 2 percent to 3 percent. Plans for people not covered by Social Security are
concentrated at the higher end of that range.

For public safety employees, the average multiplier for plans for people without Social Security is 2.57
percent, and for those with Social Security coverage, 2.2 percent. Of people with identical final average
salaries and service records, a person outside Social Security would receive a pension about 17 percent
higher than a person under Social Security.

Figure 2 also compares public safety plan multipliers with those of plans for general employees, both with
and without Social Security coverage. For the 87 state plans for general employees, in 2011 the average
multiplier for rhose covered by Social Security was 1.95 percent and for those not in Social Security, 2.2
percent.” On average, public safety employees would benefit from a pension differential between 13
percent and 17 percent for equivalent final salaries and service, compared to general employees with the
same Social Security status.

CONTRIBUTION REQUIREMENTS

Earlier retirement ages and somewhat higher benefit packages make plans for public safety members more
costly per capita than those for general employees. Public safety employees, whether or not covered by
Social Security, make higher contributions to their retirement plans than general state employees, as Figure
3 indicates. As is true for other public employees, those who are not covered by Social Security are likely to
face higher contributions to their retirement plans than those who are covered.

On average, public safety employces make contributions about 0.6 percentage points higher than general
employees when both groups are covered by Social Security, and about 1.2 percentage points higher when
both groups are not.

Employees not covered by Social Security pay, on average, higher contributions to their retirement plan
than those who are covered, although the difference is not as much as they would contribute for Social
Security. (The usual Social Security contribution rate is 6.2 percent for employees and employers both, for
a total of 12.4 percent, although the employee rate was reduced for 2012).

“ Schmidr, 2010 Comparative Study, 24-25.

(i NCsL
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FIGURE 3. AVERAGE CONTRIBUTION RATES
AND SOCIAL SECURITY COVERAGE’

Covered by Social Not Covered by Social
Security Security
Public Safety Employees 6.30% 9.62%
General Employees 5.66% 8.86%
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2010 Comparative Study.
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Police Officer’'s Retirement Trust Fund

¢ Established by ordinance of the City Council.

* Local control subject to the minimum standards set forth in Chapter 185, Florida
Statutes.

* Board of Trustees appointed by the City Council

Sole and exclusive administration of, and the responsibilities for, the Froper operation
of the retirement trust fund and for making effective the provisions of chapter [85 are
vested in the board of trustees.

- However, the Trustees are not, by statute, empowered to amend the provisions of the
plan without approval of the City Council.

® Fla. Stat. 185.04 - Actuarial deficits, if any, arising under the plan are
not the obligation of the State; therefore, the City is responsible for
funding any deficits.

Police Officer’s Retirement Trust Fund

® PORTF is funded by both state, employer and employee contributions.

Currently, the PORTF has a Credit Balance from which the
City’s contribution has funded. So, there is no current
requirement to fund within the City’s budget.

If the City continues the current trend of no contributions
and no changes are made in other contributions or
benefits, the Credit Balance will be depleted in fiscal year
2016.

As of 2016, the City would have to fund at least an
estimated 25.5% of payroll annually.

12/7/2012
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Pension Plan Benefits Summary

overtime,  vacation  payouts,
certain  paid sick leave, tax
deferred, tax sheltered and tax
exempt income, but not bonuses
or sick leave payouts; subject to
general limit of $150,000.

FRS PORTF FFRTF

Eligibility FT or PT, non-temporary (6 | FT hired after January |, | FT & PT

months+) 1996
Credited Full or partial months in which | Total Years & Partial Years Total Years & Partial Years
Service salary is earned; and additional

creditable  service may be

“bought™
Salary Gross earnings including wages, | W2 camings, Tax-deferred, | W2  earnings, Tax-

tax-sheitered & tax exempt,
overtime compensation in
excess of 300 hours per
calendar year.

deferred, tax-sheltered &
tax exempt

Average Final
Compensation

Average Salary of Best 5 years of
covered employment

Average Salary of Best 5
years of last 10 years of
preceding termination or
retirement

Average Salary of Best §
years of last 10 years of
preceding termination or
retirement

/

Pension Plan Benefits Summary

32 y1s of Credited Service
Vested & ape 63

33 yrs of Credited Service; r
Age 33 (3R)

Service (SR}
30 Years Credited Service (SR)

Age 52 and 25 Years of Credited

FRS Police Fire
Vesting 8 years; 6 years; Various 100% after 6 years of | 100% after 10 vears of
Credited Service Credited Service
Normal Vested & ape 62 Earlier of ape 55 and 6 | Farlier of age 60, 35
Retirement years of Credited Service, { and 10 years of credited

or 20 years of Credited { service or 20 years
Service regardless of age

credited service
repardless of age.

Early Retirement

Vested

service

Age 50 and 6 years credited | Age 50 and 10 years

credited service

Normal Yrs. Credited Service x % Value | 4.0% of Average Final | 3.1% of Average Final
Retirement x Average Final Compensation Compensation x Credited | Compensation X
Benefits Service Credited Service

Early Retirement Accrued Benefit reduced by 5% | Accrued Benefit, reduced | Accrued Benefit,
Benefits per year by 3% per year. reduced by 3% per year

12/7/2012
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Pension Plan Benefits Summary

FRS Police Fire
Member Contnbutions 3.0 % of Salary 1.0 % of Salary 3.29 % of Safary
State Contributions None 12.9% 13.63%
(3123,43%9) ($102,371)
City Contributions Various rate based Dalance remaining after | Balance remaining after
on classification. member & state | member & state
contributions. contributions.

12/7/2012
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FY 2012 - 2013

Retirement
FRS - Elected
FRS - Senior Management
FRS - Regular
FRS - Special Risk
FRS - Drop

Police Pension
Fire Pension

Retirement
FRS - Elected
FRS - Senior Management
FRS - Regular
FRS - Special Risk
FRS - Drop
Police Pension
Fire Pension

As of As of
July 1, 2012 July 1, 2013

10.23% 32.46%
6.30% 16.46%
5.18% 6.58%

14.90% 19.56%
5.44% 10.78%
0.00%

24.52%

75% and 25%
FY 2012-13

Rate

15.79%
8.84%
5.53%

16.07%
6.78%

5.53%
38.34%

Budgeted Contributions for Contributions with all
FY 2012-13 employees in FRS
54,643 54,643
$26,086 $26,086
$55,526 $55,526
$31,799 $31,799
$3,214 $3,214
$59,080 $171,633
$257,499 $107,896
Total FRS $121,270 $400,798
Total Police $59,080
Total Fire $257,499
Total $437,849 $400,798
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City of Brooksville History of FRS & Firefighter Pension paid by The City

Effective Effective Effective Effective | Effective date | Effective date { Budgeted | Effective date
date of rate | date of rate | date of rate | date of rate of rate of rate Rate of rate

