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Dear Council President PeterS'
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You have asked for my views on the a]tcmattve ordinances docketed for consideration by$pex
City Council on July 15, 2008 to address elimination of the surplus carnmgs concept (known as the 53

.C-
s
“waterfall”) in determmmg the City's pension obligations. The waterfall is a discredited mcthodology forrg

dealing with pension benefits that was used by the City.

In my First Annual Report as Independent Consultant I recommended that the City act promptly
to eliminate from the applicable ordinance the “waterfall” provision that provides for payment of pension
benefits fram so-called “surplus earnings.” The City hag made some progress in rr'arhmo a congensus on

an ordinance to eliminate the “waterfall” provision. However, there are still alternative ordinances with
the differences relating primarily to the treatment of the benefits to be provided. One version,
Alternative A, has been referred to as the SDCERS ordinance, with some changes suggested by me; the -
other, Alternative B, is the City Attorney’s version.

| have reviewed the Independent Budget Analyst’s Report (No. 08-72) tssued July 9 describing
the differences between the two ordinances and generally agree with the observations in that Report.
Specifically, in my judgment, either version of the ordinance satisfactorily addresses elimination of the
“waterfall” provision. Alternative A, although fonger and more detailed, can be described as taking a
minimalist approach but just making changes necessary to eliminiate the waterfall. Alternative B
eliminates the waterfall and also eliminates certain contingencies that were related primarily to use of the
waterfall concept. Alternative B also presents some technical issues identified in the IBA Report. | take
no position on which alternative ordinance should be adopted because it is up to the City to determine
what benefits should be provided and what contingencies should be preserved, so long as the benefits are
properly recognized as liabilities of the City. What is important is that action be taken promptly to
eliminate the “waterfall” provision without further delay. The differences between the two versions are
clear and the City Council should be in a position to decide how best to proceed,

Very truly yours,

Stanley Kell

Independent Consultant
SK/kef
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City of San Diego

MEMORANDUM
DATE: April 23, 2008
TO: Honorable Mavor Jerry Sanders and City Councilmembers

FROM: Council President Scott Peters W hn% 'F;{ S‘/}P

SUBJECT:  Item 331: Amendments to the San Diego Municipal Code Eliminating the Surplus
Undistributed Earnings Relating to SDCERS :

Attached is revised version A of the ordinance for Item 331: Amendments to the San Diego
Mumc1pal Code Eliminating the Surplus Undistributed Earnings Relating to SDCERS The revised

version has also been Jﬁuud&d in the docket uackup
Thank you.

SHP: wjs

CC: Honorable City Attorney Michae! Aguirre
Jay Goldstone, Chief Operating Officer
Andrea Tevlin, Independent Budget Analyst
Mary Lewis, Chief Financial Officer
David Wescoe, Retirement Administrator
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- ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE
4, DIVISION 13, OF THE SAN DIEGO MUNICIPAL
CODE, BY REPEALING AND ADDING SECTIONS

24.1501 AND 24,1502, AMENDING SECTIONS 24. 1503
AND 1504, AND ADDING SECTION 24.1503.5, AND
REPEALING SECTION 24.1507, ALL RELATING TO
“SURPLUS EARNINGS” AND THE “WATERFALL.”

WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of_
the annual returns of SDCERS, 1o the extent those returns exceeded the actuarial assumed

rate of return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopied directing the payment of
interest, expenses and benefits from the “Surplus Earnings” (commonly referred 1o as the

“Waterfall™); and

WHEREAS, the concept of “Surplus Eémings,” when used in a defined benefit
'pu}:;lic pension plaﬁ, and the use of penSion assets to fund non-pension benefits has been
criticized by the actuarial community as inconsistent with sound actuarial principles, anoi |
results in an increase in {he Unfunded Actuarially Accrued Liability and corresponding

Annual Required Contributions; and

WHEREAS, the concept of “Surplus Earnings” and 1ts vehicle con;1m0_n1y féferred
to as the “Waterfali” is presently codified in San Diego Municipal Corde Section 24.1302
and provides for funding of: (1) interest to be credited to the contribution accounts of the
Members, the City, and the Unified Port District at an interest rate determined by the

Board; (2) operating costs of SDCERS; (3) reserves maintained by the Board on the
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advice of its actuary; (4) a proportional amount of Surplus Undistributed Earnings

credited to the Unified Port District; (5) post-retirement health care premiums; (6) the

contingent #1310 check:” (7) a portion of the Corbetr settlement; and (8) the

Supplemental COLA; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with federal tax
law to the extent they allow the pavment of non-pension benefits from dedicated pension

assets; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with the goal of
state law to assure the competency of the assets of the retirement system to meet

promised retirement benefits and to ensure an actuarially sound retirement system; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that
the benefits referenced in San Diego Municipal Code section 24.1502 be actuarially
“accounted for as a retirement system liability and accordingly be calculated in the City’s

Annual Required Contribution; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 and .

attendant sections referring or in‘corporaling 1t must be amended; NOW THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1: That Chapter 2, Article 4, Division 13, section 24.1501 is repealed.

Section 2: That Chapter 2, Article 3, Division 13, section 24.150] is added to read as
follows:
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24,1501 Elimination of “Surplus Earnings”

It is the intent of this Division that thg concept of “Surplus Earnings™ be
eliminated, that payments previously made from “Sufplus Earnings™ be made
instead from plan assets, and that liabilities associated with any benefit transfers
from sysiem assets be réﬂectéd in-the system’s liabilities and included in the

actuarial calculation of the Annual Required City Contribution.

- Section 3: That Chapter 2, Article 4, Division 13, section 24.1502 is repealed.

Section 4; That Chapter 2, Article 3, Division 15, section 24.1502 is added to read as
follows: '

§24.1502 - Transfers Made From Plan Assets

(a) The following amounts shall be transferred as set forth below 'froﬁ

plan assets as determined by the Board:

(1) An amount sufficient to credit interest to the contribution
accounts of the Mel.n.bers_. City, Regional Ai;pon Authority
ahd the Unified Port District at an interest rate determined
by the BoaArd and distribuied in accordance with Section

24.0904 and related Board rules; and

(2) An amount sufficient to meet the budgeted expenses and
costs of operating the System including all personnel and

services for the fiscal year.
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Section 5:
read as follows:

(4)

An amount sufficient to pay the Annual Supplemental
Benefit (1 3™ Check) to Qualified Retirees, pursuant to the

provisions and conditions set forth in Section 24.1503

An amount sufficient to increase the Base Retirement
Benefit by 7% for all retired City employees and
Beneficiaries who are covered by the Corbett Settlement,

pursuant to the provisions and conditions set forth in

Section 24.1503.5.

An amount sufficient to credit interest to the reserves
created for the Supplemental COLA as set forth in this

Division.

