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CALIFORNIA CONSTITUTION
ARTICLE 16 PUBLIC FINANCE

SEC. 17. The State shall not in any manner loan its credit, nor
shall it subscribe to, or be interested in the stock of any company,
association, or corporation, except that the State and each political
subdivision, district, municipality, and public agency thereof is
hereby authorized to acquire and hold shares of the capital stock of
any mutual water company or corporation when the stock is so acquired
or held for the purpose of furnishing a supply of water for public,
municipal or governmental purposes; and the holding of the stock
shall entitle the holder thereof to all of the rights, powers and
privileges, and shall subject the holder to the obligations and
liabilities conferred or imposed by law upon other holders of stock
in the mutual water company or corporation in which the stock is so
held.

Notwithstanding any other provisions of law or this Constitution
to the contrary, the retirement board of a public pension or
retirement system shall have plenary authority and fiduciary
responsibility for investment of moneys and administration of the
system, subject to all of the following:

(a) The retirement board of a public pension or retirement system
shall have the sole and exclusive fiduciary responsibility over the
assets of the public pension or retirement system. The retirement
board shall also have sole and exclusive responsibility to administer
the system in a manner that will assure prompt delivery of benefits
and related services to the participants and their beneficiaries.
The assets of a public pension or retirement system are trust funds
and shall be held for the exclusive purposes of providing benefits to
participants in the pension or retirement system and their
beneficiaries and defraying reasonable expenses of administering the
system.

(b) The members of the retirement board of a public pension or
retirement system shall discharge their duties with respect to the
system solely in the interest of, and for the exclusive purposes of
providing benefits to, participants and their beneficiaries,
minimizing employer contributions thereto, and defraying reasonable
expenses of administering the system. A retirement board's duty to
its participants and their beneficiaries shall take precedence over
any other duty.

(c) The members of the retirement board of a public pension or
retirement system shall discharge their duties with respect to the
system with the care, skill, prudence, and diligence under the
circumstances then prevailing that a prudent person acting in a like
capacity and familiar with these matters would use in the conduct of
an enterprise of a like character and with like aims.

(d) The members of the retirement board of a public pension or
retirement system shall diversify the investments of the system so as
to minimize the risk of loss and to maximize the rate of return,
unless under the circumstances it is clearly not prudent to do so.

(e) The retirement board of a public pension or retirement system,
consistent with the exclusive fiduciary responsibilities vested in
it, shall have the sole and exclusive power to provide for actuarial
services in order to assure the competency of the assets of the
public pension or retirement system.

(f) with regard to the retirement board of a public pension or
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retirement system which includes in its composition elected employee
members, the number, terms, and method of selection or removal of
members of the retirement board which were required by law or
otherwise in effect on July 1, 1991, shall not be changed, amended,
or modified by the Legislature unless the change, amendment, or
modification enacted by the Legislature is ratified by a majority
vote of the electors of the jurisdiction in which the participants of
the system are or were, prior to retirement, employed.

(g) The Legislature may by statute continue to prohibit certain
investments by a retirement board where it is in the public interest
to do so, and provided that the prohibition satisfies the standards
of fiduciary care and loyalty required of a retirement board pursuant
to this section.

(h) As used in this section, the term "retirement board" shall
mean the board of administration, board of trustees, board of
directors, or other governing body or board of a public employees'
pension or retirement system; provided, however, that the term
"retirement board" shall not be interpreted to mean or include a
governing body or board created after July 1, 1991 which does not
administer pension or retirement benefits, or the elected legislative
body of a jurisdiction which employs participants in a public
employees' pension or retirement system.

CALIFORNIA CONSTITUTION
ARTICLE 16 PUBLIC FINANCE

SEC. 18. (a) No county, city, town, township, board of education,

or school district, shall incur any indebtedness or liability in any
manner or for any purpose exceeding in any year the income and
revenue provided for such year, without the assent of two-thirds of
the voters of the public entity voting at an election to be held for
that purpose, except that with respect to any such public entity
which is authorized to incur indebtedness for public school purposes,
any proposition for the incurrence of indebtedness in the form of
general obligation bonds for the purpose of repairing, reconstructing
or replacing public school buildings determined, in the manner
prescribed by law, to be structurally unsafe for school use, shall be
adopted upon the approval of a majority of the voters of the public
entity voting on the proposition at such election; nor unless before
or at the time of incurring such indebtedness provision shall be made
for the collection of an annual tax sufficient to pay the interest

on such indebtedness as it falls due, and to provide for a sinking
fund for the payment of the principal thereof, on or before maturity,
which shall not exceed forty years from the time of contracting the
indebtedness.

(b) Notwithstanding subdivision (a), on or after the effective
date of the measure adding this subdivision, in the case of any
school district, community college district, or county office of
education, any proposition for the incurrence of indebtedness in the
form of general obligation bonds for the construction,
reconstruction, rehabilitation, or replacement of school facilities,
including the furnishing and equipping of school facilities, or the
acquisition or lease of real property for school facilities, shall be
adopted upon the approval of 55 percent of the voters of the
district or county, as appropriate, voting on the proposition at an
election. This subdivision shall apply only to a proposition for the
incurrence of indebtedness in the form of general obligation bonds
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for the purposes specified in this subdivision if the proposition
meets all of the accountability requirements of paragraph (3) of
subdivision (b) of Section 1 of Article XIIIA.

(c) When two or more propositions for incurring any indebtedness
or liability are submitted at the same election, the votes cast for
and against each proposition shall be counted separately, and when
two-thirds or a majority or 55 percent of the voters, as the case may
be, voting on any one of those propositions, vote in favor thereof,
the proposition shall be deemed adopted.

CALIFORNIA CONSTITUTION
ARTICLE 16 PUBLIC FINANCE

SEC. 19. All proceedings undertaken by any chartered city, or by
any chartered county or by any chartered city and county for the
construction of any public improvement, or the acquisition of any
property for public use, or both, where the cost thereof is to be
paid in whole or in part by special assessment or other special
assessment taxes upon property, whether the special assessment will
be specific or a special assessment tax upon property wholly or
partially according to the assessed value of such property, shall be
undertaken only in accordance with the provisions of law governing:
(a) limitations of costs of such proceedings or assessments for such
proceedings, or both, in relation to the value of any property
assessed therefor; (b) determination of a basis for the valuation of
any such property; (c) payment of the cost in excess of such
limitations; (d) avoidance of such limitations; (e) postponement or
abandonment, or both, of such proceedings in whole or in part upon
majority protest, and particularly in accordance with such provisions
as contained in Sections 10, 11 and 13a of the Special Assessment
Investigation, Limitation and Majority Protest Act of 1931 or any
amendments, codification, reenactment or restatement thereof.

Notwithstanding any provisions for debt limitation or majority
protest as in this section provided, if, after the giving of such
reasonable notice by publication and posting and the holding of such
public hearing as the legislative body of any such chartered county,
chartered city or chartered city and county shall have prescribed,
such legislative body by no less than a four-fifths vote of all
members thereof, finds and determines that the public convenience and
necessity require such improvements or acquisitions, such debt
limitation and majority protest provisions shall not apply.

Nothing contained in this section shall require the legislative
body of any such city, county, or city and county to prepare or to
cause to be prepared, hear, notice for hearing or report the hearing
of any report as to any such proposed construction or acquisition or
both.

CALIFORNIA CONSTITUTION
ARTICLE 16 PUBLIC FINANCE

SEC. 20. (a) The Budget Stabilization Account is hereby created in
the General Fund. ’

(b) In each fiscal year as specified in paragraphs (1) to (3),
inclusive, the Controller shall transfer from the General Fund to the
Budget Stabilization Account the following amounts:

(1) No later than September 30, 2006, a sum equal to 1 percent of
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ATTACHMENT #1

City of San Diego
Labor Relations Office
MEMORANDUM

bate: | July 23, 1996
. To: Larry Gn’ssom,.Retirement Administra
From: Cathy Lexip, Labor Relations Manage
Subject: CITY MANAGER’S RETIREMENT PROPOSAL

Per your request, attached hereto is a consolidation of the final Retirement Proposal as presented
to the Retirement Board at its meeting of June 21, 1996. This Proposal was subsequently
presented to and approved by the City Council at its meeting of July 2, 1996.