FRS 7/01/2006 | 7/01/2007 | 7/01/2008 | 7/01/2005 | 7/01/2010 7/01/2011 201172012 7/01/2012
Special Risk 19.75% 19.75% 20.92% 20.92% 23.25% 14.10% 15.4650% 19.56%
Regular 8.69% 8.69% 9.85% 9.85% 10.77% 4.91% 5.3275% 6.58%
Senior Management 11.96% 11.96% 13.12% 13.12% 14.57% 6.27% 8.8175% 16.46%
City Officials 15.37% 15.37% 16.53% 16.53% 18.64% 11.14% 16.4700% 32.46%
Drop 9.11% 9.11% 10.91% 10.91% 12.25% 4.42% 6.0100% 10.78%
Total FRS

Effective Effective Effective Effective Budgeted | Effective date

rate for rate for rate for rate for | Effective rate | Effective rate Rate of rate
Fire pension 05/06 06/07 07/08 08/09 for 09/10 fori0/11 2011/2012 | 10/01/2012
Fire pension 5.00% 20.80% 23.80% 23.30% 25.00% 28.51% 31.21% 38.34




City of Brooksville History of FRS & Firefighter Pension paid by The City

Amount in Amount in
dollars Amount in Amount in dollars | Amount in dollars dollars
collected |[dollars collected collected collected collected
7/01/2006t0 ! 7/01/2007 to 7/01/2008 to 7/01/2009 to 7/01/2010to0
FRS 6/30/2007 6/30/2008 6/30/2009 6/30/2010 6/30/2011
Special Risk $22,197 $24,205 $24,642 $27,176 $29,247
Regular $254,376 $234,893 $202,785 $197,876 $222,017
Senior Management $56,009 $59,555 $55,503 555,489 559,353
City Officials 54,862 54,860 54,803 $5,025 55,480
Drop 534,857 519,158 $10,444 516,620 $11,414
Total FRS $372,301 $342,671 $298,177 $302,186 $327,511
Amount in Amount in
dollars Amount in Amount in dollars | Amount in dollars dollars
collected |dollars collected collected collected collected
7/01/2006t0 | 7/01/2007 to 7/01/2008 to 7/01/2009 to 7/01/2010t0
Fire pension 6/30/2007 6/30/2008 6/30/2009 6/30/2010 6/30/2011
Fire pension $135,962 $157,966 $181,196 $195,886 $222,773
Total Pension paid by the City $508,263 $500,637 $479,373 $498,072 $550,284




City of Brooksville History of FRS & Firefighter Pension pald by The City General Fund ONLY)

Amount in Amount in Amount in Amount in Amount in
dollars dollars Amount in dollars dollars Amount in dollars
collected collected dollars collected collected collected dollars Budgeted| Budgeted
7/01/2006 to | 7/01/2007t0 | 7/01/2008to | 7/01/2009to | 7/01/2010to | 10/01/2011to |10/01/2012 to
FRS 6/30/2007 6/30/2008 6/30/2009 6/30/2010 6/30/2011 9/30/2012 9/30/2013
Special Risk $22,197 $24,205 524,642 $27,176 $25,521 532,543 $41,160
Regular $206,587 $207,014 $171,127 $168,548 $173,450 561,923 $76,480
Senior Managément 532,028 533,070 $34,510 534,496 $35,035 526,020 $48,573
City Officials ' 4,862 $4,860 $4,803 45,025 $5,032 $4,844 $9,547
ljrop $6,371 66,250 $6,983 57,581 $4,570 62,931 55,257
Total FRS $272,045 $275,399 $242,065 $242,826 $243,608 $128,261 $181,017
Amount in Amount in Amount in Amount in Amount in
dollars doliars Amount in dollars dollars Amount in dollars
collected collected dollars collected collected collected dollars Budgeted| Budgeted
7/01/2006 to | 7/01/2007to | 7/01/2008to | 7/01/2009tc | 7/01/2010to | 10/01/2011to |10/01/2012to
Fire pension 6/30/2007 6/30/2008 6/30/2009 6/30/2010 6/30/2011 9/30/2012 9/30/2013
Fire pension $135,962 $157,966 $181,196 $195,886 $222,773 $218,960 $218,960
Total Pension paid by th $408,007 $433,365 $423,261 $438,712 $466,381 $347,221 $399,977




Fire Pension Cost

Fire Pension History

% wages

% Retire to % Increase increase
Budget Years { Total Wages | Retirement Wages Actual Rate [retire priocyr|  prioryr,
12/13 $648,441 $248,612 38.34% N/A 19.93% -2.37%|{1)(2}
11/12 $664,194 $207,295 31.21% N/A -5.46% -14,23%{(1){2}
10/11 $774,399 $218,270 28.31% 31.21% 11.75% -3.24%
09/10 $800,352 $196,222 24.52% 28.51% 4.47% 0.71%
08/09 $806,089]  $187,821 23.30% 25.00% 13.48% 1.30%
07/08 $795,722 $165,510 20.80% 20.80% 20.06% 2.91%
06/07 $773,231 $137,855 17.83% 20,40% 9.50% 0.72%
05/06 $767,706 $125,500 16.40% 19.80% 26.79% 5.86%
04/05 $725,221 599,297 13.69% 17.70% 41,53% 6.77%
03/04 $679,240 570,162 10.33% 11.30% 127.39% -7.48%|(3)
02/03 $734,126 530,856 4.20% 5.00% -1.27% 10.15%
01/02 $666,469 $31,253 4.69% 5.00% 1.77% 8.62%
00/01 $613,589 530,709 5.00% 5.00% 42.71% 10.96%
99/00 $552,975 $21,519 3.89% 5.00% -1.23% 7.22%
98/99 $515,720 521,788 4.22% 5.00% 0.00% 0.00%
Total $8,430,450] 51,118,892 13.27% 800.60% 55.19%

(1)These two years are budgeted numbers
(2)Decrease in retirement wages is due to 2 employees are in the drop plan and we do not pay retirement on those wages
[3}New benefits went into effect

98/99 421,788
99/00 $21,519
00/01 $30,709
01/02 $31,253
02/03 430,856
03/04 $70,162
04/05 $99,297
05/06 $125,500
06/07 $137,855
07/08 $165,510
08/03 $187,821
09/10 $196,222
10/11 $219,270
11/12 $207,295
12/13 $248,612

Fire Retirement Cost

$300,000

$250,000

$200,000

$150,000

$100,000
$50,000

S0

98/99 I

99/00
00/01
01/02

H Retirement Cost

{1}New benefits went into effect in 03/04 year
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Examples of governments with especially high pension costs:

The following information comes from municipal audited financial

reports for fiscal year 2009.

CORAL SPRINGS

1
LEROY COLLINS
INSTIEITUTE

Plan

Annual Pension Cost (APC)

Covered Payroll

Cost as Percent of Covered Payroll

General Employees $408,053 $420,000 97.15%

Retirement Plan
Firefighters’ Retirement Plan $2,889,610 $10,527,000 27.45%
Police Officers’ 57,014,635 $11,346,000 62.82%

Retirement Plan

See pages 70 & 71 of the Coral Springs FY2009 Audited Financial Report,

TOWN OF MEDLEY
Plan Annual Pension Cost {APC}* Covered Payroll* Cost as Percent of Covered Payroll
General Employees $1,397,378 $2,400,099 ’ 58.22%
Retirement Plan
Police Officers’ $1,653,252 $2,411,734 68.55%

Retirement Plan

See pages 33 & 46 of Medley's FY2009 Audited Financial Report.