That Chapter 2, Article 3, Division 15, section 24.1503 is amended, to

Annual Supplemental Benefit (13" Check)—Qualiﬁcatioﬁ and

Determination

Th-e purpose and intent of this sectioﬁ is o provide necessary guidelines for
effectuating the payment of Annual Supplemental Benefits set forth in Section
24.1502(&1)(3), by (a) identifying gnd deﬁr}ing those retirees qualified to receive
such benef’n, and (b) establishing a method for determining the amount of the

annual supplemental benefit.
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(a)

For the purpose of identifying those retirees who shall be deemed

qualified to receive the Annual Supplemental Benefit established

in this Section, the following criteria shall apply:

(1)

2

(3)

4)

The retiree must have completed a minimum of ten (10}
years Creditable Service as a Member of the System in

order 1o be qualified;

The retiree must be on the retirement payroll for the month
of October of any year in which benefits are to be paid
except as provided otherwise in Section 3 of this ordinance

for the first year's .distribution;

Qualified Retirees shall be limited to the foll'owing classes:
(A)  Retired General and Safety Members;

(B)  Retired Unified Port District Members; énd

(C)  Special Class Safety Members who are receiving

fixed monthly retirement benefits; and

(D)  Survivors of (a), (b) and (¢} above receiving
monthly pensions from the system, provided such
members had met minimum continuous service

requirement in subsection (a)(1) above.

*

Legislative and Special Class Safety Members who are

receiving fluctuating monthly retirement benefits and the

survivors of both classes shall not be eligible for
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(b)

(5)

participation in the annual supplemental benefit program

established by this Article.

For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504,
Qualified Retirees may include those retirees with less than

ten (10) years creditable service, including those who are

. receiving an industrial disability retirement from the

System, those who have (10) years of continuous service
with the System, survivors of Speci‘al Class Safety
Members who aré receiving ﬂuctuating‘momh]y retirement
f‘ -.

benefits, and survivors of special death benefit recipients.

For the purpose of determining the amount of the supplemental

benefit payment to Qualified Retirees, the fbllowing process shall

apply:

(M

2)

The Retirement Administrator each year shall identify all
Qualified Retirees on the retirement payroll for the month

of October.

The Retirement Administrator shall then determine the
number of years of creditable service possessed by each

Qualified Retiree identified in (1), aboﬂfe.
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3)

(4)

(5)

The number of creditable years for all Qualified Retirees
shall be added together to determine the total sum of

Qualified creditable years.

The total sum of qualified creditgb]e vears shall then be
divided into the product of a formula that consists of
investment earnings received less the sum of the amounts
specified in Section 24.1 S502(a)(1), (a)(2), and (a)(3) to
arrive at a per annum dollar value for each creditable year,;
provid.ed, however, that in no event shall the per annun.q
doltar value exceed $30 (thirty dollars) except for those

General Members who retired berween January 8, 1982 and

June 30, 1985, who shall be entitled to a per annum value

not to exceed $45 (forty-five dollars). Notwithstanding the
preceding paragraph, and effective Fiscal Year 1997,
Qualified Retirees who.retired on or before October 6,
1980, but after December 31, 1971,'wi11 receive $60 (sixty
dollars) per vear of service and Qualified éelirees who
retired on or before December 31, 1971, wili receive $75

(seventy-five dollars) per vear of service.

The per annum dollar value shall then be multiplied by
each Qua_liﬁed Retiree’s creditable service to determine the
annual supplemental benefit to be paid each Qualified

Retiree the following November.



0006738
©)

(7)

(&)

Except as provided in Section 24.1503(b)(7), the |
supplemental benefits of survivors of deceased Qualiﬁéd

Retirees, as defined in Section 24.1503(a), shall be

_determined in the same ratio as their monthly benefits bear

1o the monthly benefit received by their respective deceased

retired spouses.

The supplemental benefit of a survivor of a Qualified
Special Class Safety Retiree shall be determined by
allocating to the surviving spouse fifty percent (50%) of the -

qualified creditable years issued to the deceased Member.,

If, at the.tin.]e'ofthe annual determination, the amount
determined by the formula as set forth in Section

241 503(b)(.4) is less than $100,000, no supplemenial
benefits will be paid in that ﬁsc;a] year and the amount 7-
determined by the formula in Section 24.1563(b)(4) will be
carried forward to ensuing years until such time as the
amount 1o bé provided for this benefit as determined by the
formula set forth in Section 24.1503(b)}(4) for that year and
the amount carried forward from prior years is $-1 00,000 or

maore.

(c) The Board shall promulgate necessary rules to effectuate the

provisions and intent of this Article,
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Section 6:
as follows:

Section 3:

That Chapter 2, Article 3, Division 15. section 24.1503.5 is added to read
24.1503.5 Corbett Settlement Increase-Qualification and
Determination

The right 1o receive the Corbett Settlement Increase set forth in Section
24.1502 (a)(4) will accrue monthly. But, the increase will be paid -
annually when the Annual Supplemental Benefit (13.“1 check) is normally '
distributéd. The increase will be paid, on a prorated basis,' to the
Beneficiary or estate of any retiree who dies during the fiscal year but
before the annual payfnént is made. The Corbett Settlement Increase will
not be paid in any vear in which the Annual Supplemental Benefit (13"
Check) 1s not paid, but the hability for the increase will be carried forward

as a contingent liability that will be paid when the Annual Suppiemental

Benefit is again paid.

-That Chapter 2, Article 4, Division 13, section 24.1504 of the San Diego

MuniCi_pal_ Code is amended, to read as follows.

§24.1504 Supplgmenfal COLA Program -

The purpose of the Supplemental COLA Program is to increase the
retiremrer']t benefit of certain Qualified Retirees as -deﬁned in Section
24.1503 by an amount sufficient to insure that their benefit as of July 1.
1998, when combined with their Annual Supplemental Benefit as defined
in Section 24.1503, is at a level équivalent to seventy-five percent (75%)

of the present value of their Base Retirement Benefit. The amount of
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increase under this Section, however, shall not exceed fifty percent (30%)

of the Qualified Retiree’s benefit in effect as of July 1, 1998. For pulposés

of this section, the Base Retirement Benefirt is the full monthly Retirement

Allowance received upon retirement. The benefit in effect in July 1, 1998,

is the benefit as defined in Section 24.0402, Section 24.0403 or Section

24.0405, as adjusted by both the Cost of Living Adjustment defined in

Section 24.1503 and the Annual Supplemental Benefit, defined in Section

24.150

(a)

(b)

J.

Participation in the Supplemental COLA Program shall be limited
to Qualified Retirees as defined in Section 24.1503 or their

T TeET) P TS M arparnial A
SULYIY . 13

(1) Retired on or before June 30, 1982; and (2) Received a

retirement allowance on July, 1, 1998, which, as determined
by the System’s Actuary, was at a level less than the
equivalent of 75% of the present value of their Base
Retirement Benefit when combined with their Annual

Supplemental Benefit as defined in Section 24.1503.

The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

{1 The System’s Actuary shall determine the factor necessary

to calculate the equivalent of 75% of the present value of
the Qualified Retiree’s Base Retirement Benefit. This

calculation shall be based on the Cost of Living Index as
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(2)

(3)

4

(5)

shown by the Bureau of Labor Statistics Consumer Price
Index, United States - All items, foreach applicable Fiscal

Year.

The above factor shall be multiplied times the Qualified |
Retiree’s benefit in effect July 1, 1998, as deﬁngd above,
but not including the Annual Supp]ementaf Benefit, to
determine the amount of the increase required under the

Supplemental COLA Program.