It is my understanding that the action taken by the Board was to defer any action required of them
on Issue No. 1 ~ Retiree Health Insurance based on advice of Fiduciary Counsel Dwight
Harnilton until such time as a specific health plan was presented for his review and advice and
until a Charter amendment occurred enabling the Retirement Board to administer retiree health
insurance. _ '

Issue No. 2 - CERS Benefit Changes identified benefit improvements being recommended by
the Manager to the City Council; no action was required of the Retirement Board.

1t is further my understanding that the Retirement Board approved in concept the recommended
actions contained under Issue No. 3 - Employer Contribution Rates, and Issue No. 4 - Surplus
Undistributed Earnings and Reserves, including the set aside of approximately $135 million

from excess undistributed earnings for the purpose of carrying out the proposal, contingent upon

the retiree health insurance portion being successfully resolved by January 1, 1997.
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RETIREMENT SYSTEM PROPQOSAL

(Consolidated from Proposal Dated June 7, 1996 as modified by June 21, 1996 Proposal)

It is the City Manager’s intent to recommend changes to the City Employees Retirement System
related to: (1) retiree health insurance, (2) retirement plan benefits, (3) employer
contribution rates, and (4) retirement system reserves. These proposed changes to plan
benefits, retiree health insurance, employer rates and system reserves will require approval of the
City Council, CERS Board of Administration as well as an affirmative vote of plan members. -
The City Manager’s proposal is being reviewed by outside fiduciary counsel engaged through the
City Attorney’s Office and has been presented to the CERS Board’s fiduciary counsel and
actuary for review and advice to the Board. All proposed changes are conditioned upon and
subject to final approval by fiduciary counsel, City Council approval, Retirement Board approval,
vote of plan participants, and confirmation of cost estimates by the System’s actuary.

The interrelationship of these various issues to each other necessitate that the entire proposal be
considered and acted upon concurrently. Furthermore, the substantial financial implications to
the City compel that certain actions occur in time for Fiscal Year 1997 budget decisions.
Necessary ordinances can be prepared for formal amendments to the Municipal Code subsequent
to- actions by appropriate bodies (City Council, CERS Board, Plan Participants, Employee
Unions). Following are the proposed changes.

Issue No. 1 - RETIREE HEALTH INSURANCE

A. It is proposed that the obligation for Retiree Health Insurance be moved to CERS
effective July 1, 1997, contingent upon advice from its fiduciary counsel that the
specific terms of this action are deemed legal and appropriate prior to January 1,
1997, Itis the City’s intent and expectation in this Proposal that the cost of providing
retiree health insurance will not be amortized but rather will be paid on an annual
basis from excess undistributed earnings. '

B. Increase premium reimbursement for POA and Local 145 Retiree Health Plans from
$4500/year to $4995 only for FY97.

C. Retiree Health Insurance for Pre-1980 Retirees will be provided by the City at the
same rate as in FY96 for one additional year, FY97. Contingent upon the approval of
item A above, Pre-1980 Retiree Health Insurance will become an ongoing benefit as
described in the June 7, 1996 Proposal.

D. During FY97, a Task Force of City Manager, CERS Board and Labor Organizations
working with actuaries, consultants and legal counsel can develop the necessary
documentation to design a tax exempt health insurance benefit to be effective July 1,
1997. The Task Force will recommend benefit level subject to approval by CERS, City
Council, and issue an RFP for selection of a common provider. POA and Local 145 will
assume full responsibility for any incurred claims under existing health insurance
policies.
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It is the intent that the Task Force described in the June 7 Proposal complete its work
and present a recommendation by November 1, 1996. Final approval of the specific
Retiree Health Benefit that will be transferred to CERS will be subject to approval of
the City Council.

The existing City Health Insurance Trust (@ $12.5m) will be used to pay for FY97
Retiree Health Insurance,

CERS will establish Health Insurance Reserve within CERS. Each year, the upcoming
year’s projected cost of retiree health insurance will be transferred from undistributed
earnings and credited to the Health Insurance Reserve.

Actual premium costs and administrative charges will be charged to the Health Insurance
Reserve on a pay-as-you-go basis and will not be actuarially funded.

Issue No. 2 - CERS BENEFIT CHANGES

The following benefit changes do not require any action by the CERS Board, but rather are
presented as part of the overall proposal.

A.

B,

Eliminate the existing requirement to offset Disability Income.

Purchase of Service Credit: Continue the existing service credit provisions related to
refunds, probationary periods, 1981 Plan waiting period and Military & Veteran Code;
incorporate all others into a new general provision of a five (5) year purchase of service
credit feature, which would also be available to % time and 3/4 time employees
Employees would pay into the retirement fund an amount, mcludmg interest, equwalent
to the employee and employer full cost of such service.

Increase the calculation of the 13th Check for Pre-10/6/80 retirees from $30 per
creditable year of service to $60 per creditable year of service, and to §75 per creditable
year of service for Pre-12/31/71 retirees. It is also the Manager’s intent to conduct a
study during the first quarter of FY98 on COLA altematives including but not limited to
a 75% purchasing power formula.

0063



D.

Page 3

Increase the benefit to General Members for industrial disability retirements from
33-1/3% to 50%; and increase the General Member formula as described below.

General Member Formula

Present Proposed
Age | Factor Factor

55 1.48% 2.00%

56 1.56% 2.00% -

57 1.63% 2.00%

58 1.72% 2.00%

59 1.81% 2.08%

60 1.92% 2.16%

61 1.99% 2.24%

62 2.09% 2.31%

63 2.20% 2.39%

64 231% 247% . -

65+ |243% | 2.55%

Cost of General Member Improvements:

Employer-Paid

Nommal Cost +1.13%
Past Liability +1.43%

TOTAL COST +2.54%

Employee-Paid

+1.13%

+1.13%

Total Cost

+2.26%
+1.43%
+3.69%

Past liability for these two benefit improvements will be paid for by the City through
excess earnings. Normal cost (prospective costs) will be paid for equally by employee
and employer. The employer’s share will be added to the actuarial rate (PUC)
calculations beginning mid-year FY97. The employee’s share will be paid from excess
eamings for FY97, and by increasing the employee’s contribution in FY98 and FY99 as
follows: +.56% on 12/27/97 and +.57% effective the earliest date in FY99 that General

. Employees receive a salary increase.
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-

Improve Lifeguard Safety Member Formula as follows and establish a 90% cap.

Any employees who are eligible for a percentage above 90% on 4/1/97, the

effective date of implementation of the DROP will be frozen at their rate in effect on
4/1/97. Past liability for this benefit improvement will be paid for by the City through
excess earnings. Normal cost (prospective costs) will be paid for equally by employee .
.and employer. The employer’s share will be added to the actuarial rate (PUC)
calculations beginning mid-year FY97. The employee’s share will be paid from excess
earnings in FY97, and by increasing the employee’s contribution in FY98 and FY99 as
follows: +.25% on 12/27/97 and +.25% effective the earliest date in FY99 that
Lifeguard employees receive a salary increase.

Present Proposed
Age Factor Factor
50 2.00% 2.20%
51 2.10% 2.32%
52 2.22% 2.44%
53 2.34% 2.57%
54 247% | 2.72%
55+ 2.62% 2.77%

Cost of Lifeguard Safety Member Improvements:

Employer-Paid Employee-Paid Total Cost
Normal Cost +. 50% +. 50% +1.00%
Past Liability +. 55 _ +. 55%
TOTAL COST +1.05% +. 50% +1.55%
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Improve Police and Fire Safety Member Formula as follows and establish a 90% cap.
Any employees who are eligible for a percentage above 90% on the date the new
formula becomes effective, will be allowed to remain-under the current formula with no
cap. Past liability for this benefit improvement will be paid for by the City through
excess earnings. Normal cost (prospective costs) will be paid for equally by employee
and employer. The employer’s share will be added to the actuarial rate (PUC)
calculations beginning mid-year FY97.

Proposed Factor

Age | Fire Factor Police Factor | for Fire & Police

50 220% 2.50% 2.50%

51 2.32% 2.54% 2.60%

52 |244%  |2.58% 2.70%

53 2.57% 2.62% 2.80%

54 2.72% 2.66% 2.90%

55+ | 2.77% 2.70% 2.9999% -
Cost of Safety Member Improvements:
FIRE Employer-Paid Employee-Paid ~ Total Cost
Normal Cost +.75% +.75% : +1.50%
Past Liability +.95% * 95%
Total +1.70% +.75% ' +2.45%

Fire employees will pay one-half of the normal cost by an increase in the employes
contribution of .75% effective 7/1/98.