* Covered Payroll is from 2008 {most recent data),

PENSACOLA
Plan Annual Penslon Cost (APC} Covered Payroll Cost as Percent of Covered Payroll
General Pension $7,004,735 $13,546,000 52.38%
and Retirement
Firefighters’ Relief $3,704,687 $5,513,000 67.20%
and Pension
Police Officers’ Retirement $3,189,523 57,601,000 41.96%

See pages 88 & 87 of Pensacola’s FY2009 Audited Financial Report.

FORT MYERS
Plan Annual Pension Cost {APC) Covered Payroll Cost as Percent of Covered Payroll
General Employees’ $5,568,800 $27,501,914 20.25%
Pension Plan
Police Officers’ $5,297,500 $10,581,863 50.06%
Retirement System
Municipal Firefighters’ $3,798,438 $7,376,175 51.50%

Pensions Trust Fund

See pages 84 & 96 of Fort Myers's FY2009 Audited Financial Report.
JACKSONVILLE
Plan Annual Pension Cost {APC) Covered Payroll Cost as Percent of Covered Payroll
General Employees $29,451,000 $276,257,000 10.68%
Retirement Plan
Police and Fire Pension Plan $67,993,368 $155,558,000 43.71%
Correction Officers’ $5,268,000 $27,661,000 19.04%

Retirement Plan

See pages 116, 120, 157 & 158 of Jacksonville’s FY2009 Audited Financial Report
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JOHN F. SOREY IIT
MAYOR

March 18, 2012

The Honorable Rick Scott
Governor

Plaza Leve! 05, The Capitol

400 South Monroe Strest
Tallahassee, Florida 32398-0001

Subject: Voluntary Pension Reform and Loss of Premium Tax Revenue Paid by
City of Naples Taxpayers

Dear Goyarrior Scott: /£ z'b/r-__

As Mayor of the City of Naples, | am writing to tell you about how City of Naples
taxpayers are being penalized for offering sustainable retirement benefits to Clty of
Naples police officers and for reducing the future cost of polica pensions.

The City of Naples and Naples police officers represented by the Fraternal Order of
Police, recently entered into a voluntary collective bargaining agreement reducing
future pension benefits to levels similar to those eamed by law enforcement officers
who joined the Florida Retirement System (FRS) after July 1, 2011. This voluntary
agreement between the City and our police officers is projected to save our taxpayers
834 million over the next 30 years.

But because of an interpretation of the Florida Division of Retirement, the police pension
changes will result in the loss of future premium tax revenues paid by City taxpayers -
which currently amount to $553,720 per year. In essence, City taxpayers are being
penalized for the City and police union taking responsible action to reduce future
pension benefits and make the pension plan more sustainable. | am advised by our
attorneys that the Division of Retirement's interpretation is not in state statute or rule,
but is “non-rule policy” invented by the agency. Since this is an agency under your
direction and control, | am asking that you have your staff review the Division's position,
and take appropriate action to correct this situation.

235 LIGHTH STRERT SOUTH « NAPLES. FLORIDA WH02.6796

TELERHONEAZIV 213000 FAX 23 203 100 CELL 42393 2441550
EMAIL: MuyormNyphspov.com



The Honerable Rick Scott
March 16, 2012
Page Two

According to the Division of Retirement, if any pension benefit for police officers is
reduced below the level in place on March 12, 1998, the plan wiil not be in compliance
with Chapter 185, and the City will lose all future Insurance premium tax funding. The
premium taxes are taxes paid by City {axpayers on their casualty insurance premiums,
which are refunded to the City to help pay for police pensions. But under the Divislon of
Retirement's Interpretation, City taxpayers will still be required to pay the premium tax,
but the tax revenues wilt no longer be able to be used to help pay for police pensions —
even though those pensions will continue to cost the City more than a million dollars
every year. As a result, City taxpayers will be penalized by the loss of the premium tax
funding even though the City, and our professional police officers, voluntarily agreed
to reduce benefits to FRS levels that have been previcusly approved by the State
Legislature and are now in effect for law enforcement officers throughout the State.

The Legislature failed to correct this inequity during the legislative session by failing to
approve SB 910 and similar legislation. The taxpayers of Naples urge you to exercise
your leadership to right this wrong and ailow cities and public safety employees
reaching voluntary agreement on sustainable pension benefits to continue to use
premlum tax revenue paid by our residents, to fund our public safety pensicn plans.

Thank you for considering the point of view of the taxpayers on this important public
policy issue. We would be pleased to provide additional information concerning this

situation at your request.

Sincerely,
s ,
A
John F. Sorey Il
Mayor

cc: Representative Denise Grimsley
Representative Matt Hudson
Representative Jeanette Nunez
Representative Kathleen Passidomo
Representative Trudi Williams
Senator Larcenia Bullard
Senator Garreit Richter
Senator Don Gaetz
Representative Will Weatherford
Michael Sittig, Florida League of Cliles
Kraig Conn, Florida League of Cities



DBPARTMENT OF MANAGEMENT
“Govermor SERVICES O ety

August 14, 2012

The Honorable John F. Sorey Ili
Mayor of the City of Naples

735 Eighth Street South
Naples, Florida 34102-6796

Dear Mayor Sorey:

Thank you for your letter of March 16, 2012, concerning lha voluntary pension reform and potential
loss of premium tax revenues for the City of Naples Police Officers' Retirement Plan.

In light of the concerns outlined in your letter, the Depadfnent of Management Services (Department)
reviewed the statutory provisions regarding the use of the premium tax revenues. Section 185.35(2},
Florida Statutes, states:

(2) The premium tax provided by this chapter shall in all cases be used in
its entirety to provide extra benefits to police officers, or to police officers and
firefighters if included. However, local law plans in effect on October 1, 1988,
must comply with the minimum benefil provisions of this chapter only to the
extent that additional premium tax revenues become available to incrementally
fund the cost of such compliance as provided in s. 185.16(2). If a plan is in
compliance with such minimum benefit provisions, as subsequent additional tax
revenues bacome available, they shall be used to provide extra benefits. Local
law plans created by special act before May 27, 1939, shall be deemed to
comply with this chapter. For the purpose of this chapter, the term:

(a) “Additional premium tax revenues’ means revanues received by a
municipality pursuant to s. 185.10 which exceed the amount received for
calendar year 1997.

(b) “Extra benefits" means benefits in addition to or greater than those
provided to general employees of the municipality and in addition to those in
existence for police officers on March 12, 1999,

Previously, the Depariment had interpreted this law to mean thal in order for Naples to receive any
state premlum tax revenues it must provide chapter minimum benefits and must preserve benefits in
placa on March 12, 1989, However, upon receiving your lelter and reviewing the law again, this
interpretation appears inaccurate. The law actually states that local law plans in effect on October 1,
1998, like the City of Naples Police Officers’ Retirement Plan, "must comply with the minimum benefit
provisions of this chapter only lo the extent that additional premium tax revenues become available to
incrementally fund tha cost of such compliance.” The phrase "only to the extent that' qualifies the
law's requirement that local law plans “comply with the minimum benefit provisions" of chapter 185.