The amount of the increase to the Qualified Retiree’s Base
Retirement Benefit under the Suppllementa] COLA
Program shall not exceed 50% of the Qualified Retiree’s

benefit in effect as of July 1, 1998,

The payment for the increase to the Qualified Retiree’s
Base Retirement Benefit under the  Supplemental COLA
Program shall start in January, 1999, retroactive to July 1,
1998, with an amount for the months of July through(
December 1998 added to an increased January R.etirement

Allowance, and then monthly thereafier.

The increase to the Qualified Retiree’s Base Retirement
Benefit calculated under the Supplemental COLA Program

shall be paid to the Qualified Retiree or his or her survivor

for life or until the Reserve established to pay this

éupplemental benefit is depleted.
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(©)

(d)

(6) The Qualified Retiree’s Retirement Allowance as increased
by the Supplemental COLA Program shall be adjustéd each
July 1 thereafter in accordance with Sections 24.1505 and

24.1506.

A reserve created by the Board pursuant to Section 24.1502 (a) (3)
shall be used to pay for the Supplemental COLA benefit as -

follows:

(N The Reserve shall be credited with thirty-five million
‘dollars ($35,000,000) from Und_irstributed Earnings for the.

Fiscal Year ending June 30, 1998.

(2} Benefit payments under the Supplemental COLA Program
shall be accounted for separately and charged against this

Reserve.

(3 The Reserve shall be credited with interest annually, if the
total of the amounts transferred pursuant to Sections
24.1502 (1), (2), (3) and (4) are less than investment
earnings recefved i that vear, in accordance with Sectior

24.0904 and related Board rules.

(4) Benefit payments under the Supplemental COLA Program

shall cease at such time as the Reserve is depleted.

Reevaluation.
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(1

2)

The System’s Actuary shall conduct an annual evaluaf.ion

of the Reseﬁe to determine the feasibility of expanding the
Supplemental COLA Program to include additional retirees
and their survivors, additional Funds in the Reserve or the -

recalculation of benefits annually.

Prior to April 30th of each Fiscal Year, represemati\}es of
theCity Manager;s office, the Retirement Administrator,
and representatives of eligible retired member of CERS,
may meet to consider any recalculationrof beneﬁts, any
increase in the number of Qualified Retirees or their
SUFVivors, or any increase in the Reserve created to pay
Supplemenfal COLA benefit. The factors  for

consideration are:

(A)  The status of benefits of those retirees pre{fiously

set at the 75% level;

{B)  The status of benefits of those retirees previously

capped at the 50% increase level;

(C)  The status of retirees not previously eligible for the
Supplemental COLA Program who now meet the

necessary criteria;
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. (D) The amount of the Annual Supplemental Benefit to
be combined with the benefit in effect July 1, 1999,

or as part of the Base Retirement Benefit.

Section 6: That Chapter 2, Article 4, Division 13, section 24.1507 is repealed.
24.1505 No change. '
24.1506 No change.
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City of San Diego
COUNCIL PRESIDENT SCOTT PETERS
DISTRICT ONE

MEMORANDUM

DATE: April 8, 2008

TO: Honorable Mayor and Councilmembers / —
<
FROM: Council President Scott Peters

SUBJECT:  Request to Docket the “Waterfall”™ issue

I have scheduled the elimination of surplus undistributed earnings (“Waterfall”) issue for

Iy

City Council consideration on {he April 28,29, 2008 agenda.

On June 5, 2007, the City Council heard City Attorney and SDCERS proposals to
aliminate the waterfall., The City Council voted to direct the Cily Allorney (o prepare the
ordinances necessary tc eliminate the “Waterfall” in the San Diego Municipal Code consistent
with the language propased by San Diego Employees Retirement System (“SDCERS”) and the
Independent Budget Analyst ("IBA™). To this date, | have submitted three previous memoranda
requesting the City Attorney’s assistance with this issue and have not received any docketing
materiais consistent with the City Council request.

Recently, the annual report from the City’s SEC Independent Oversight Monitor
recommended the discontinuation of SDCERS’ use of surplus undistributed earnings. 11 is
prudent that the City Council resolve this issue and make any necessary changes to the San

* Diego Municipal Code. -

On April 28/29" the City Council will need to consider approving the ordinance
language proposed by either the IBA and SDCERS (Version “A”) or City Atlorney’s suggested
ordinance (Version “B™). Both ordinances are attached for yvour review,

if the Council votes to approve Version A, the City Attorney could be directed to prepare
the ordinance for the Mayor’s signalure within a set period of time or the City Council may
move forward with outside counse] assistance in the drafiing of this ordinance.

The goal is 10 eliminate the Waterfall as suggested by the SEC independent monitor, IBA
and SDCERS. The City Attorney’s Version B is problematic in that that it wiil result in an
immediate change — probably an increase — in employee benefits outside of the bargaining
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process. SDCERS also contends that the City Attorney’s proposal would eliminate the
mechanism for their calculation and administration of the benefits in question.

<

I look forward to discussing this issue with all of you and reaching a resolution.
Attachmenis
SHP:wis
CC. Jay Goldstone, Chief Operating Officer
Andrea Tevlin, Independent Budget Analyst

David Wescoe, SDCERS Retlirement Administrator
Mary Lewis, Chief Financial Officer
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City of San Diego
(‘OUNC]L PRESIDENT SCOTT PETERS
DISTRICT ONE

MEMORANDUM

DATE: November §, 2007
TO: Honorable City Attorney Michael Agui
FROM: Council President Scott Peters

SUBJECT:  Follow up on the “Waterfall” item -

| recently received your request to docket an ordinance 10 eliminate the “Waterfall” in the San
Diego Municipal Code (“SDMC™). On June 5, 2007, the Council directed the City Attorney to prepare
the resolution necessary to eliminate the “Waterfall” in the San Diego Municipal Code, without changing
existing benefits, consistent with the language proposed by San Diego Empioyees Retirement System
("SDCERS™) and the Independent Budget Analyst (“IBA™), The language you have submitted is
problematic in that that it wiil result in an immediate change — probably an increase — in employee
benehits outside of the bargaining process.

The city is not now legally required to pay the 13" check and the supplemental COLA in years in
which pension earnings fafl below 8%, The Corbell payments ure also deferred in those vears with no
interest due, which is alse a financial benefit to the city. The employee unions argue that simply striking
out all of the municipal code language referring to the contingent benefits, as your suggested code
changes would do. removes the contingency and makes the city liable for full payment of thosc benefits
every vear. On the other hand, SDCERS states thet without the municipal cede language you hope 1o
eliminale. they could not pay the benefits at all since there would be no mechanism for their calculation
and administration. Either way, changing these bencfits outside of the bargaining process will subject the
city fo unnecessary cosis and/or more litigation. -

Previously, the 13" Check, the Corbett Settlement, Suppliemental COLA were not included in the
svslein’s total actuarial lmblllty Accuralely reporting the pension deficit is no fonger an issue. For
purposcs of caleulating the pension debt and the City's actuarially required vontribution ("ARC™), the
retirement system already accounts for contingent benefits -- the Corbett Settiement (pre-July 1, 2000
retirees) and the "1 3th check” to eligible retirees -- as though the City pays out those benefits every year.
Although the City and SDCERS has correcied the actuarial valuaiion, the City’s municipal code must be
changed to eliminate the mechanism for SDCERS to use the system’s surplus earnings.