POLICE Emplover-Paid Employee-Paid Total Cost
Normal Cost +.49% : +.49% + 08%
Past Liability +.95% +.95%
Total +1.44% +.49% +1.93%

contribution of .49% effective 7/1/98.
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The City agrees to implementation of a Deferred Retirement Option Plan
(DROP) effective April 1, 1997, on the condition that such a plan is approved by the City
Attorney’s Office as legal under applicable Federal, State and Local laws and
regulations, and that such a plan would not increase cost greater than the savings to the
City nor CERS. Employees may participate in this program for up to five (5) years. At
the end of three (3) years, the City will evaluate the cost impact of this program. Ifthe
cost impact to the City or CERS issgreater than the savings, the City agrees to meet and
confer to impasse prior to imposing any changes in the DROP Plan. If the City proposes
to change the DROP Plan, the 90% cap on CERS would also be re-negotiated. -
Employees who elect to participate in DROP will cease participation in CERS, and will
participate in an SPSP-type plan with a mandatory 3.05% employee contribution matched
by 3.05% employer contribution.

IssueNo. 3 - EMPLOYER CONTRIBUTION RATES

A. Employer rates will be calculated using the Proj ected Unit Credit (PUC) method. For
FY96 and FY97, the City will pay the budgeted rates (bifurcated rate) of 7.08%
(blended rate) and 7.33% respectively, and increase the rate paid by 0.50% each year until
the rate paid reaches the EAN calculated rate. At such time as the PUC and Entry Age
Normal (EAN) rates are equal, the System will convert to EAN.

Employer Contribution Rate Stabilization Plan
Periad_ PUC Rate City Paid Rate Difference % Difference $
FY96 8.60% 7.08% 1.52% $5.33m
FY97 10.87% 7.33% 3.79% $13.88m
FY%3 12.18% 7.83% 4.35% $16.67m
FY99 12.18% 8.33% _ 3.85% $15.40m
FY2000 12.18% 8.83% 3.35% $14.00m
FY2001 12.18% 9.33% 2.85% $12.45m
FY2002 |12.18% 9.83% 2.35% | 1 810.72m .
FY2003 12.18% 10.33% 1 1.85% $8.82m -
FY2004 | 12.18% 10.83% 1.35% $6.73m
TFY2005 [ 12:18% - HAT33 Y% e |-i85Ymem | $443m |
FY2006 |12.18% 11.83% 35% $1.91m
FY2007 12.18% 12.18% -0- -0-
FY2008 13.00 13.00% -0- -0~
TOTAL ' $110.35%

*$110.35 million paid from excess earnings includes $71.31 million in contributions as a

result of benefits improvements recommended herein.
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B. The City will pay the agreed-to rates shown above for FY 96 through FY 2007. In the
event that the funded ratio of the System falls to a level 10% below the funded ratio
calculated at the June 30, 1996 actuarial valuation which will include the impact of the
benefit improvements included in this Proposal, the City-paid rate will be increased on
July 1 of the year following the date of the actuarial valuation in which the shortfall in
funded ratio is calculated. The increase in the City-paid rate will be the amount
determined by the actuary necessary to restore a funded ratio no more than the leve] that
is 10% below the funded ratio calculated at the June 30, 1996 actuarial valuation.

C. If the System's actuary makes changes in actuarial assumptions or methodology which
are approved by the Board prior to July 1, 2007, any changes in the employer
contribution rate will adjust the PUC rate to be achieved through extended incremental
increases shown in paragraph A above. If the phase-in would require an extension past
July 1, 2009 in order to achieve the full actuarial PUC rate, the City-paid rate will be
adjusted by the amount necessary to achieve full phase-in by that date. .

Issue No. 4 - SURPLUS UNDISTRIBUTED EARNINGS AND RESERVES

The System's actuary performs an annual actuarial valuation which shows the present value of
accrued liabilities and the value of assets allocated to funding. To the extent that liabilities
exceed assets, the System will show an unfunded liability. The System's liabilities will be
impacted in the following ways, including those rclated to the City Manager s proposal for
restructuring the System.

NORMAL LIABILITIES - This liability relates to the impact of actuarial gains or losses
recognized when actuarial assumptions are compared to the System's actual experience. When
experience is better than assumptions, the System shows actuarial gains and liabilities decrease.
When experience is worse than assumptions, the System shows actuarial losses and liabilities
increase. This will take place regardless of whether or not the restructuring proposal is approved.

NORMAL COST OF INCREASED BENEFITS - When benefits are increased, liability is
created representing the prospective value of those benefits. Employee and employer
contribution rates are increased for the purpose of paying that cost as it is accrued.

PAST SERVICE LIABILITY OF INCREASED BENEFITS - The proposed restructuring
provides for an increase in the formula for calculating benefits. This means that, in the caseofa
general member, each year of accrued service that had a value of 1.45% of final average salary at
age 55, increases in value t0 2.00% of final average salary at age 55 upon the effective date of the
increase._This increases the cost to the System to pay the benefit, which increases liabilities since. -
no contributions have been received in the past to fund the benefit at this level This-is-what-is -
known as past service liability.

The actuary has estimated the amount of past service liability created by the restructuring
proposal to be $76.7 million expressed in 1996 dollars.
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CONTRIBUTION SHORTFALL LIABILITY - The restructuring proposal provides that the
employer contribution rate will be "ramped up" to the actuarially recommended rate in
increments over the next 10 years. This means that the System will be receiving less in
contribution dollars over that period, which creates an additiorial liability.

The actuary has estimated the amount of contribution shortfall liability created by the
restructuring proposal to be $30.0 million expressed in 1996 dollars.

A. The system has "surplus" undistributed earnings and a balance in the Earnings
Stabilization Reserve as follows:

FY ended 6-30-95 $ 38,813,314
FY ended 6-30-96 85,472,254
Earnings Stabilization Reserve 10, 769,620
Total - $135, 055,188

The actuary has estimated increased liabilities associated with the restructuring proposal in the
amount of $106,700,000 (see the discussion segment above). Credit the Employer Contribution
Reserve in the amount of $106,700,000 for the purpose of discharging the restructuring liability.
Credit the Employer Contribution Réserve with $28,356,188 (the remaining balance) for the
purpose of reducing the System's normal unfunded liability.

TOTALITY OF THE PROPOSAL -

If the necessary contingencies identified to dpprove this Proposal in its entirety are not
affirmatively met by January 1, 1997, then:

A. Retiree Health Insurance will remain a City provided benefit, rather than CERS;
B. The CERS benefit improvements listed in Issue No. 2 would not occur;

C. The employer contribution rates to be paid would be those established by the System’s
Actuary. '

In order to facilitate the accomplishment of this Proposal, it is recommended that the CERS
Board direct that the $§106,700,000 identified in Issue No. 4 as the amount necessary to discharge
the restructuring liability be set aside in a reserve until January 1, 1997.
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ATTACHMENT #2

SCHEDULE FOR DISTRIBUTION OF EARNINGS
FISCAL YEAR ENDED 6-30-00

UNDISTRIBUTED EARNINGS AT 6-30-00 $415,934,184
DISTRIBUTIONS:
SDMC 24.1502 {a) (1) | EMPLOYER CONTRIBUTION RESERVE - $ 33,631,231
SDMC 24.1502 (a) (1) | EMPLOYEE CONTRIBUTION RESERVE 21,119,014
SDMC 24.1502 (a) (2) | ADMINISTRATIVE BUDGET 17,700,830
SDMC 24.1502 (a) (3) | GENERAL RESERVE 22,431,567
SDMC 24.1502 (a) (3) | CREDIT DROP ACCOUNTS AT 8% 2,333,465
e : "‘?;?:_".f,._ igf-';l‘.: SUBTOTAL 3 % 97216.200 | 318,717,984
SDMC 24.1502 (a) (3) | CREDIT 13™ CHECK RESERVE AT 8% 282,915
SDMC 24,1502 (a) (3) | CONTINGENCY RESERVE (CITY) 100,000,000
IMC 24.1502 (a) (4) | CONTINGENCY RESERVE (UPD) 5,838,008
3DMC 24,1502 (a) (5) | EMPLOYER CONTRIBUTION RESERVE 12,771,254
' CITY (HEALTH INSURANCE)
SDMC 24.1502 (a) (6) | 13" CHECK 3,537,072
| SDMC 24.1502 (a) (7) | CORBETT RETROACTIVE PAYMENT 23,614,741
. SDMC 24.1502 (a) (8) | CREDIT SUPP, COLA RESERVE AT 8% 2,643,834
SDMGC 24.1502 (a) (8) | CREDIT EMPLOYEE CONTRIBUTION RATE .
RESERVE AT 8% ' 3,341,244
SDMC 24,1502 (a) (3) | NPO RESERVE 7,937,000
SUBTOTAL 159,966,068
SDMC 24.1502 (b) TO EMPLOYER CONTRIBUTION o
: RESERVE $158,751.916