Please direct al} correspondence to:
Division of Retirament
Municlpal Police Officers’ & Firofighters' Trust Funds’ Office
PO Box 3010
Tallahassee, Florida 32315-3010
Tall Fraa: 877.738.6737/Tel: 850.922.0607 /Fax: 850.921.2161

www.fra.MyFlorida.com



Honorable John F. Screy lli
August 14, 2012
Page Two

This qualification means that, for local faw plans in effect on October 1, 1998, the law compels them
lo provide chapter minimum benefits only to the extent that such benefits can be funded with
‘additional premium tax revenues.” Additional premium tax revenues are defined as revenues “which
exceed the amount received for calendar year 1997." Thus, for local law plans in effect on October 1,
1968, the law states that chapter minimum benefits must be provided only to the extent that they can
be funded with premium tax revenues received in excess of the amount received for calendar year
1997. Once there are sufficient “additional premium tax revenues' io fund the chapter minimum
benefits, the law states that any “subsequent additional tax revenues” must be used to fund “extra
benefits," as defined above. This subsequent addilional tax revenus is the only amount earmarked
for "extra benefits" for local law plans in effect on October 1, 1998.

Bacause the City of Naples Police Officers’ Retirement Pian was in effect on October 1, 1998, the law
allows Naples to provide benefits below the chapter minimums and below those in effect on March
12, 1999, if there is insufficient *additional premium tax revenues” to fund chapter minimum benefits
and insufficient “subsequent additional tax revenue” to fund extra benefits. if the Clty of Naples
received enough additional premium tax revenues to provide chapter minimum benefits, or an
incremental portion thereof, the law requires Naples to use the revenues for such benefits. Once
Naples has sufficient additional premium tax revenues fo provide all chapter minimum benefits, any
subsequent additional premium tax revenues must be used for extra benefits.

Basad on the proposed ordinance, it appears that there are three changes being proposed that
require additional information. These changes Include raising the normal retirement date to age 60
with eight or more years of service; raising the average final compensation to the highest eight years
of service; and reducing benefits by 5% for each year the police officer retires prior to age 60 or 30
years of service. In order for the Department to determine If these proposed changes can be
approved, the plan actuary must demonstrate that there are not enough “additional premium tax
revenuss” to fund the minimum chapter benefits.

Thank you for your interest and concern in communicating with our cffice. If you have any questions,
or if we can be of assistance in any way, please let me know.

Sincerely,

fib e feez

Keith E. Brinkman, Chief
Bureau of Local Retirement Systems

cc. Representative Denise Grimsley
Representative Malt Hudson
Representative Jeanette Nunez
Representative Kathleen Passidomo
Representative Trudi Willlams
Repressntalive Will Weatherford
Senator Larcenia Bullard
Senator Garrett Richter
Senator Don Gaetz
Michael Sittig, Florida League of Clties
Kraig Conn, Florida League of Cities
Joseph Whitehead, Chairman



MEMORANDUM

To: Michael Sittig, Executive Director
From: Kraig Conn, Legislative Counsel m

Subject: Department of Management Services Interpretation of Extra Benefits Law Passed in
1999

Date: August 17, 2012

As you are aware, the Florida League of Cities has been working closely with Govemor Scott’s
office for the past year on numerous police and fire pension matters. We have brought to their
attention various unfair determinations made by the Department of Management Services
(“DMS”) relating to police and fire pension plans in numerous cities, including, the City of
Naples.

On August 14, 2012, the DMS released a very positive letter to the City of Naples {“Naples
Letter”), which addresses how the city may use insurance premium tax revenues for its police
pension plan (attached). In the Naples Letter, the DMS acknowledges that its previous
interpretation of the law on the use of insurance premium tax revenues “appears
inaccurate,”

Naples Leiter

To fully understand the impact of the Naples Letter, a brief review of the DMS’s prior
interpretation of the law on the use of insurance premium tax revenues is beneficial.

DMS Interpretation Prior to Naples Letter

In summary, for a city to be eligible to receive insurance premium tax revenues for a police
pension plan under Chapter 185, Florida Statutes (and a fire pension plan under Chapter 175,
Florida Statutes), the plan had to provide the specified chapter minimum benefits and it had to
preserve benefits in place on March 12, 1999, A city was permitted to use insurance premium tax
tevenues up to the “base-year” amount (amount received for 1997) for any police (or fire)
pension costs, but was required to use any amonnt over the “base-year” amount only for
“extra benefits® (benefits greater than those provided to general employees of the city and in
addition to benefits existing as of March 12, 1999). This is no longer the case!

301 South Bipnough Sieat » Suite 300 » P.0, Box 1757 » TaRohasses, FL 32302.1757 » {850) 222.5484 » Fox {BS0) 222-3806 » www.Mlcities.com



New Interpretation in Naples Letter

The Naples Letter provides a substantiaily different, and beneficial, interpretation of the
1999 law, The interpretation in the Naples Letter follows the precise language in the statutes.
While not stating this directly in the Letter, the DMS basically provides that insurance premium
tax revenues are to be divided into three separate “pots.”

Pot I: The amount of insurance premium (ax revenues a city received for 1997 (the
“base-year” amount), which is to be used for any police (or fire) pension plan
expense.

Pot 2: The amount of insurance premium tax revenues in excess of the “base-year”
amount (*‘additional premium tax revenues™), which is to fund the chapter
minimum benefits. If there are insufficient additional premium tax revenues
to fund the chapter minimum benefits, the plan may provide a benefit level
that falls below the minimum benefits level and also falls below the benefit
levels provided on March 12, 1999,

Pot 3: The amount of insurance premium tax revenues in excess of the additional
premium tax revenues required to fund the chapter minimum benefits
(“subsequent additional tax revenues"), which must be used to provide “extra
benefits.” Vety few, if any, cities would be required to provide “extra
benefits” under this interpretation,

The Naples Letter will generate police and fire pension discussions throughout the state and
it will likely lead to further interpretation questions to the DMS, As part of the League’s
Annual Conference in Hollywood, there will be a pension related workshop on Friday,
August 24 between 11:15 a,m. - 12:15 p.m. to review the Naples Letter,

While the Naples Letter did not specifically address fire pension plans under Chapter 175,
Florida Statutes, 1 assume the DMS will provide the same guidance as in the Naples Letter
to a requesting city, Also, please note that police and fire pension benefits are typically
covered under collective bargaining agreements, which can be negotiated at various times as
provided under collective bargaining laws.

DMS also released a very positive letter to the City of Largo on April 4, 2012, which clarifies the
use of up to 300 hours of overtime for police and fire pension purposes (attached). Additionally,
the DMS has provided favorable consideration to the cities of Winter Park and Dunedin
regarding various police and fire pension matters.



SEY LEWIS
XY | ONGMAN &
IS~ WALKER | PA.