Previcusly, SDCERS, the [BA and lawyers in your oftice agreed on code language that would
satisfy all concerns. However, the ordinance you have submitted is inconsistent with this agreement.
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Artached are my two previous memoranda requesting your assistance on this issue. [ again
respectfully request that you submit the appropriaie items consistent with the Council’s direction at the
carliest possible date, or | will be forced to recommend that the Council seek outside counsel’s assistance

on lbis matter, ‘
SHP:wis
Auachménls
CC: Honorable Mayor and City Councilmembers
lay Goldstone, Chief Operating Officer

Andrea Tevlin, Independent Budgel Ahalyst
David Wescoe, SDCERS Retirement Administrator
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Ciry of San Dicego
SCOUNCIL PRESIDENT SCOTT PETERS
DISTRICT ONE

MEMORANDUM

DATE: August 27, 2007

TO: Honorable City Anorney Michael Aguirp '
FROM: Council President Scoti Peters S‘!B Z/'/
SUBIECT:  Follew up on the “W;:tcrfnllf' Hem

This is a follow up Lo my memorandum to you on June 18, 2007 requesting for your assistance an
preparing the appropriste resolution 1o eliminaling the “Waterfall™ in the San Diego Municipal Code
(XIDMOT ) cansistent with the alteraative langeage proposed by San Diegs Employees Retiremeni
System (CSDCERS ) and the Independent Budget Analyst {“1BA ) as dirccwed by the City Couneil on
Tune 3, 2007,

Tao this datz. T have not received any docketing maierials from your office regarding this issue.
. . N - . . ~1l . - ) .
The City Council's direetion on the June 3™ dute was for the City Attorney’s Office 1o prepare te
appropriate resolution and return i baek 1o the Council within 30 days of this duie.

Amending the SDMC (e climinate the “Waterfall” practice has been a poal of your’s, mv.council
celleagues and mine because 5t will enhance the soundness of the pension system for several years.
Iherefore, | agnin respectiully request that you submit the appropriate ilems consistent with the council’s
divcetion o yuur office on June 3, 2007 so that the riem may be docketed at & City Council meeting at the
earliest possible dote. | iook forward to working with vou on this mater. Thank vou.

SHPwis

CCt Honerable Mayor and City Councitmembers
Andrer Tevlin, Independent Budyet Analyst
Juy Goldstone, Chiel Finuncial Oflicer
David Wescoe, SDCERS Retirement Administrater



009691

Council President Scortt Peters
‘City of San Diego

MEMORANDUM

TO: City Attorney Michael Aguirre

FROM: Council President Scotnt Peters
DATE: June 19, 2007

SUBJECT: Docketing of the “Waterfall” Item

On dune 3™ the Ciiy Coencil returncd an item entitled “Second Reading of Amendmenis io
San Diego Municipal Cede Eliminating the “Waterfall” as Codified in San Diego Municipal Cede” w0
vour office and directed that the City Attorney prepare an itein, consistent with the alternative language
proposed by SIICERS and the IBA, and return to the Council within 30 days.

To be consistent with that direction, this item would need 1o be heard the week of June 25"
As vour stafl has been made aware, the paperwork for docketing this ilem was due 10 my office las
Wednesday. June 12,2007, To date, nothing has bern submined by vouwr office,

Al this point. to hear the fiem on June 235, 2007 would reguire supplementat docketing becauss
you have noi met the noticing requirements for the regular City Council agenda. In an elfort o provide
the public and Council with adeguate time to review these materials, { am willing 1o docket the itam on
July 10, 2007, Please submit all required paperwork 10 my office no later than Wednesday, June 27,

2007,
SHF: ms
ce. Honorable Mayor & Ciiy Councilmembers

City Clerk Eilzabeth Maland
Independent Budget Analyst Andrea Tevlin
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THE CiTy oF SAN DIEGO

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT .

Date Issued: May 22, 2008 . ~ I1BA Report Number: (18-55
City Council Meeting Date: May 27, 2008
item Number: 330

The Waterfall

Amendments to the San Diego Municipal Code
Eliminating the Surplus Undistributed Earnings
(“Waterfall”) Relating to the City Employees’ Retirement

System. -

OVERVIEW

The City Council has had several previous discussions on the elimination of the
“Waterfall” (see IBA Reports 07-43, 07-39 and memo 07-5), culminating most recently
in direction, on June 5, 2007, to the City Attorney to develop an appropriate ordinance.
To-date, this has not been done. This matter has become increasingly time sensitive
however, as the SEC Independent Consultant, Stan Keller, has recommended that the
City of San Diego act upan the Waterfall ordinance within 30 days of his first annual
report to the SEC, presented to the City Council on April 1, 2008. For the City Council

~docket of April 29, 2008, the Council President docketed two ordinances for Council
consideration, one (“Version A”) reflecting the direction of the City Council last June and
the second (“Version B”) reflecting the City Attorney’s original position. However, this
item was continued from that hearing date as the City Attorney was working to modify
Version B. A revised Version B has been submitted and this report discusses the two
versions, pointing out their significant differences.

FISCAL/POLICY DISCUSSION

The IBA believes both versions accomplish the intended action to eliminate the surplus
earnings concept and reform the Municipal Code. However, that is achieved in different
ways by the two versions. There are two main differences: their treatment of the Corbert
benefit and 13" check, and treatment of the Supplemental COLA.

Office of Independent Budget Analyst .
202 { Streat, MS 34 # San Miego, CA 91101
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Corbett and 13" Check

With regard to these two benefits, the main difference in the versions is that A preserves
the contingency of the benefits, while B makes the benefits non-contingent, and payable
each year. This is because Version B eliminates any “test” to determine if there are funds
available to pay the benefit. Without a test, the benefit is always paid. In Version A, the
test has been changed to eliminate any reference to surplus earnings, and instead creates
an alternate test based upon the amount of investment earning, less the amount to credit
interest to member and plan sponsor contribution accounts and administration expenses.
If earnings remain after this, benefits may be paid from fund assets as specified.

Supplemental COLA

Version A continues the Supplemental COLA reserve and the payment of that benefit.
However, the amount in the reserve is ever-decreasing and, depending on the benefited
population’s experience, it is expected that the reserve will be depleted in the future, but
Iikely not for a number of years.

Version B discontinues the reserve but continues the benefit for a period of three years.
After this time, the benefit will end and any monies previously attributed to the reserve
will simply be retained as part of the trust assets. As described by the City Attorney’s
Office this enables the funds previously diverted due to the “surplus earnings” concept to
be returned to the trust, where it otherwise would have been had the Waterfall not
existed.

The IBA wishes to point out that there are currently 954 individuals receiving the
Supplemental COLA, for whom this benefit will be eliminated in three years, should

* Version B be approved. In addition to noting this impact on retirees, the IBA questions
whether or not the Supplemental COLA is a vested benefit that, until the funding is
completely depleted, could not be rescinded. The IBA requests the City Attorney to
provide an opinion on this question.