FILE: WAEXEC\BDSEC\EARNINGS 00 (3)

UPDATE 08/09/01
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ATTACHENMENT TO DISTRIBUTION OF EARNINGS FOR FY 00

<KGROUND:

The earnings of the System are defined as realized, or cash, earnings. They are comprised of
interest and dividends received, net purchase discounts and premiums on fixed income instruments,
and net realized gains and losses on the sale of stocks. Distribution of earnings is determined by the
Board in priority order established in the Municipal Code. A description of the Municipal Code
provisions is shown below and the recommended distribution is shown on the attached schedule.

SDMC 24.1902 (a) (1)

Credit the contribution accounts of the employers (City and UPD)and |

members of the Systern (City and UPD) at a rate determined by the Board.
Historically, the rate has been the actuarial assumption rate, which is
currently 8%. |

SDMC 24.1502 (a) (2)

The System's operatmg budget.

)
SDMC 24.1502 (a) (3)

.| current reserve balance.

"An amount necessary to maintain such reserves as the Board deems
appropriate on advice of its investment counselor and/or Actuary;” The -
Board has created four reserves under this section: the General Reserve;
the Reserve for Employee Contributions; and, the NPO Reserve. NPO
stands for Net Pension Obligation, which is the actuarial present value of
the difference between the employer contribution rate recommended by
the Actuary and the rate actually paid by the City. As a part of the annuai
actuarial valuation, the Actuary recommends the amount of this reserve.
The schedule shows the difference between that recommendatton and the

_OMC 24,7502 (a) (&)

of earnings used to fund programs or benefits in Wthh they do not

Proportlonal share of earnings to UPD. This represents the UPD's share '

participate, such as retiree health insurance.

SDMC 24.1502 (a

Health Insurance.

13th Check.

SDMC 24.1502 (a

Corbett Retiree Liability’

(
SDMC 24.1502 (a

(

(

SOMC 24.1502 (a

Credit the Supplemental COLA Reserve and the Employee Contribution |
Reserve with earnings at the same rate as the Employee and Employer
Contribution Reserves above, currently 8%.

SDMC 24.1502 (b)

The remaining balance is credited to the Employer Contribution Reserve
- for the sole and exclusive purpose of reducing Retlrement System -

Ilabmty "

rile:

wilexac\bdsec\earnings 00 (3) Update 8/9/0%
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City of San Diego City Charter
Article VII

Section 97:  Collusion in Bidding

If at any time it shall be found that any party or parties to whom a contract has been
awarded has, in presenting any bid or bids, been guilty of collusion with any party or
parties in the submission of any bid or for the purpose of preventing any other bid being
made, then the contracts so awarded may be declared null and void by the Council and
the Council shall thereupon re-advertise for new bids for said work or the incomplete
portion thereof. The Council shall debar from future bidding all persons or firms found
to be in violation of this Section, or any future firm in which such person is financially
interested.

Section 98:  Alteration in Contracts

Whenever it becomes necessary in the opinion of the City Manager to make alterations in
any contract entered into by the City, such alterations shall be made only when
authorized by the Council upon written recommendation of the Manager, whenever the
cost of such alterations increases the amount of the contract by more than the amount
authorized by ordinance passed by the Council. No such alterations, the cost which
exceeds the amount authorized by ordinance, shall be valid unless the new price to be
paid for any supplies, materials, or work under the altered contract shall have been agreed
upon in writing and signed by the contractor and the Manager prior to such authorization
by the Council. All other alterations shall be made by agreement in writing between the
contractor and the Manager.

(Amendment voted 06-07-1966; effective 06-29-1966.)

(Amendment voted 11-04-1975; effective 12-01-1975.)

Section 99: Continuing Contracts

The City shall not incur any indebtedness or liability in any manner or for any purpose
exceeding in any year the income and revenue provided for such year unless the qualified
electors of the City, voting at an election to be held for that purpose, have indicated their
assent as then required by the Constitution of the State of California, nor unless before or
at the time of incurring such indebtedness provision shall be made for the collection of an
annual tax sufficient to pay the interest on such indebtedness as it falls due, and also
provision to constitute a sinking fund for the payment of the principal thereof, on or
before maturity, which shall not exceed forty years from the time of contracting the same;
provided, however, anything to the contrary herein notwithstanding, when two or more
propositions for incurring any indebtedness or liability are submitted at the same election,
the votes cast for and against each proposition shall be counted separately, and when the
qualified electors of the City, voting at an election for that purpose have indicated their
assent as then required by the Constitution of the State of California, such proposition
shall be deemed adopted. No contract, agreement or obligation extending for a period of
more than five years may be authorized except by ordinance adopted by a two-thirds’
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City of San Diego City Charter
Article VII

majority vote of the members elected to the Council after holding a public hearing which
has been duly noticed in the official City newspaper at least ten days in advance.
(Amendment voted 04-22-1941; effective 05-08-1941.)

(Amendment voted 06-04-1968; effective 07-22-1968.)

Section 99.1: Sports Stadium

For the purpose of acquiring, constructing and completing on a site in Mission Valley not
to exceed 200 acres and lying westerly of Murphy Canyon Road, northerly of Highway
80 and southerly of Friars Road, and maintaining and operating thereon a coliseum,
stadium, sports arena, sports pavilion or other building, or combination thereof, and
facilities and appurtenances necessary or convenient therefor, for holding sports events,
athletic contests, contests of skill, exhibitions and spectacles and other public meetings,
the City may, in addition to other legal methods, enter into contracts, leases or other
agreements not to exceed fifty years with any other public agency or agencies, and the
provisions of Sections 80 and 99 of this Charter shall not be applicable thereto.

(Addition voted 11-02-19635; effective 02-10-1966.)

Section 100: No Favoritism in Public Contracts

No officer or employee of the City shall aid or assist a bidder in securing a contract to
furnish labor, or material, or supplies at a higher price or rate than that proposed by any
other bidder, or shall favor one bidder over another, by giving or withholding
information, or shall wilfully mislead any bidder in regard to the character of the material
or supplies called for, or shall knowingly accept materials or supplies of a quality inferior
to that called for by the contract, or shall knowingly certify to a greater amount of labor
performed than has actually been performed, or to the receipt of a greater amount of
material or supplies than has actually been received. Any officer or employee found
guilty of violation of this Section shall forfeit his position immediately.

Section 101: When Contracts and Agreements Are Invalid

All contracts, agreements or other obligations entered into, all ordinances and resolutions
passed, and orders adopted, contrary to the provisions of Sections 97 and 100 of this
Article may be declared null and void by the Council and thereupon no contractor
whatever shall have any claim or demand against the City thereunder, nor shall the
Council or any officer of the City waive or qualify the limitations fixed by such section or
fasten upon the municipality any liability whatever; provided that all persons who have
heretofore furnished material for and/or performed labor on the job shall be protected by
the contractor’s surety bonds. Any wilful violation of these Sections on contracts shall
constitute malfeasance in office, and any officer or employee of the City found guilty
thereof shall thereby forfeit his office or position. Any violation of these Sections, with
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From: Jack McGrory aley S©

To: DISTRIBUTION etk O ‘3 éoﬂ,@‘t’ AHOL
Date: 2/29/96 _ EpmTon Cud |

sllbj ect: RETIREMENT . o » ’ A‘QF\\ L LQ+ H\ﬂ(‘r\

HERE'S THE OUTLINE OF THE PACKAGE WE DISCUSSED WITH KEITH AND, LARRY: Nas b 3 (i—
1. THE CITY CONTRIBUTION RATE REMAINS AT THE LOWER BIFURCATED “RATE.- IN-FY 96 ————
AND FOR THE ﬁﬁ 3-5 YEARS. P