ATTORNEYS AT LAaw

REPLY TO: TALLAHASSEE

MEMORANDUM
TO: Local Government Clients
FROM: Jim Linn and Glenn E. Thomas
DATE: August 20, 2012
RE: Police / Fire Pension Plans — Change in Division of Retirement Interpretation

Concerning Eligibility for Chapter 175/185 Premijum Tax Revenues

Last week the Florida Division of Retirement issued a letter to the City of Naples concerning the
City’s eligibility for future premium tax revenues under Chapter 185, Florida Statutes. The
Naples letter reflects a significant change in the Division’s longstanding position concerning a
city’s eligibility to receive premium tax revenues. For the past 12 years the Division has taken
the position that if a city reduced any pension benefit below the statutory minimum benefits or
below the plan benefits in effect in 1999, the city would be ineligible for future premium tax
revenues. In the Naples letter, the Division of Retirement acknowledges that its prior
interpretation “appears inaccurate.” A copy of the Naples letter is attached.

Background: The City of Naples entered into a collective bargaining agreement with the FOP
containing a number of changes to the police pension plan. Among the changes were a reduction
in the benefit multiplier from 3.63% to 3%, changing final average compensation from the best 3
years of service to the best 8 years of service, and eliminating the 3% cost of living adjustment
for future service. The normal retirement age was also increased for employees hired after the
effective date of the changes, to age 60 with 8 years of service or 30 years of service regardless
of age. Early retirement prior to the new normal retirement date is allowed, with a 5% benefit
reduction for each year that early retirement precedes the normal retirement date. All of the
changes reduced benefits below the level in effect in 1999, and three of the changes were below
the Chapter 185 minimums - but they conformed to the 2011 changes to the Florida Retirement
System (the change in final average compensation, the new normal retirement age, and the early
retirement reduction). The plan actuary calculated that the plan changes would reduce the City’s
required contributions by more than $34 million over the next 30 years — even with the loss of
more than $300,000 in future annual premium tax revenues.

GOOSFPRA-1

BRADENTON JACKSONVILLE TALLAHASSEE WEST PALM BEACH
1001 3" Avenue West 245 Riverside Avenue 315 Soutl Calhoun Street 515 Norh Flagler Drive
Sukle 670 Suite 150 Suite 830 Suite 1500
Bradenton, FL 34205 Jacksonville, FL 32202 Taliahassee, FL 32301 West Palm Beach, FL 33401
(941) 708-4040 [904) 353-6410 {850) 222-5712 {561} 640-0820
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August 20, 2012
Page 2

After the pension changes were negotiated, the Division of Retirement advised the City that it
would no longer be eligible for Ch. 185 premium tax revenues. Naples Mayor John Sorey wrote
a letter to Governor Scott questioning the Division of Retirement’s interpretation. The
Division’s letter of August 14, 2012 was in response to Mayor Sorey’s letter.

The Naples Letter: The letter begins by quoting section 185.35, Florida Statutes — the statute
concerning use of premium tax revenues. The letter points out that the Division’s previous
interpretation of this section “appears inaccurate.” The letter then states that for local law plans
in effect on October 1, 1998 (the vast majority of police and fire pension plans), chapter
minimum benefits must be provided only to the extent they can be funded with premium tax
revenues in excess of the amount received for 1997. Once there are sufficient additional
premium taxes to fund the chapter minimum benefits, any subsequent additional premium tax
revenues must be used to provide extra benefits.

As applied to Naples, the new interpretation allows the City to provide benefits below the
chapter minimums and below the benefits in effect in 1999, if there are insufficient additional tax
revenues to fund extra benefits.

In essence, the Naples letter appears to be saying that if a city can demonstrate through actuarial
calculations that the current value of the chapter minimum benefits as applied to current plan
members and data (which would presumably include a portion of the plan’s unfunded actuarial
accrued liabilities) is greater than the current amount of additional premium taxes received by the
city, the city is not required to provide the chapter minimum benefits. If the current value of the
chapter minimum benefits is less than the current amount of additional premium taxes, the city is
required to provide the chapter minimum benefits plus extra benefits up to the amount of
additional premium taxes. But a city is not required to provide the level of benefits in effect in
1999 to be eligible for future premium taxes.

Implications: The Naples letter appears to open the door to pension reform for many Florida
cities, without the threat of loss of all future premium taxes. Each city will need to obtain an
actuarial analysis to determine the extent to which the Division’s new interpretation will be
beneficial.

We would be pleased to answer any questions you may have concerning the Naples letter and its
potential impact on you plan(s).

000B5958-1
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DEPARTMENT OF MANAGEMENT

Gemimor. SERVICES ety

August 23, 2012

Honorable Peter Bober

Mayor, City of Hollywood

Post Office Box 220045
Hollywood, Florida 33022-9045

Re: Fitefighters' Pension Fund & Police Officers’ Retirement System
(Ordinance Nos. 0-2011-26 & 0-2011-27)

Dear Mayor Bober:

This Is to acknowledge receipt of an e-mail dated September 23, 2011, from Ms. Gail Reinfeld, Director,
Office of Human Resources and Risk Management Office, with attached final Ordinance No. 0-2011-28,
amending the Firefighters' Pension Fund, and final Ordinance No. 0-2011-27 amending the Police Officers’
Retirement System.

We also received an actuarlal impact statement dated July 20, 2011, for the Police Officers’ Retirement
System, and an actuarial impact statement dated August 29, 2011, for the Firefighters' Pension Fund, that
were prepared by the city's actuary, Michael Tierney. In addition, we received a copy of the September 1,
2011, actuarial impact statement prepared by the board's actuary, Jose Fernandez, for the Police Officers’
Retiremert System. We did not receive an actuarlal impact statement prepared by the board's actuary for the
Firefighters’ Pension Fund; however, on August 13, 2012, the plan actuary provided a copy of the 10/1/2010
actuarlal valuation (revised as of 1/30/2012) for the Hollywood Firefighters’ Pension Plan. The plan actuary
confirmed that this valuatlon includes the cost impact of Ordinance No, 0-2011-26. -

Section 185.35(2), Florida Statutes, states:

(2} The premium tax provided by this chapter shall in all cases be used in its
entirety to provide extra benefits to police officers, or to police officers and firefighters if
included. However, local law plans in effect on October 1, 1998, must comply with the
minimum benefit provisions of this chapter only to the extent that additional premium tax
revenues become available fo incrementally fund the cost of such compliance as
provided In s. 185,16(2). If a plan is in compliance with such minimum benefit
provisions, as subsequent additional tax revenues become avallable, they shall be used
to provide extra benefits. Local law plans created by special act before May 27, 1939,
shall be deemed to comply with this chapter. For the purpose of this chapter, the term:

Please direct all correspondence to:
Divislon of Retirement

Municipal Pollce Officers’ & Firafighters® Trust Funds' OHice
PO Box 3010
Tatlahasses, Florida 32316-3010
Toll Froe; 877,738.6737/Tol: 850.922.0667 /Fax: 860.921.2161

www.frs, MyFlorida.com



- Honorable Peter Bober
Page two
August 23, 2012

(a) "Additional premium tax revenues’ means revenues received by a
municipality pursuant to s. 185.10 which exceed the amount received for calendar year
1997.