Charter Section 143.1(a)

In light of the above discussion, the IBA notes that it appears that Version B would
change benefits for members. In the case of the 13™ check, more benefits may actually
be paid out than might otherwise be the case, since the benefit is no longer contingent and
would always be paid. Conversely, even if the Supplemental COLA is not a vested
benefit and may be discontinued, that would appear to reduce benefits to members.
Charter Section 143.1(a) requires the approval of a majority vote of the affected members
when benefits are changed. In addition, under the same section an increase in benefits
requires the approval of the voters. The IBA requests that the City Attorney opine as to
the applicability of these Charter requirements in this situation.
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- CONCLUSION

Based on the above information and conversations with staff, the IBA understands that
both versions would accomplish the stated intent of eliminating the Waterfall and neither
would have further ramifications of which the IBA is aware, beyond those discussed
here. However, we wish to ensure that Council is aware of the differences, including the
elimination of the Corbett and 13" check contingency in Version B as well as the
discontinuation of the Supplemental COLA benefit in 2011, also in Version B.

Penni Takade “APPROVED: Andrea Tevlin
Deputy Director Independent Budget Analyst
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THE CiTtYy oF SaN DieEco

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Iséued: May 31, 2007 IBA Report Number: 07-59
City Council Docket Date: June 5, 2007
Item Number: 331

Subject: Amendments to the San Diego Municipal Code Eliminating the Surplus
Undistributed Earnings (““Waterfall”) as Codified in San Diego Municipal Code
Section 24.1502 and as Referred to in Sections 24.1501, 24.1503, 24.1504, and
24.1507, all relating to the City Employees” Retirement System.

OVERVIEW

This item is the second reading of the ordinance that will strike certain portions of the
San Diego Municipal Code that, over the past two decades, have created unrecognized
liabilities in the Retirement System and diverted assets from the SDCERS Trust Fund.
The concept of Surplus Undistributed Earnings have been broadly disapproved of and
appropriate revision of these Municipal Code sections will be consistent with provisions
of the City Remediation Plan, California Constitution and Internal Revenue Code.

FISCAL/POLICY DISCUSSION :

The IBA has several concerns with this ordinance, which we raised in detail in IBA
Report 07-26 (attached). Since we raised these concerns upon the first reading of the
ordinance, we have endeavoted to collaborate with various stakeholders to develop a
modified ordinance that would address concerns while still achieving the appropriate
repeal of the “Waterfall” and concept of Surplus Undistributed Earnings, as is supported
by all parties.

Over the course of the past month, alternative Municipal Code language was developed
that we believe adequately addresses the concerns that were raised by ourselves and other
parties. That alternative Municipal Code language is attached for information purposes.
The IBA worked closely with SDCERS to formulate language and presented drafts to the
Mayor’s Office for review and comment as well. It is important to note that the City
Attorney’s Office was requested to participate from the beginning as a key participant in
this collaboration and we were optimistic about coming to a joint resolution. However
the City Attorney ultimately rejected the proposal that was developed.

Office of Independent Budget Analyst
202 C Street, MS 34 * Sun Diego, CA 92101
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The IBA remains concerned about the potential impacts of the docketed ordinance as
described in our original report. We believe alternative language can satisfy the
objectives of this ordinance while avoiding potential negative ramifications and
addressing the concerns that various stakeholders have raised throughout this process.
Therefore, we recommend that the City Council not approve the docketed ordinance and
seek to have more comprehensive language submitted for review and approval.

CONCLUSION

We strongly recommend that the City Council not approve this item as proposed and that
the docketed ordinance be returned to the City Attorney. We suggest that the City
Council direct the City Attorney to review and docket the alternative language within 30
business days in order to address the valid concerns raised by various stakeholders.

AR N (A doc o

Penni Takade - APPROVED: Andrea Tevlin
Deputy Director Independent Budget Analyst
Attachments:

1. IBA Report 07-26
2. Draft of alternative Municipal Code language
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"THE CiTy oF SaN DiEGo
OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: March 1, 2007 IBA Report Number: 07-26
City Council Docket Date: March 5, 2007
Item Number: 203

Subject: Amendments to the San Diego Municipal Code Eliminating the “Waterfall”

OVERVIEW

This proposal asks the City Council to strike certain portions of the San Diego Municipal
Code that, over the past two decades. have created unrecognized liabilities in the
Retirement System and diverted assets from the SDCERS Trust Fund. The City
Attorney’s Report presents a history of the development of the Waterfall and the concept
of Surplus Eamnings, including its flawed financial basis. This information has been
public for some time and many parties, including the IBA, have called for analysis and
action to eliminate this practice. The item before the Council at this time is intended to
accomplish that goal.

FISCAL/POLICY DISCUSSION

The IBA strongly supports the elimination of the concept of Surplus Earnings and the
Waterfall from the City’s Municipal Code. Atthe same time, it is critical that decision-
makers understand the various potential impacts of striking out these sections as
proposed.

§24.1562(a)(1) Empioyee and Empioyer Contribution Accounts

This section requires interest to be credited to such accounts in accordance with §24.0904
and Board rules. Since §24.0904 still stands with this action, it is our understanding that
elimination of the Waterfall will not impact the SDCERS Board’s ability to credit interest -
as appropriate according to their legal and fiduciary duty. ‘

§24.1502(a)(2) SDCERS Administrative Budget

Elimination of the Waterfall will mean that “Surplus Earnings™ are no longer diverted to
this purpose. However, SDCERS still must administer the Retirement System and an
operating budget is required to do so. Based on our conversations with the City

Office of Independent Budget Analyst | Aﬁach ment 1

202 C Street, MS 34 © San Diego, CA 92101
Tel (619) 234-4555 fux (619} 236-655¢6
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Attorney’s Office, we understand that SDCERS has the right to use plan assets for their
administrative budget under the California Constitution, even if this provision of the
Municipal Code is eliminated, and therefore there should be no impact to SDCERS. We
would note briefly, however, that SDCERS has committed to administering the
Retirement System consistent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. This would seem to
indicate that the City should consider, as an extra measure, insert appropriate language to
authorize expenses for the operating budget in another section of the Municipal Code, in
accordance with guidance from the City Attorney.

§24.1502(a)(3) Any Reserves Established by Board
It is our understanding that this section applies to the DROP Reserves in place, but that
there are no other reserves established under this section at this time. The SDCERS
Board has taken action to formally recognize the DROP assets and liabilities and these
appear in the recent valuation. In addition, the Board has established an ad-hoc

' commmittee to study the issue of crediting interest to DROP accounts, which is understood
to be under their purview as fiduciaries. Elimination of this section is therefore not
expected to impact benefits to members or the finances of the City or System. -

§24.1502(a)(4) Credit Surpius Earnings to Other Plan Sponsors

Since the concept of Surplus Earnings will no longer exist, there will be no surplus
earnings to distribute to the various Plan Sponsors. Without the concept of Surplus
Earnings and diversion of those earnings to other purposes, this section is unnecessary.
The Board will continue to ensure, with the advice of their actuary and counsel, that total
earnings are appropriately distributed among Plan sponsors, in accordance with their duty
as fiduciaries.