2. THE RETIRMENT SYSTEM ASSUMES~THE LIABILITY FOR RETIREE HEALTH AND THE CITY fcc
TRANSFERS THF{(12 M RESERVE WO THE SYSTEM. THE CODE SECTION DOING THIS WILL BE St %,

e e e

CLEAR THAT THI AID FROM SURPLUS EARNINGS ON A PAY AS YOU GO BASIS AND ‘;é«"

THAT THIS LIABILITY CANNOT BE REFLECTED IN ANY WAY IN THE CITY'S CONTRIBUTION Z77/<n ‘-«"]
i RATE. I3 r~r
«+ — 3. WE PROVIDE THE 1/2 AND 3/4 EMPLOYEE BENEFIT THAT WAS r@T COUNCIL. . @

4. WE ELIMINATE THE DISABILITY INCOME OFFSET. -~ PHttt &f pooiia ginn p bromadoitd,? ér
int 5. WE GUARANTEE HEALTH INSURANCE FOR THE PRE-80 RETIREES. ;,,7/ WP Sy )
- 6. WE CONTINUE THE BEALTH INSURANCE CAPS. 4 2clowmudBinnd 2s 2 A tor B T T GFrrg ;’-/w,,,_
7. WE DOUBLE. THE 13TH CHECK BENEFIT FOR THE PRE-80 RET_IézEES . ) © .
8. THE SYSTEM SETS UP A 6 M 13TH CHECK RESERVE. f‘j-vrm Arnmieg? ”“”*‘7 '
9. WE PROVIDE A 3 YEAR OIPEN ENDED BUY BACK TO BE PAID, BOTH Empm AND /Zf aozw""j
CITY CONTRIBUTIONS, BY THE EMPLOYEE ~ THIS WOULD BE A ONE TIME BENEFIT BUT —
COULD BE PAID BY ALLOWING EMPLOYEES TO TRADE SOPME % OF THEIR ANNUAL LEAVE. AT w3
TERMINATION. - : ZJ .

PLS PROVIDE ANY COMMENTS ASAP. I MEET WITH KEITH AND LARRY AGAIN ON TUESDAY.
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e QU it L Whhosy Fudison Domnesl 4 < o 7 proiFr /,L, o
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City of San Diego City Charter £
Article IX e

(Amendment voted 11-06-1990; effective 02-19-1991.)
(Amendment voted 11-08-1994; effective 01-30-1995.)
(Amendment voted 11-05-1996; effective 02-10-1997.)

Section 142: Employment of Actuary

The Board of Administration hereinafter provided, shall secure from a competent actuary
a report of the cost of establishing a general retirement system for all employees of The
City of San Diego. Said actuary shall be one who has had actual experience in the
establishing of retirement systems for public employees, and his position shall be
considered one requiring expert or technical training within the meaning of subdivision
(k) of Section 118 of Article VIII of this Charter.

Section 143: Contributions

The retirement system herein provided for shall be conducted on the contributory plan,
the City contributing jointly with the employees affected thereunder. Employees shall
contribute according to the actuarial tables adopted by the Board of Administration for
normal retirement allowances, except that employees shall, with the approval of the
Board, have the option to contribute more than required for normal allowances, and
thereby be entitled to receive the proportionate amount of increased allowances paid for
by such additional contributions. The City shall contribute annually an amount
substantially equal to that required of the employees for normal retirement allowances, as
certified by the actuary, but shall not be required to contribute in excess of that amount,
except in the case of financial liabilities accruing under any new retirement plan or
revised retirement plan because of past service of the employees. The mortality, service,
experience or other table calculated by the actuary and the valuation determined by him
and approved by the board shall be conclusive and final, and any retirement system
established under this article shall be based thereon. Funding obligations of the City shall
be determined by the Board on an annual basis and in no circumstances, except for court
approved settlement agreements, shall the City and the Board enter into multi-year
contracts or agreements delaying full funding of City obligations to the system. When
setting and establishing amortization schedules for the funding of the unfunded accrued
actuarial liability, the Board shall place the cost of the past service liability associated
with a new retirement benefit increase on no greater than a fixed, straight-line, five year
amortization schedule. Effective July 1, 2008, the Board shall place the cost associated
with net accumulated actuarial losses on no greater than a fifteen year amortization
schedule and the Board shall place the benefit associated with net accumulated actuarial
gains on no less than a five year amortization schedule. Notwithstanding the above, the
Board shall retain plenary authority and fiduciary responsibility for investment of moneys
and administration of the system as provided for in article X VI, section 17 of the
California Constitution. The setting and establishing of amortization schedules by the

Page 2 of 6

0078



City of San Diego City Charter £
Article IX s

Board pursuant this section is not intended and shall not be interpreted to preclude the
City from issuing pension obligation bonds or other similar instruments containing
repayment terms exceeding fifteen years..

(Amendment voted 03-13-1945; effective 04-09-1945.)

(Amendment voted 06-08-1954; effective 01-10-1955.)

(Amendment voted on 11-2-2004; effective on 04-01-2005)

Section 143.1: Approval of Amendments by Members

No ordinance amending the retirement system which affects the benefits of any employee
under such retirement system shall be adopted without the approval of a majority vote of
the members of said system. No ordinance amending the retirement system which affects
the vested defined benefits of any retiree of such retirement system shall be adopted
without the approval of a majority vote of the affected retirees of said retirement system.
(Addition voted 06-08-1954; effective 01-10-1955.)

(Amendment voted 11-06-1990; effective 02-19-1991.)

Section 144: Board of Administration

Effective April 1, 2005, the system shall be managed by a newly constituted Board of
Administration which shall consist of 13 members. Seven members shall constitute a
quorum of the Board and the concurring vote of seven members shall be required for the
Board to take any action. Prior to April 1, 2005, in anticipation of the effective date, and
thereafter, members shall be selected to serve as follows:

(a) Seven (7) members shall be appointed by the Mayor and confirmed by the Council.
No person who is a City employee, participant in the Retirement System, or City
union representative may be eligible for appointment in this category. Such
appointees shall have the professional qualifications of a college degree in finance,
economics, law, business, or other relevant field of study or a relevant professional
certification. In addition, such appointees shall have a minimum of fifteen (15) years
experience in pension administration, pension actuarial practice, investment
management, real estate, banking, or accounting. Members of the Board serving in
this category shall serve staggered terms of four (4) years each (inaugural
appointments shall have three (3) members serving two year terms) and members in
this category shall be limited to a maximum of eight (8) consecutive years in office
and an interval of four (4) years must pass before such persons can be reappointed.
Such appointees shall not have any other personal interests which would create a
conflict of interest with the duties of a Board member and trustee.

(b) One (1) police safety member of the Retirement System elected by the active police
safety members to serve a four (4) year term, except that the inaugural member
elected in 2005 to fill the seat in this category shall serve a two (2) year term.
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| SANDIEGO CITY EMPLOYEE'S - | o
s g XV Ao 5 LLAW-%L{:_.
REITREMENTS TEM AznwtCont E2G brfurTieded (R

MEMORANDUM

“exec\rateplan. wpd
To: Keith Enerson

From: Larry Gﬁssonjz
Subject: Proposed Retirement Package

Date: March 1,'..199-6

2k At gon '- ck and I discussed on
st 45.? will start with reserve
fewisut of this.