(b} “Extra benefits" means benefits in addition to or greater than those provided
to general employees of the municipality and in addition to those in existence for police
officers on March 12, 1989,

A similar provislon is found in section 175.351(2), Florida Statutes, pertaining to the Firefighters’
Pension Trust Fund.

Previously, the Departmant had interpreted this law to mean that in order for Hollywood to receive any
state premium tax revenues it must provide chapter minimum benefits and must preserve benefits in
place on March 12, 1899, However, upon reviewing the law again, this interpretation appears inaccurate.
The law actually states that |ocal law plans in effect on October 1, 1988, fike the City of Hollywood Police
Officers’ and Firefighters' Retirement Plan, “must comply with the minimum benefit provisions of this
chapter only fo the extent that additional premium tax revenues become available to incrementally fund
the cost of such compliance.” The phrase “only to the extent that” qualifies the law's requirement that
tocal law plans “comply with the minimum benefit provisions” of chapters 175 and 185. This qualification
means that, for local faw plans in effect on October 1, 1998, the law compels them to provide chapter
minimum benefits only fo the extent that such benefits can be funded with “additional premium tax
revenues.” Additional premium tax revenues are defined as revenues "which excced the amount
received for calendar year 1897." Thus, for local law plans in effect on October 1, 1998, the law states
that chapter minimum benefits must be provided only to the extent that they can be funded with premium
tax revenues received In excess of the amount received for calendar year 1897. Once there are
sufficient “additional premlum tax revenues” to fund the chapter minimum benefits, the law states that any
"subsequent additional tax revenues” must be used to fund "extra benefits,” as defined above. This
subsequent additional tax revenue is the only amount earmarked for “extra benefits” for iocal law plans in
effect on October 1, 1998. ' .

Because the City of Hollywood Police Officers’ and Firefighters’ Retirement Plans were in sffect on
October 1, 1998, the law allows Hollywood to provide benefits below the chapter minimums and below
thosa in effect on March 12, 1998, if there are insufficient "additional premium tax revenues” to fund
chapter minimum benefits and insufficient "subsequent additional tax revenue” to fund extra benefits, If
the City of Hollywood received enough additional premium tax revenues to provide chapter minimum
benefits, or an incremental portion thereof, the law requires Hollywood to use the revenues for such
benefits. Once Hollywood has sufficient additional premium tax revenues to provide al} chapter minimum
benefits, any subsequent additional premium tax revenues must be used for extra benefits.

Based on Ordinance Nos. 0-2011-26 & 0-2011-27, it appears that there ate a number of changes that
have been enacted that reducs beneflts below those that were in effect on March 12, 1999, but it does
not appear that any of the benefit changes are less than the minimum chapter benefits. In order for the
Deapartment to determine if these changss can be approved, the plans’ actuary must either confirm that
the minlmum chapter benefits are being maintained, or else demonstrate that there are not enough
“additlonai premium tax revenues” to fund the minimum chapter benefits.
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August 23, 2012

Thank you for your cooperation and assistance in this matter, Please let me know if you have any questions
or if this office can be of assistance in any way.

Sincerely,

(s grcte>

Keith E. Brinkman
Bureau Chief
Local Retirement Systems

KB:pfs

cc.  Mark F. Butler, Chalrman, Firefighters' Penslon Fund
David Strauss, Chalrman, Police Officers' Retirament System
Jennifer Kerr, Administrator, Firefighters’ Pension Fund
Dave Williams, Administrator, Police Officers' Retirement System
Jose |, Fernandez, Plan Actuary
Stephen H. Cypen, Plan Attorney
Matthew Lalla, Finance Director



Attachment 4-B



CENTER FOR STATE &
LocAL GOVERNMENT

EXCELLENCE

ISSUE BRIEF

Legal Constraints on Changes
in State and Local Pensions

August 2012





















AI

v
CENTER FOR STATE &
LocAL GOVERNMENT

EXCELLENCE

BOARD OF DIRECTORS

Robert J. O'Neill, Chair
Executive Director, ICMA

Joan McCallen, Vice Chair
President and Chief Executive Officer, ICMA Retirement Corporation

The Honorable Ralph Becker

Mayor, Salt Lake City

Donald J. Borut
Executive Director, National League of Cities
Gail C. Christopher, DN
Vice President for Programs, W.K. Kellogg Foundation
Gregory J. Dyson
Senior Vice President and Chief Operations and Marketing Officer, ICMA Retirement Corporation

Jeffrey L. Esser
Executive Director, Government Finance Officers Association

Peter A. Harkness
Founder and Publisher Emeritus, Governing Magazine
William T. Pound
Executive Director, National Conference of State Legislatures

Raymond C. Scheppach, PhD
Professor, University of Virginia Frank Batten School of Leadership and Public Policy;
Former Executive Director, National Governors Association

SLGE STAFF

Elizabeth K. Kellar
President and CEQO

Joshua M. Franzel, PhD
Vice President, Research
Amy M. Mayers
Communications Manager

Bonnie J. Faulk
Program Assistant



CENTER FOR STATE &
LocAL GOVERNMENT
EXCELLENCE

Helping state and local governments become
knowledgeable and competitive employers




Attachment 5-A












Part I, Cash Balance Plans as Primary Plans

A cash balance plan is a form of hybrid plan that combines elements of DB and DC plans in

one plan. In a cash balance plan:

e Each member has an individual account.

* Employees and employers both contribute to the account.

¢ The member cannot choose how the money is invested.

*  Members' accounts are managed in one commingied fund, and members are guaranteed
a specified return on their accounts.

» Ifinvestment return makes it possible, member accounts can receive additional returns.

* In public plans, upon retirement, the member receives an annuity based on the account
balance and may have additional benefit options.

Kansas. In 2012, Kansas enacted legislation to replace its defined benefit plan for most state
and local government employecs, including education employees, with a cash balance on
January 1, 2015. Members will contribute 6 percent of salary to their account.

Employers will contribute amounts ranging from 3 percent to 6 percent depending on how
long the member has been employed. The Public Employee Retirement System will direct
investments. Members are guaranteed an annual return of 5.25 percent on their accounts.
Employees who leave before retirement may withdraw their contributions and the interest on
them, but not the employer contributions. At retirement, members’ accumulated balances
will be converted to annuities, with additional options available.

See Chapter 171, Laws of 2012 (House Bill 2333)

Louisiana. Louisiana enacted legislation in 2012 to create a cash balance plan for most state
employces and for post-secondary members of the Teachers’ Retirement System of
Louisiana, mandatory for those whose membership begins on or after July 1, 2013. It is
available as a optional plan to specified other teachers and public employees.

Employce contributions will be 8 percent of salary. Each member account will receive an
employer credit of 4 percent of salary annually as well as interest on the account, which will
be pinned to the actuarial rate of return on investments of the Louisiana State Employees’
Retirement System, but which will not fall below zero. Members of five years’ standing who
leave the system may withdraw their total balance, including the intetest earnings, or leave it
with the system. When members reach retirement age, they may convert the account to an
annuity or choose among a varicty of cash benefits.