" §24.1502(a)(5) Retiree Health
In 2005, the City took the responsibility of funding retiree health benefits from its own
funds. In addition, the reserve originally established to fund this benefit was completely
drawn down at that time, and no further funds exist in this reserve. It is appropriate to
eliminate any reference to retiree health as a financial obligation of the SDCERS Trust in
the City’s Municipal Code.

§24.1502(a)(6) 13" Check’

This benefit will still exist, as provided for in §24 1503. However, this section only
establishes the benefit and eligibility for it, but does not specify when it is to be paid. We
have consulted with the City Attorney’s Office on this and it is our understanding that
this shall be clarified as soon as possible. Additionally, we would note that this payment
has been assumed by SDCERS in their valuation of June 30, 2006, wherein the liabilities
for the 13% check were included with the assumption that the benefit will be paid 100%’
of the time. Therefore, the ARC the City pays each year will provide assets to cover

2 "Anactiiieit |
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these habilities and the elimination of this section should not have any further financial
impact.

§24.1502(a)(7) Corbett Settlement

As with the 13™ Check, this liability is now recognized in the total liabilities of SDCERS
and is included in their valuation of June 30, 2006. The City’s ARC now provides assets
to cover this liability. Itis our understanding that it is satisfactory to eliminate the
reference to payment of this liability since the City already has an obligation to do so
under the terms of the settlement, even if it is not codified anywhere in the Municipal
Code. However, we would again note that SDCERS has committed to administering the
Retirement System consistent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. As with the SDCERS
administrative budget, the City Council may wish to explore inserting appropriate
language to authorize expenses for this settlement in another section of the Municipal
Code, in accordance with guidance from the City Attorney.

§24.1502(a)(8) Credit Interest to Supplemental COLA and Employee Contribution
Reserve

The Employee Contribution Reserve has been fully exhausted, so it is appropriate to
remove any reference to interest crediting for this account. The Supplemental COLA
‘Reserve was valued at $17.273,016 as of June 30, 2006. Municipal Code §24.1503(c)(3)
provides for the annual crediting of interest, so the ability to credit intérest is not
eliminated. However, §24.1503(c)(3) states that interest shall be credited “if sufficient
funds are available.” The determination of what constitutes sufficient funds and on what
authority is not further defined in the Municipal Code. We suggest that this should be
clarified by the City Council with counsel from the City Attorney..

§24.1502(b) Surplus Earnings Credited to Employer Contribution Reserve to
Reduce System Liability

Since the concept of Surplus Earnings will no longer exist, there will be no surplus
earnings to distribute to the System’s liabilities. However, since earnings will flow into
System assets to reduce any unfunded liability, there is no fiscal impact with the
elimination of this section. Without the concept of Surplus Earnings and diversion of
those earnings to other purposes, this section is unnecessary.

The IBA also notes that references to Surplus Earnings and/or any sections above have
also been eliminated throughout Municipal Code Chapter 2, Article 4, Division 15 in this
~ proposed ordinance

Finally, the IBA notes that the City Attorney’s Office has asserted that neither Meet and
Confer nor a vote of the Retirement System Membership (pursuant to Charter Section
143.1(a)) is required to adopt this ordinance. This is because no benefits are impacted
but the funding mechanism is changed, which is a management right.

3 A[ldblununi. i
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: CONCLUSION
The IBA supports this effort to remove the Waterfall from the City’s Municipal Code. In
so doing, the faulty concept of Surplus Earnings will be eliminated from the City’s code
and operations. As discussed in the above, the IBA encourages the City Council to
engage the City Attorney’s counsel further on the following issues:
1. Shall the City Council insert authorizing language for payment of Corbett benefits
and expenditure of funds for SDCERS operating budget elsewhere in the
Municipal Code, to ensure that SDCERS may comply with IRS requirements to
administer the System in accordance with Plan Documents?
2. Absent the qualifications in the Waterfall, what is the authority on when the 13t
Check shall be paid out?
3. Regarding interest crediting to the Supplemental COLA Reserve, what constitutes
“sufficient funds” and who is responsible for determining it?

With these minor clarifications in hand, the IBA supports this item in which the Waterfall
and the concept of Surplus Earnings will be successfully removed from the City’s
Municipal Code in compliance with the City’s Remediation Plan, the Internal Revenue
Code, and the California Constitution, as referenced in the City Attorney’s report.

[Zpden
Penni Takade _ - APPROVED: Andrea Tevlin
Deputy Director Independent Budget Analyst
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§24.1500 Elimination of “Surplus Earnings”
1t is the intent of this Division that the coﬁccpt of “Surplus Earnings” be

eliminated and that liabilities associated with any benefit transfers from system

assets be reflected in the system’s iiabilities and included in the actuarial

§24.1501

5 = ‘-'k"ﬁ..:-.‘i“
accounting forsthe Retirement System “shall afﬁect the determination of Investment
\E’&ﬁ%}
S
Eanur};rgs %Recelved‘j.: &
) \‘\'\\v ::-x'i‘?“
lnvestment‘.‘Earnmos

§24.1502 Transfers Meide Erom
‘ . \\\ R —
R "*‘\%‘?

Xt

 distributed in accordance with Section 24.0904 and related Board

rules; and
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2)

An amount sufficient to meet the budgeted expenses and costs of

operating the System including all personnel and services for the

fiscal year; and

An amount sufficient to provide necessary funds to pay the Annual

Supplemental Benefit (13 Check) to Qualified Retirees, pursuant

The right to recetve this increase each year will accrue

monthly. But, the increase will be paid annually when the

Annual Supplemental Benefit (13th 6ﬁcck) is normally
distributed. The increase will be paid, on a prorated basis,
to the Beneficiary or estate of any retiree who dies during

the fiscal year but before the annual payment is made.

_PAGE 2 OF 12- Attachment 2
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(5) An -amount sufficient to credit interest to the reserves created for

the Supplemental COLA as set forth in this Division.

(b) At the beginning of each fiscal year, the Board will credit all remaining

]

Investment Earnings to the Reserves for Employer Contributions, for the

sole and exclusive purpose of reducing Retiremef System liability.

(c)

" for the transfers to member account ';pursua.nt to subsection (a)(1), or the

™ 'vs'h\

.-ny_

524.1503 Annual Suppiemental Bené‘fit "‘Q alifi atlon and‘:])etermmatlon

" -‘\-'

R S
The purpose*a;iiﬂ‘qntent of this sécton is to prcm.-""xac necessary guidelines for
{\&“‘\"’QQ\\ = & =

ngplem ental Benefits set forth in Section

For thenpurpose of identifying those retlrees who shall be deemed

qua.hﬁcd to receive the Annual Supplemental Benefit estabhshed in this

Sectidn, the following criteria shall apply:

(1} The retiree must have completeﬂ a minimum-of ten (10) years
Creditable Service as a Member-of the System in order to be

gualified;

-PAGE 3 OF 12- Attachment 2
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)

@)

The retiree must be on the retirement payroll for the month of
October of any year in which benefits are to be paid except as
provided otherwise in Section 3 of this ordinance for the first

year’s distribution;

. Qualified Retirees shall be limited to thg:.gfi_ﬁ_l}gwing classes:.

i

(A)

(B)

()

(D) %::;\‘\\%(a) (b) and (¢ ')\g.\b\%gg  receiving monthly
'pcnsmn?s from ?h}s‘ystcm pr@v1ded such members had met

e
2y \‘ﬂ\.