February 26. Iti is necessarily a little rough gy
crediting of ‘undistributed income since tfg

ey RESERVES S éﬁ Y , - )
\ _ The first two items here a?g% robabl ‘ ﬁ to me and Ed Ryan, but i xmpact the

>

: PackAge \ % == y
UKd L é}}’t it the Refised % ith e amee togme cu:rcnt yca: benefit paymcnt prior t /"31;_*2,
Xf“o g %%feacﬁ?%iw o ox3y VI, ,,;g 2
SeE '-..GeneraI%m&c-' to.the Employer Reserve and eliminate the Generals”
SRS JP8 Y — need bwy S S PN

%(.;hﬁ 3. C{E&ia_}. W 35.. ntingente b ‘serve Thxs reserve wmﬂd be defined in'the SDMC
Cden ﬁ&a & i hieserve shall not exceed 1% of Systern assets at'market value, lﬂ I 5
y /,6;('(‘5\'5‘ &7 b Inthe everﬁfﬁfundzsmbuted earnings are insufficient, funds from this reserve will

S ‘f \,-,se;, Fﬁ;ﬁg% be used, m gnongy order, to pay the insurance premium (first) and the 13th check

S :: ei 2 (second) T his will provide a reserve sufficient to protect” both of those benefits
KY Aot for m@gfears of insufficient earnings. ,
PN 24, Def et #and rename, if necessary) the Stabilization Reserve in the SDMC as follows:

SEi05e the existing Earnings Stabilization Reserve into this re%gye and
eliminate that reserve. (Balance $10.7 million) * LB
b. Credit this reserve annually with 50% of “surpl@ndistn‘buted earmings.
c. Balance in this reserve shall not exceed $75 milliod” The percentage of
“surplus” undistributed earnings will be adjusted as necessa:y to keep this reserve
within the established limit,

5

V_E-RFN-230-1610
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004 '
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Package memo, page 2 E | . .

d. Thxs reserve may be used to cover shortfalls in contributions in accordance
with the procedures describedin () below. -

e. All assets in this reserve will be held outside of assets used for the purposc
of the actuanal vaIuanon_

5. SDMC 24.0907.1 needs to be rewritten to specify the distribufian of 2 ;
implement it to impact FY 95 earnings (which we gh e, gn pnontv
arder wbuld look like this: ($$ in millions)

o FY 95 Undistributed Ea.rnmgs ,
. Distribution :

Credit Employee Rmerve :
Credit Employer Reserve
Administrative Budget
Advanced for FY 94 Insurance *
13th Check -

: Create Contingency Resg:

Total Distn‘butions

frankly, a pohu fand negotiation issue. The negative perception should be at least
partially oﬂ"se.ﬁby increasing benefits as discussed below.

3. Holding Stabilization Reserve outside valuation assets. This means that Rick does not
count that amount as assets in the actuarial valuatxon. The net effect is to increase
o ) the System ] \mf\mdcd liability. For &_ch 310 millign in unfunded hability, the City

gl else being equal. This is why I

V_E-RFN-230-1611
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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P

"RATE STABILIZATION

-1, 1996) would be approximately 10.2%. -The PUC ratStor thege

package memo, page 3

recommended capping this reserve at $75 million, since that would mean an increase in the
Cxty contribution rate of about 1%. Two factors mitigate the rate increase. First, while it
is nearly 1mpossxb!e to predict with any accuracy, I don’t think the reserve will get that
high. Second, it is 2 question of trade-offs. At current payroll levels, 1% ampunts to .
- between $3.5 and $4.0 million, which is the maximum only if the reserve g‘gﬁu itscap. (f"yb gonb?
The City will be getting a reductlon of at Jeast $5 million annuall fon its ¢ tnbutlon cost s @
* for the next five years.
’ I have also discussed this concept with Rick
actuarial standpoint with this reserve.

The central recommendation to this discussion is

effective July 1, 1996. Rick has indicated that the EAN oA 'ui” 43":8’% 95 valuatxon (effective Iulfy

d1&'erence of 1%. When the conversion was made o5 ates eﬂ‘ecuv ?- 992, the dlﬂ’erence '

was 2.77%. ‘5‘;?

. F
7

“The analysxs by the actuary at the jitfie VETSIOHISHEY it at PUC was cheaperin the o
beglnnmg, but that, since PUC rates wox. increasss ﬁghﬂ?%aﬁy while EAN remains stable -
(all else being equal), the “fines will g:; e aroy Fear 22 ;% a 30 year amortization period. The -

Nt ortization period. What has _
Sour years. If things keep going the way L

oD

they have been, the lmes wﬂhgoﬁ% +SEars, less than 10 vears after
. Jmlemen“_. BA h At the gidia t? gen d, PUC could log:cally be very sxzmﬁcantly

ciooth PUC*%“;? FEAN will be lower, Potcntxally, PUC rates will improve
2N, H‘%wever if those conditions remain at their current levels or
o ‘3elatwely stable, while PUC will continue to chmb

V_E-RFN-230-1612

CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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package memo - page 4.

1. Rates.
i{
PUC RATE-FY96 ,
"EANRATE FY97+ | TOPAY
e “m ~
FY9% . 8.60% & 7.08% -
FY97 10.20% 7.33%
FYos 10.20% 7.58%
¥Y99 . 1020% -8.20%
FY2000 1020%  ~s%ohe 8.20%
- ‘(‘ﬂ- ’ w-._\. d ‘
NOTES SR 34 2Py
1. 33 in millions '

4 Projected rates assume assumptxons matc -
benefits changes V-4

£ iR iAo g;mzs AND EARNINGS CREDITING. T
“=! 4. This should £Ibe placed in the SDMC with the proviso that in the year following any “:\,'
, year in whmhxfie Stabilization Reserve is insufficient to pay the difference in COHM wfet

igteHe funded ratio of the System falls below 80%, this plan will sunset.

« 7 S )

The City transfers $12.5 million from its Health Insurance Trust to the System.

The System establishes a separate Health Insurance Reserve with the $12.5 million.
Retiree health insurance becomes a CERS benefit.

Each year, the amount of the coming year’s projected premium cost will be taken from

|V_E-RFN-230-1613
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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_ apprommately $980 000.

package memo - - page 5.

undlstnbuted earmngs and credited to the Hca]th Insurance Reserve. :
- 5. Actual premium cost and administrative charges will be charged to the Health -
Insurance Reserve. Projected cost for FY 96 is $4.9 million.
6. Retiree health insurance program will be transferred intact, mcludmg all exsting rates
....and caps. This will yest this benefit. Since it is a benefit, the responsxbxhty
of the beneﬁt design, i.e. carxiers, rates, coverages, etc., must remam witlithe City. We

DISCUSSION - Rickhasindicat’ea_yerjbany and wﬂlco 2
with the concept of health insurance becommg a CERS @s*f%f*u
Retiree health insurance as’it is presently stru ed is 2 eadtnT

" our 4276 retirees covered by City paxd health insucances i

to transfer the currently structured heal'
taxable benefit. It is not currently t i
dealt with a similar problem by ing#

This is the reason for point rr7

example éﬁf :ve en set amount, and give-them the chowe of “buyma
efits, TRk s

non taxable in i ;_.,' o1 ;ag,gas taxable cash, or some combination. This is very
similar to the Se EHO Safeteria Grhiex Benefits plan afforded active employees. To do this
with the preseh %E@scommﬁate the exorbinite rates of the safety miember indemnity
plans, _‘%%ould have 1G5 ok ok retiree $4500 per year, which would quadruple the cost to

20 million and 1s%aémsly out of the question.
§

My recommendaﬁon to handle these problems is as follows:
L Bnng retu@’health insurance under CERS effective Iuly 1,'1996 as described above.

form”" "i-‘orce to work with actuaries, consultants and legal counsel as necessazy to develop a

non taxable plan for retiree health insurance (which may include elimination of union sponsored .

 plans) to be effective July 1, 1997.

If the task force does not develop workable non taxable plan by that date, the taxable plan
will continue. ‘However, extra payment to cover the tax cost will not continue. One possible

V_E-RFN-230-1614

CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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. | / Vz"? A M - -
g solution by which to sifnplify the number of levels of benefits paid would be as follows: one level
each for police and fire; one level for retirees over age 65 and eligible for Medicare; one Jevel for

retirees less than 65 and subject to the $2000 cap; one level for retirees lws than 65 and not
subject to the $2000 cap. :

package memo - page 6

\y > BENEFITS CHANGES - . ; £

1. Elimination of the disability income offset. ’.l‘hxs xswm wins SERéNve are already
i“ increasing contributions to pay off the unfunded habxhty and® '
recovery under the presently structured plan will be minings

actuarial assumptions. This means that thisis a cost freei
. 2. Grant the 'V'xrglma Silverman purchase. Roll §ifa.i
‘described below., 557 6(;) %“’b X250
3. Make pre 80 health insurance coverZS; a pel
22,400. Cost will decline in the future assuming cop
ﬂns 15 a closed group. Cost is built in to projections o ©
4. Double 13th check amount for pre 80 retirees
- already been paid) is $751,000 based on those
will be slightly less because this is a closed gy an
5. Change purchase of service. Vg

ajr or purchase is govemed by Section 415 Paying for
s & possible way around this, but this raises issues with the
_‘ _,__..__‘ AR dits and possible discrimination issues (males tends to have
signifitantly higher leavediatey Toes at retirement than females). Safety members are likely to

sc at the cost calculifio basis becanse their contributions rates are so much higher than
géezal members (150%%mployee and 300% employer). There are always solutions. I have
H"»’“ to Bob Blum zﬁ Rick and we are working on a variety of ideas. I may not have time to
SHere»90d soluii h"by March 5, but will shortly thereafter.