See Chapter 483, Laws of 2012 (House Bill 61)
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2011 legislation required active members of the closed defined benefit plan for state
employees to begin making a contribution of 4 percent of compensation toward pension
costs beginning April 1, 2012, or freezing the service credit they have earned in the DB plan
and converting to the DC plan for furure service. Those who fail to make an explicit choice
will be enrolled in the DC plan.

See Public Act 264 of 2011 (House Bill 4701).

Minnesota. The Defined Contribution Plans {DCP) administered by the Public Employees’
Retirement Association are tax deferred retirement savings programs established by the
Minnesota Legislature in Minnesota Statutes, Chapter 353D. The DCP is exclusively for
physicians, elected local governmental officials, city managers, and governmental volunteer
ambulance service personnel.

Members of the DCP designate a percentage of total contributions to be placed in one or
more of seven accounts of the Minnesota Supplemental Investment Fund. Employee and
employer contributions are combined and used to purchase shares in the accounts selected by
the employee. Upon termination of service a DCP member is entitled to a lump-sum
payment of the values of shares held, with interest or dividends that have accrued. No
monthly retitement benefits are available. Contribution rates vary by member classification.

B225-ABSBBA2965C)

Utah. Legislation enacted in 2010 provided a defined contribution plan as one option
available to state and local government employees hired on or after July 1, 2011. The
alterative option is a hybrid plan, described below in this report. The defined contribution
plan will provide individual employee accounts to which employers will contribute 10% of
employee compensation for public employees, legislators and the governor. The contribution
rate will be 12% for public safety and firefighter members. Employees are not required to
contribute but may do so, either to the same DC plan or to any other DC plan the employer
offers. Employee contributions (if any) are immediately vested. Employer contributions will
be vested after four years’ covered employment. Employces may direct the investment of
their contributions and the investment of employer contributions after those are vested.

See Chapter 266, laws of 2010 (Senate Bill 63)

West Virginia. In 1991, the state created a defined contribution plan for teachers and closed
its defined benefit plan to new enrollment. In 2005, the defined contribution plan was
closed to new enrollment. In 2006, the members of the defined coneribution plan voted to
merge it with the state’s defined benefit plan for teachers. Various legal challenges ensued,
which were resolved in May 2008 through legislation that allowed individual members of the
defined contribution plan to choose whether to transfer each person’s membership to the
West Virginia Teachers Retirement System (a defined benefit plan).
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The bill establishes a minimum state employer contribution of 3% of plan members'
compensation.

The bill establishes a five-year vesting schedule for employer contributions, and requires a
member who terminates state employment before the member is fully vested to forfeit
amounts that are not vested. It establishes provisions for the withdrawal of amounts in
member accounts. The bill also authorizes rollover contributions to the plan.

See Public Law No. 22-2011 (Senate Bill 524).

Montana. In 2002, the state created an optional defined contribution plan for state, local,
university, and school district employees other than reachers. Current members of the
defined benefit plan were allowed one year to transfer to the new plan.The plan covers
eligible employees of the state, university system, local government and certain employees of
the school districts that elect the defined contribution plan. All new hires initially are
members of the Public Employee Retirement System defined benefit pan, and have a 12
month window in which they may make an irrevocable choice between the defined
contribution plan and the DB plan. The defined contribution plan provides retirement,
disability and death benefits to plan members and their beneficiaries. Employees contribute
7.17% of salaries, and employers contribute 7.37% of salaries to the plan.

See Montana Codes Annotated Tite 19, chapters 2 and 3.

North Dakota. In 1999, the state created an optional defined contribution plan for
“exempt” or non-classified state employees, 75% of whom are employees in the higher
education system.

Ohio. From 1998 through 2002, the state created optional defined contribution plans for
education employees, teachers and general state and local government employees.
Employees not yet vested in the state defined benefit plan had the option of moving to the
new plan. As noted below, Ohio also offers a third optional plan, a hybrid plan with both
defined benefit and defined contribution features.

South Carolina. 1n 2000 and 2002, che state created optional defined contribution plans for
existing and new state and local government employees and teachers.

Part 3. Hybrid Plans

These plans provide features of both defined contribution and defined benefit plans. One
form of hybrid plan is the cash balance plan. A somewhat more common form in state
government provides each member with both a defined benefit plan and a defined
contribution account. :

As a general rule, these plans maintain a defined contribution plan for employee

contributions and a defined benefit plan for employer contributions. The Georgia plan
created in 2008 and the Michigan teachers’ plan of 2010 differ from this general rule in that
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employees may continue in the defined benefit portion of the plan but terminate their
patticipation in the delined contribution component.

Florida. In 2000, when the state established its optional defined contribution plan,
members of the existing DB plan wete given a third option of transfetring to a hybrid plan.
The third option has not since been available to new employees.

Georgia. Act 757 of 2008 (Senate Bill 328) created a hybrid retirement plan for Georgia
state employees. The “Georgia State Employees’ Pension and Savings Plan” (GSEPS)
provides a defined benefit plan (DB) and 401(k) plan for new hires on and after January 1,
2009 and an opt-in to those employees who belonged to the Employee Retirement System
(ERS} on December 31, 2008. The ERS Board of Trustees will administer the new plan.

People who first or again become an employee entitled to membership in ERS on or after
January 1, 2009 will be required to join GSEPS. The DB formula will be 1% for each year
of service times the average of the highest 24 consecutive calendar months of salary while a
member. The formula can be increased in the future up to 2% by the board of trustees
provided funds are appropriated by the General Assembly. Vesting in the DB is 10 years.

GSEPS members will be automatically enrolled in the 401(k) plan and will have a one-time
90 day window to opt out of the 401{k) and receive a refund of the account balance at that
time. Participating members can stop and start 401(k) participation at any time thereafter.
However, funds in the 401{k) must remain in the fund until separation. Participation in the
401(k) requires a mandatory employee contribution of 1% of compensation with voluntary
elective contributions after the first 1%. Each employer will match the first 1%, plus a 50%
match for each percent above the first 1% up to a total 3% employer match. Participants
may contribute up to the IRS maximum limit each year. Employee contribution are vested
when made, and employer contributions are vested over five years at a rate of 20% per year.

Indiana. For decades, retirement plans for state employees and teachers have consisted of an
Annuity Savings Account (a deflined contribution component) made up of employee
contributions and a defined benefit funded by employer contributions. The state employee
plan was created in 1945; the teachers’ plan was instituted in 1921,

Michigan. Act 75 of 2010 (SB 1227) created a hybrid retirement plan for members of the
Public School Employees Retirement System.