\sﬁpplemental benefit program established by this Artlcle

For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504, Qualified
Retirees may include those rétirees with less than ten (10) years
creditable service, including those who are receiving an industrial

disability retirement from the System, those who have (10) years

-PAGE 4 OF 12-
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of continuous service with the System, survivors of Special Class

Safety Members who are recetving fluctuating monthly retirement

benefits, and survivors of special death benefit recipients.

(b) For the purpose of determining the amount of the supplemental benefit

payment to Qualified Retirees, the following pr 6ess shall appiy:

o

:lﬁxré{f‘i‘ﬁﬁoﬁqaﬁﬁﬁed creditable years shall then be divided

SRS

T

i
R
¥

: ep!_‘odyct of a formula that consists of Investment Earnings

specified in Section 24.1502(a)(1), (a)(2), and.(a)(3‘) to amrive at a

:;‘per annum dollar value for each creditable year; provided,
however, that in no event shall the per annum dollar value exceed
$30 (thirty dollars) except for those General Members who retired
between January 8, 1982 and June 30, 1985, who shall be entitled

t0 a per annum value not to exceed $45 (forty-five dollars).
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‘ Notwithstanding the preceding paragraph, and effective Fiscal
Year 1997, Qualified Retirees who retired on or before October 6,
1980, but after December 31, 1971, will receive $60 (sixty dollars)
per year of service and Qualified Retilrecs who retired on or before
December 31, 1971, will receive $75 (seventy-five dollars) per

year of service.

(5)  The per annum dollar value shall*then be rmﬂnplled by each

Qualified Retiree’s crcdltab]e service to determ :the ammal

following November.
"t~:$~ .

(6)

Section 24.1503 (a)' hall be determined in the same ratio as their

v.‘-

monﬁly benefits bear‘ ovzthe monthly benefit recelved by their

N "‘\"’;‘ \\

SR x\\w;cmw

Tespective deceasad retired spouses.

-é'

afety Retiree shall be determmed by allocatmg to the surviving
sspouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member.

(¢) The Board shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

.§24.1504 Supplemental COLA Program

_PAGE 6 OF 12- . Auasiiment 2
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The purpose of the Supplemental COLA Program is to increase the retirement

benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their beneﬁt as of July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, is at a level

equivalent to seventy-five percent (735%}) of the present value of their Base

Retirement Benefit. The amount of increase under “Secu’o‘n, however, shall not

=N

exceed fifty percent (50%) of the Quahﬁed Re !:"-ee s Bencit in effect as of July 1,

LT x\\.}.\

S e

P_z‘girm

(a) patlo 3.dn the Supplemental COEA Program shall be limited to

lowarfce &;n July 1, 1998, which, as determined by the System’s
ctuary, was at a level less than the equivalent of 75% of the
present value of their Base Retirement Benefit when combined
with their Annual Supplemental Benefit as defined in Section

24.1503.

{(b) The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

PAGE 7 OF 12- Allactiinent 2
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(1) The System’s Actuary shall determine the factor necessary to
calculate the equivalent of 75% of the present value of the
Qualified Retiree’s Base Retirement Benefit. This calculation shall

be based on the Cost of Living Index as shown by the Bureau of

Labor Statistics Consumer Price Index, United States - All items,

'(.*ch':‘.
a\\

case to the ngilﬁé‘d Retiree’s Base
Y \\ .

K

\"7: #*Benefit under the Supplemental COLA Program shall
fart in J anuary, 1999, retroactlve to July 1, 1998, with an amount
or the montﬁs of July through December 1998 added to an
increased January Retirement Allowance, and then monthly

thereafter.

(5) The increase to the Qualified Retiree’s Base Retirement Benefit

_ calculated under the Supplemental COLA Program shall be paid to

_PAGE 8 OF 12- Attachment 2



009711 _
the Qualified Retiree or his or her survivor for life or until the

Reserve established to pay this supplemental benefit is depleted.

(6) The Qualified Retiree’s Retirement Allowance as increased by the
Supplemental COLA Program shall be adjusted each July 1

thereafter in accordance with Sections 2{{ ’:'{05 and 24.1506.

&

() A reserve created by the Board pursuant to

Fion 24.1502€a}33 (2)(5)

(1) The Reserve shall be_:a:":::e_dited with thirty-five millu

2
e
Ry

o,

: "Iag‘{g,‘;in accordance with Section 24.0904 and

N

‘fease at such time as the Reserve is depleted.
(d) R evaluation.
(1) The System’s Actuary shall conduct an annual evaluation of the

Reserve to determine the feasibility of expanding the Supplemental

COLA Program to including additional retirees and their survivors,
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additional Funds in the Reserve or the recalculation of benefits

annually.

b

(2) Prior to April 30th of each Fiscal Year, representatives of the City
Manager’s office, the Retirement Administrator, and

representﬁtives of eligible retired memb '%fFCERS, may mest to

consider any recalculation of benefits;:any increase in the number

of Qualified Retirees or the1r. SUr@vors, ot:any increase in the

SR

Supplemental COLA Program who now meet the necessary

o

il
.
2

combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement_Bencﬁt.
§24.1505 Cost of L_iVﬁﬂg Ad justment Effective Date and Maximum Annual Change

(a) The Board shall before July 1, 1971 and before each July 1 thereafter

determine whether there has been an increase or decrease in the cost of
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living as provided in this section. Excepting those special class safety
members whose retirement allowances are based upon 1/2 the amount of

the current salary of their retired rank, every person receiving a monthly

retirement allowance from this system on June 30, 1971 and each June 30

thereafter shall, on and/or effective July 1, 1971 ¢ d each July 1 thereafter,

have his or her monthly retirement allowan £1hen being recetved

increased or decreased by that percentagj: determined by the Board to

AR = R,
approximate the nearest 1/10% of:one percent of the percentage of annual

increase or decrease in theo

S3lnited States -- J—“{-l\;'“ﬁ.f:ms.\ﬂ Such change, however,
: e
RN

shall not exceed 2.0%%91‘ 'yg

o MPERRG

retirémentallowance belaw the amount'being received by any person on
7 \\S . ‘ A . N ,
exdate of his or her refirement or the effective date of the

T

3

ection, w ichever is later. The amount of any cost of

-
n

application’

[t
‘*é;:

ng increase:or decrease in any year which is not met by the maximum
"‘:‘

g 'aliowance of all persons who retired from the 1981 Plan shall be
adjusted each July 1,‘ following the tﬁird anniversary of the
commencement of the allowance. The adjustment shall be equal to 50% of

the change in the all Urban Consumer Price Index for the San Diego
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009 i area — all items, except that suc‘h adjustment shall not exceed 10%
annually. No adjustment shall reduce the allowance below the amount

originally granted.