Eoihcrease general member formula.

DISCUSSION  Working with Rick on design and costs. Again, may not have a good proposal
by March 5, but will shortly thereafter. .

~=  .OTHERISSUES . ’ :

V_E-RFN-230-1615
CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004

0086



package meo - page 7

1. Jack agrees to go to Council and recommend that they direct the Manager and the .
Board to study and report back with recommendations separately on the following issues:

a. Disability retirement benefits design. '
b. Bringing CERS into compliance with relevant State ]aw regardmg the treatment

_of retirements benefits in dissolutions, '
¢. Survivor benefits for beneficiaries of deceased active m‘%‘mber :
d. Purchase of service (only if necessary). .
e. Implementation of voluntary additional ce?%buhonsm‘g?g\“_\

2. Jack agrees not to mess with Retirement and {n
damned actuary”, “your damned ]awyers” or* your d
which is the day aﬁer 1 retire. -

SUMMARY

1 Eei% and retirees a
gzgxstnb;;?gn of earnings while
providing a measure of protection, It solg <ome 1 "-"ﬁ?é'uve problems 1t should

provide a sufficient ratio of increased be&”ﬁts and, g ts to .-, -

R
5 = “‘uaﬁv’

"“5"23:9'

V_E-RFN-230-1616
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CITY COUNCIL OF THE CITY OF SAN DIEGO
CLOSED SESSION DOCKET
FOR '
TUESDAY, MARCH 19, 1996
AT 9:00 A.M.

It is anticipated that the City Council will meet in Closed Session
on Tuesday, March 19, 1996 at 9:00 a.m. with the following agenda:

I. Conference with Legal Counsel - existing litigation, pursuant
to California Government Code Section 54956.9(a):

a. San Diequito Partnership V. City
S.D. Superior 675245
b. Glaser v. City
U.S. District 95—3632H(BTM)
c.  Huerta v. City
: S.D. Superior 688649
(Davis v. City
S.D. Municipal 571102
Valdez v. City
S.D. Municipal 578485)
d. U.S.A. v. City
U.S. District 88-1101-B
e. City v. City of Coronado, et al.
S.D. Superior 690791

f. The Right to Vote Committee, et al. v. City
S.D. Superior 698120.

II. Conference with Legal Coﬂnsel - anticipated litigation -
. significant exposure to litigation, pursuant to Callfornla
Government Code Section 54956.9(b):

a. Kilgarif v. City.

III. Conference with Labor Negotiator, pursuant to Government Code
Section 54957.6:

Agency negotiators: Jack McGrory, Bruce Herring, Cathy Lexin,
Bill Lopez

Employee organizations: Municipal Employees Association,
Local 127 AFSME, AFL-CIO; Local 145
International Association of
Firefighters AFL-CIO, San Diego
Police Officers Association

Page 1.
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[ <]

o

March 19, 1996

CLOSED SESSION
- AGENDA

March 19, 1996

San Dieguito Partpership v. City

mGrlaser v. City “

Huerta v. bity

U.S.A. v. City

Cit& v. City of Coronado, et al.

The ﬁght to Vote'Committee, et al. v. City

Kilgarif v. City

. Meet and Confer

Redevelopment
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CITY OF SAN DIEGO, CALIFORNIA
COUNCIL CLOSED SESSION MINUTES
~ TUESDAY, MARCH 19, 1996
9:08 A.M. - 10:02 A.M.

ATTENDANCE:

COUNCIL

Golding X Kehoe X Stallings X
Mathis 9:14 Stevens 9:25 McCarty X
Wear X Warden X Vargas 9:11

CITY MANAGER STAFF
McGrory, Loveland, Herring

CITY ATTORNEY STAFF »
Kaheny, Sumption, -Girard, Berger, Noone, Gwinn, Fitzpatrick,
Bromfield, Gordon, McGuinness

CITY AUDITOR STAFF
Ryan

FINANCTIAI, MANAGEMENT
Frasier ’

CITY CLERK STAFF
Abdelnour, Skelley

SUBJECT #1: The Right to Vote Committee, et al. Vv. cCity, 8D
Superior 698120

Briefing by Attorney Anita Noone. She said the plaintiffs are
seeking a temporary restraining order. A hearing date has been set
for April 1. The City is expecting another lawsuit challenging the
financing itself. Attorney Fitzpatrick said we might argue to have
this heard with the Stadium.

ACTION: Information only.

SUBJECT #2: U.S.A. V. City, US District 88-1101-B

Briefing by Attorney Ted Bromfield. He said the major issue is
what type of upgrade to the system should be used to do away with
the sewer overflows. There are 6 areas of upgrade listed in the
attached memo which everyone agrees to, but it is the extent of the
commitment to each of these that is in question. Mayor Golding
wants to make sure Council acts separately so we do not appear to
do these things only because we are forced to take action.

ACTION: Information only.
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SUBJECT #3: City v. City of Coronado, et al., 8D Superior 690791

Briefing by Attorney Ted Bromfield. The City Manager has worked
out an excellent stay agreement. There is agreement to exchange
information with other cities. An independent audit of our billing
is being conducted. 1In 60 days the plaintiffs will meet with City
Manager McGrory and try to reach an agreement among themselves.

ACTION: Information only.

. SUBJECT #4: San Dieguito Partnership v. city, SD Superior'675245

Briefing by Attorney Les Girard. The Joint Powers Board met on
Friday and has approved the draft agreement at $6,000,000. Will
bring this forward in 2 weeks for the Council’s approval.

ACTION: . Information only.

SUBJECT #5: Glaser v. City, US District 95-3632H(BTM)

Briefing by Attorney Gene Gordon. - Bob Glaser is willing to give up
right now if we waive our right to sanctions. Attorney Gordon
currently has about 80 hours on this case. He recommends that the
City not accept to dismiss on Monday and to proceed with sanctions.

ACTION: MOTION BY STALLINGS TO NOT PARTICIPATE IN SETTLEMENT
NEGOTIATIONS AND TO PROCEED WITH SANCTIONS. Second by
Wear. Vote was unanimous with all Council Members
present.

SUBJECT #6: Huerta v. clty, 8D Superior 688649
pavis v. City, SD Municipal 571102
vValdez v. City, SD Municipal 578485

Briefing by Attorney Michael McGuinness. He recommended Council
approve an amount ‘not to exceed $30,000 to resolve the three
remaining cases. $15,000 for the Huerta case; $7,500 for the Davis
case; and $7,500 for the Valdez case.

ACTION: MOTION BY STALLINGS TO APPROVE A SETTLEMENT OF NOT TO
EXCEED $30,000 TO RESOLVE THE THREE REMAINING CASES:
$15,000 FOR THE HUERTA CASE; $7,500 FOR THE DAVIS CASE;
AND $7,500 FOR THE VALDEZ CASE. Second by Kehoe. Vote
was unanimous with all Council Members present.
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'SUBJECT #7: Kilgarif v. City

Briefing by Deputy City Manager Bruce Herring and City Manager Jack

McGrory. Recommended payment of $68,952.14 for cleanup, repair and
restoration of the private property of Joseph Kilgarif located at
2909 Chatsworth Boulevard for damage caused by a sewer backup on
July 20, 1995. Check to be made payable to Luth and Turley.

ACTION: MOTION BY WEAR TO ISSUE A CHECK IN THE AMOUNT OF
$68,952.14 TO LUTH AND TURLEY, INC. TO COVER THE
DAMAGES OF JOSEPH KILGARIF. Second by Stallings. Vote
was unanimous with all Council Members present.
Auditors Certificate Number 9600969.

Resolution Number R-287078. Item CS-1, 3/19/96

Recorder Skelley left at 9:57 a.m. and the Council continued in
Closed Session for meet and confer until 10:02 a.m.
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JONES, DAY, REAVIS & POGUE

LOS ANGELES - ! TELEPHONE: 216-586-3939

NTA
6‘55&5 NEW DELMS . . NORTH POINT . ’ TELEX: 980389
s &A:;’S NEW YORK . 501 LAKESIDE AVENUE ’ CABLE: ATTORNEYS CLEVELAND
. PARIS ) - : " - FACSIMI
DALLAS . - . CLEVELAND. OHIO 44114 WRITER" SLil:::: ::TJ::;

FRANKFURT ~

GENEYA

PITTSBURGRH
RIYADH

HONG KONG  TAIPE!