Employees first hired on or after July 1, 2010, will be placed in a new "hybrid" pension plan,
with a blending of defined benefit (DB) and defined contribution (Tier 2) components. A
person under this plan will not be able to receive pension payments until age 60, and will be
required to have worked at least 10 years as a public school employee. The purchase of
service credit by these employees is prohibited, and cost-of-living adjustments to the pension
are not provided. An employee will have to contribute $510 annually plus 6.4% of salary
above $15,000, in addition to the Tier 2 contributions described below.
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Under the proposed DC-only option, the state would contribute funds into each employee’s account equal to
what would have gone into the DB portion of the hybrid. But members would assume all the investment risk
and there would be no DB backup. New hires may prefer the DC-only option, Russo says, because the
existing DB piece has a 10-year vesting period.

One of the selling points of a DC-only option is to give employees more leeway in choosing plans and
investment options. "Giving people a choice is always better,” Russo says. “But along with that comes the
obligation to educate them before they make those choices.”

He is referring to helping new employees choose between the state’s current hybrid plan and the optional
DC-only plan that the state hopes to implement. But the "obligation to educate” also applies to heiping
workers in a DC plan figure out how to invest.

As officials in Nebraska can attest, many employees are unsophisticated in that department and often make
inappropriate or poor choices. Plan administrators can't dispense investment advice, so they may work with
financial professionals by arranging seminars, webinars and individual counseling sessions as well as by
providing general information in print and on websites.

The education effort is uncharted territory for many systems that are just getting started with the DC
component of their plans. “It's so new -- that's part of the problem,” says David Daly with the National
Pension Education Association. “Everybody’s trying to decide how to handle it.” To that, Daly adds that
educating members “is something we'll certainly be looking at as more systems switch to hybrids and DC
plans.”

Ready or not, like it or not -- hybrids are coming. Many state and local officials consider them a decent --
even good -- compromise for sharing the pain of the current era.

This articte was printed from: http:/fwww.governing.com/topics/public-workforce/pensions/gov-
hybrid-pension-ptans-attracting-more-states-cities.html|

http://www.governing.com/templates/gov_print_article?id=163731886 12/7/2012
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BEST PRACTICE

Essential Design Elements of Hybrid Retirement Plans (2008) (CORBA)

Background. In its Best Practice (BP), Developing a Policy for Retirement Plan Design Opitions (2007), the
Government Finance Officers Association (GFOA) recommends that public sector employers or plan sponsors
have a policy statement that will guide their plan design decisions. Once a pension plan design decision has been
made, GFOA members can refer to this BP on Essential Design Elementis of Hybrid Retivement Plans to review
the essentiat elements of offering a hybrid retirement plan or incorporating a hybrid feature.

Separate best practices have been adopted for the Essential Design Elements of Defined Benefit Retirement Plans
and the Essential Design Elements of Defined Contribution Retirement Plans. These best practices should be
consulted accordingly.

The emergence of hybrid plans in recent years, offering a combination of defined benefit and defined contribution
plan features shows how the public retirement benefits environment is changing. Hybrid plans may be offered as a
primary, optional or supplemental plan.

{A) Hybrid Account Balance Plans

There are a growing number of hybrid plans that express future retirement benefits as account balances.
The key difference between defined contribution plans and hybrid plans is that defined contribution plans
establish an actual funded account for each participant, which contains employer and employee
contributions and investment gains and losses, while hybrid plans establish “accounting” or notational
accounts for each participant. The participant’s balance in a hybrid plan continues to grow throughout
employment, and the benefit is defined by the current value of the account.

The most common hybrid account balance plans are:

1. Cash Balance Plans - In cash balance plans, the employer sets aside a percentage of an
employee’s salary each period and the balance set aside eamns interest at a set rate. In other words,
the employer promises to make a contribution to an account, usually with a specified percentage
of pay (also referred to as a credit to the employee’s account), and to credit the account with
interest, usually a specified rate of return or a rate based on the yield of a particular benchmark.
The employer invests the funds, retaining all investment income and bearing all the risks. The
plans generally provide participants the option of receiving their vested account balances as an
annuity or as a lump-sum,

2. Pension Equity Plans — In a pension equity plan, the balance in the employees’ account equals a
given percentage of the employees’ final average salary for each year of service. Some plans
increase the percentage with additional years of service. Pension equity plans have various
flexible features, which should be analyzed before a plan is selected, The plans generally provide
participants the option of receiving their vested account balances as an annuity or as a lump-sum.



(B)

Plans with Hybrid Features

1. Defined Benefit Plan (DB) with Defined Contribution (DC) features - Public sector plans have
options under section 401(a) of the IRC to add a defined contribution feature to a defined benefit
plan. There are several variations of DB plans with defined contribution features. Some of these
are referred to as blended plans or combination plans. Although not considered a traditional
hybrid plan or feature, another common approach is to simply offer a defined benefit plan and a
separate voluntary defined contribution plan such as a 457, 403(b) or 401(k) plan.

2. Defined Contribution Plan (DC) with Defined Benefit (DB) features — Defined contribution plans
may seek ways to allow members to manage the risk of outliving their money. This could include
the purchase of an annuity contract, or allowing a transfer out of the DC plan into an appropriate
DB plan where the employee can annuitize this transferring DC balance.

Recommendation. Should an employer choose to provide a hybrid retirement benefit plan, the GFOA
recommends that retirement system administrators and finance professionals consider the following before
adopting hybrid plans or combining hybrid features with defined benefit or defined contribution plans:

L.

Whether the hybrid plan will serve as the primary income replacement vehicle or will a hybrid feature be
added to supplement a defined benefit or defined contribution plan,

Whether the plan will replace a current defined benefit plan or defined conttibution plan, become part of a
blended plan, or be offered as an alternative to all employees or to new employees at the time of hire.

The purpose of the hybrid plan; is the hybrid plan intended to:

(a) Reduce the employer’s cost by utilizing hybrid plan cost control features including how
investment risk is allocated between the employer and employee.

(b) Enhance the employer’s ability to recruit and retain employees, including older employees and/or
younger more mobile employees, by offering retirement plans providing:

1) predictable and/or guaranteed benefits, including adequate disability, survivor benefits
and other ancillary benefits.

2) portable benefits upon termination or retirement.
3) benefits which are easily communicated to the participant.

Whether the hybrid plan or feature under consideration achieves the employer’s stated purpose for
changing, supplementing or replacing the current plan.

Whether there are projected short and long-term costs and/or savings of changing the plan or feature and
will the plan or feature be sustainable long-term. Evaluation of costs and/or savings should include not
only direct pension costs but also an estimate of the impact on other benefits and on total compensation
costs. Consideration should also be given to the possible increased cost of administering additional plans
or more complex plan features. For example, does the internal plan staff have the knowledge and skills to
administer a hybrid plan or will additional consulting services be required?

Plan conversions or implementing new plans should be undertaken with competent professional advice
and assistance, Conversion of a defined benefit plan to a hybrid plan should be undertaken with careful
consideration and with legal assistance. Consider whether the hybrid plan or plan feature complies with



the Pension Protection Act of 2006 and its implementing regulations. Particular attention should be paid
to issues regarding age discrimination.

7. Whether the relevant plan or features comply with GFOA Recommended Practices for Defined Benefit
and/or Defined Contribution Retirement Plans, as appropriate.
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