IRVINE

LONDON

TOKYO
WASRINGTON

0293:197897 R : o .
571272~001~001 : : (216) 586-7188

April 29, 1996

VIA FEDERAL EXPRESS

Mr. Bruce A. Herring SR S

.~ Deputy City Manager . S i3
- City of San Diego , , R

202 C Street wF
San Diego, CA 92101 ’ ’ ,

Re: Fiduciary Aspects of Plan Revisions
Dear Bruce:

This letter is in response to your request for adv1ce
concernlng the flduc1ary implications of the proposed plan
revisions .outlined in the draft 1996 SDCERS Plan Revision Outline

-that you faxed to mé March 28, 1996, a copy of which is enclosed:

("Outline") aAs I understand it, the proposed changes described
in the Outline (the "Proposal”) are the result of. discussions
between the Plan. Administrator of the San Diego City Employees’
Retirement System ("SDCERS"™ or the "gSystem") and your Office, .and

‘are being discussed with-labor organizations representing the

city’s employees as part of the current meet and confer process.
While the terms of the proposed changes may have been revised as
a result of these dxscu551ons, this letter w111 deal w;th the.

Proposal as set forth in the Outline.

Who is a Piduc1a;1

In order to understand the fiduciary 1mpllcat1ons ‘of
the- Proposal it .is necessary to categorize the parties to the
plan revis;on process. SDCERS'is a public retirement system that
is funded through a trust fund, the City Employees’ Retirement
Fund.l This creates a trust relatlonship between the trustees

who administer the System and the members and retirees of SDCERS

1 San Diego City Charter §§ 141, 145.

V_E-RFN-230-1760

CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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and their beneficiaries.2 The Board of Admlnlstratlon (“Board“; )
and officers of SDCERS are voluntary trustees for thls purpose. .

The City, on the other hand (speclflcally the City
Council), is analogous to the settlor or creator of the trust.4
As such, the City does not act in a fiduciary capac1ty with
respect to the members of the System when revising benefits.>
This is appropriate since the City Council represents and is
responsible to the voters and taxpayers. Of course, the City is
bound by the terms of the City Charter and Municipal Code to the
‘extent they apply to benefit revisions,® subject to the city .
Counc1l's ablllty to amend the City Charter. and Mun1cipa1 cOde.-

The labor organizations representing City employees
also ‘should not be fiduciaries under the System with respect to
SDCERS members, although this letter will not deal with such
organlzatlons and their duties in the plan revision process.

F1duc1a;1 Dutzes.

In the context of public pension systems, the
Callfornla Constitution specifically defines the flduCJary duties
of the retirement board or board of administration:’ T

Notw1thstandlng any other provisions of 1aﬁ or
this'Constitution to the contrary, the retirement.board

2 Hereafter, all references to members w111 include retlrees
and beneficiaries. .

3 Hittle v. Santa Barbara county Emplovees Retiremgnt B

Assoc1atlon, 39 Cal. 3d 374 ‘392; 216 Cal. Rptr. 733, 744
(1985). : '

4.  claypool v, Wllsog, 4 Cal. App. 4th 646, 676, 6 cal. Rptr._
2d 77, 95, cert. denied, 506 U.S. 1034 (1992) -

3 The City Manager, city Auditor and Comptroller and City
Treasurer are fiduciaries, though, when acting as members of-

the Board. See NIRB v. Amax Coa; Co., 453 U.S. 322 (1981)._

6 E.qg., the requlrement contained in- sectlon 143 1 of the C1ty
Charter that members vote on benefit changes. '

7 ‘As we have discussed, there are limitations on the City
Council’s amendment power, for example, on its ability to
reduce vested benefits. See, e.g., Kern v. ILon Beach, )
29 cal. 2d 848, 179 P.2d 799 (1947). S

V_E-RFN-230-1761

CONFIDENTIALITY REQUESTED UNDER LETTER OF MARCH 2, 2004
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of .a public pension or retirement system shall have -
‘plenary authority and fiduciary responsibility for
investment of moneys and administration of the system,
subject to the. follow1ng.

(a) . . . . The assets of a public pension or

'retlrement system are trust funds and shall be held for

‘the exclusive purposes of providing benefits to-
participants in the pension or retirement system-and
‘their beneficiaries and defraying. reasonable expenses
‘of admlnlsterlng the system.

~ (b) The members of the retlrement board of a .
‘public pension or retirement system shall discharge

their dquties with respect to the system solely in the o

interest of, and for' the exclusive purposes of -
providing benefits to, participants and their
beneficiaries, minimizing employer contributions
thereto, and defraying reasonable expenses of
administering the system. A retirement board’s duty t
.its participants and their beneficiaries shall take
'precedence over. any other duty. .

(¢) The members of the retlrement'board pf a
public pension or retirement system shall discharge
.their duties with respect to the system with the care,

o

.skill, prudence, and diligence under the circumstances.

then prevailing that a.prudent person acting in a like
capacity and familiar with these matters would use in
the conduct of an enterprlse of a 11ke character and.
with llke aims.®

" This Const1tut10na1 prov151on sub]ects public pension

systems to the law of trusts.? The “solely in the interest” and

"exclusive purpose” standards articulated in the Constitution
represent the trustee’s common law duty of loyalty.l® as a

-8 cal. Const Art XVi, § 17, as amended by the Callfornla
- Pension Protection Act of 1992 (Proposition 162).

claygool supra, 4 Cal. App. 4th at 676, 6 Cal. Rptr. 2d-
at 95. . : , .

10 Generally, this duty imposed on the trustee a prohibition

agalnst incurring conflicts of interest and a prohibition
against self-dealing. See Cal. Probate Code § 16002. :

CONFIDENTIALITY REQUESTED UNDER LETTER OF MARGH 2, 2004
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The City agrees to implementation of a Deferred Retirement (',,'_.z‘on Plan

(DROP) effective April 1, 1997, on the condition that such a plan is approved by the City
Attorney’s Office as legal under applicable Federal, State and Local laws and
regulations, and that such a plan would have no cost impact to the City nor CERS.
Employeés may participate in this program for up to five (5) years. At the end of'three

" (3) years the evaluate the impact of this program and reserves the unilateral right to -

prospectively terminate the program. - Employee’s who elect to participate in DROP
will cease participation in CERS, and will participate in SPSP-type plan witha
mandatory 3.05% employee contribution matched by 3.05% employer contribution.

IssueNo. 3 ;EMPLOYER CONTRIBUTION RATES

A Emp]oyer rates will be calculated using the Projected Unit Credit (PUC) method. For
FY96 and FY97, the City will pay the budgeted rates (bifurcated rafe) of 7.08%
~ (blended rate) and 7.33% respectively, and increase the rate paid.by 0.50% each year until
the rate paid reaches the EAN calculated rate. At such time as the PUC and Entry Age
Normal (EAN) rates are equal, the System will convert to EAN. '
Employer Contribution Rate Stabilization Plari
Period PUC Rate City Paid Rate Difference % Différenge S
FY96 . | 8.60% | 7.08% - | 1.52% | $533m
FYO97 10.87% 7.33% ‘ C1378% $13.88m
| FY9S | 1218% 7.83% 1435% . |S1667m
| FYos . [1218% . |833% 3.85% $15.40m
FY2000 |12.18% 8.83% 3.35% . $14.00m
FY2001 {12.18% .- |9.33% 2.85% $12.45m
FY2002 |12.18% 9.83% o 12.35% | §10.72m
FY2003 | 12.18% 1033% 1.85% $8.82m
FY2004 |12.18% - 1083% - - |135% © |S6.73m
FY2005 | 12.18% 1133% | 85% $4.43m
| FY2006 [ T218% "~ 11:83% 35% $1.51m— -
FY2007 | 12.18% 12.18% -0- -0-
FY2008 | 13.00 13.00% 0 -0--
TOTAL | . - | $110.35+

*$110.35 million paid from excess eamnings includes $71.31 million in contributicns as a

. result of benefits improvements recommended herein.
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