§24.1506 Cost of Living Adjustment Program Shared Between Employer and
- Members

(2) The cost of any anticipated cost of living i mcrease in‘allowances which 1s

birthday at time of entrance into ﬂm&emem\ém System,

%\ - %\"\. ‘\.\

(b) Commencing July 3k :[.1, and until adﬁlsf.egl by the Board upon the
E: \\__q\,(‘: ‘\ v :;:i-

N
recommendation of ths Acﬁt %‘the contnbuhon requirements of

R

R

o
""ﬂ. \:'-‘.":" \.‘ o

"\'\-

@_@ddﬂ'on the contribution requn’cment for those

AN "
: “1.‘ A
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: THE CiTtYy oF SaAN DIEGO
OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: March 1, 2007 IBA Report Number: 07-26
City Council Docket Date: March 35, 2007
Item Number: 203

Subject: Amendments to the San Diego Municipél Code Eliminating the “Waterfal]”

OVERVIEW

This proposal asks the City Council to strike certain portions of the San D1ecro Mumclpal
Code that, over the past two decades, have created unrecognized iiabilities in the
Retirement System and diverted assets from the SDCERS Trust Fund. The City
Attorney’s Report presents a history of the development of the Waterfall and the concept
of Surplus Earnings, including its flawed financial basis. This information has been
public for some time and many parties, including the IBA, have called for analysis and
action to eliminate this practice. The item before the Council at this time is intended to
accomplish that goal. ' '

FISCAL/POLICY DISCUSSION

The IBA strongly supports the elimination of the concept of Surplus Eannngs and the
Waterfall from the City’s Municipal Code. At the same time, it is critica! that decision-
makers understand the various potential impacts of striking out these sections as
proposed. '

§24.1502(a)(1) Employee and Employer Contribution Accounts

* This section requires interest to be credited to such accounts in accordance with §24.0904
and Board rules. Since §24.0904 sull stands with this action, it is our understanding that
elimination of the Waterfall will not impact the SDCERS Board’s ability to credit interest
as appropriate according to their legal and fiduciary duty. '

- §24.1502(a)(2) SDCERS Administrative Budget
Elimination of the Waterfall will mean that “Surpius Earnings™ are ne longer diverted to
this purpose. However, SDCERS still must administer the Retirement System and an
operating budget is required to do so. Based on our conversations with the Ciry

Office of independent Budget Analyst | Aﬁach ment 1
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Attorney’s Office, we understand that SDCERS has the right to use plan assets for their.
administrative budget under the California Constitution, even if this provision of the
Municipal Code is eliminated, and therefore there shouid be no impact to SDCERS. We
would note briefly, however, that SDCERS has committed to administering the
Retirement Systern consistent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. This would seem to
indicate that the City should consider, as an extra measure, insert appropriate language to
authorize expenses for the operating budget ir. another section of the Municipal Code, in
accordance with guidance from the City Attorney.

§24.1502(a)(3) Any Reserves Established by Board

It is our understanding that this section applies to the DROP Reserves in place, but that
there are no other reserves established under this section at this ime. The SDCERS
Board has taken action to formally recognize the DROP assets and liabilities and these
appear in the recent valuation. In addition, the Board has established an ad-hoc
committee to study the issue of crediting interest to DRO?P accounts, which is understood
to be under their purview as fiduciaries. Elimination of this section is therefore not
expected to impact benefits to members or the finances of the City or System.

§24.1502(a)(4) Credit Surplus Earnings to Other Plan Sponsors

“Since the concept of Surplus Earnings will no longer exist, there will be no surplus
earnings to distribute to the various Plan Sponsors. Without the concept of Surplus
Eamnings and diversion of those earnings to other purposes, this secrion is unnecessary.
The Board will continue to ensure, with the advice of their actuary and counsel, that total
earnings are appropriately distributed among Plan sponsors, in accordance with their duty
as fiduciaries. o

© §24.1502(a)(5) Retiree Health ,
In 2005, the City took the responsibility of funding retiree health benefits from its own
funds. In addition, the reserve originally established to fund this benefit was completely
" drawn down at that-time, and no further funds exist in this reserve. It is appropriate to
eliminate any reference to retiree health as a financial obligation of the SDCERS Trust in
the City’s Municipal Code.

§24.1502(2)(6) 13™ Check

This benefit will still exist, as provided for in §24.1503. However, this section oniy
establishes the benefit and eligibility for it, but does not specify when it is to be paid. We
have consulted with the City Attorney’s Office on this and it is our understanding that
this shall be clarified as soon as possible. Additionally, we would note that this payment
has been assumed by SDCERS in their valuation of June 30, 2006, wherein the liabilities
for the 13™ check were included with the assumption that the benefit will be paid 100%
of the time. Therefore, the ARC the City.pays each year will provide assets to cover

2 Anacliieni 1
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these liabilities and the elimination of this section should not have any further financial
1mpact

§24 1302(a)(7) Corbett Settlement

As with the 13™ Check, this liability is now recognized in the totai liabilities of SDCERS
‘and is included in their valuation of June 30, 2006. The City’s ARC now provides assets
to cover this liability. It is our understanding that it is satisfactory to eliminate the
reference to payment of this liability since the City aiready has an obligation to do so
under the termns of the settlernent, even if it is not codified anywhere in the Municipal
Code. However, we would again note that SDCERS has committed to administering the
Retirement System consistent with the City’s Municipal Code, which serve as the Plan
Documents for the System, in accordance with IRS requirements. As with the SDCERS
administrative budget, the City Council may wish to explore inserting appropriate
language to authorize expenses for this settlement in another section of the Municipal
Code, in accordance with guidance from the City Attorney.

§24.1502(2)(8) Credit Interest to Supplemental COLA and Employee Contribution
Reserve

The Employee Contribution Rescrve has been fully exhausted, so it is appropriate to
remove any reference to interest crediting for this account. The Supplemental COLA
‘Reserve was valued at $17,273,016 as of June 30, 2006. Municipal Code §24.1503(c)(3)
provides for the annual crediting of interest, so the ability to credit interest is not
eliminated. However, §24.1503(c)(3) states that interest shall be credited “if sufficient
funds are available.” The determination of what constitutes sufficient funds and on what
authority is not further defined in the Municipal Code. We suggest that this should be
clarified by the City Council with counsel from the City Attorney.

§24.1502(b) Surplus Earnings Credited to Employer Contribution Reserve to
Reduce System Liability '

Since the concept of Surplus Eamnings will no longer exist, there will be no surplus
earnings to distribute to the System’s liabilities. However, since earnings will flow into
System assets to reduce any unfunded liability, there is no fiscal impact with the
elimination of this section. Without the concept of Surplus Earnings and diversion of
those earnings to other purposes, this séction is unnecessary.

The IBA also notes that references to Surplus Earnings and/or any sections above have
also been eliminated throughout Municipal Code Chapter 2, Article 4, Division 15 in this
proposed ordinance

Finally, the IBA notes that the City Attorney’s Office has asserted that neither Meet and
- Confer nor a vote of the Retirement System Membership (pursuant to Charter Section
143.1(a)) is required to adopt this ordinance. This is because no benefits are impacted

but the funding mechanism is changed, which is a management right.

Audbl TR IVIRI
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CONCLUSION

The IBA supports this effort to remove the Waterfall from the City’s Municipal Code. In
so doing, the faulty concept of Surplus Earnings will be eliminated from the City’s code
and operations. As discussed in the above, the IBA encourages the City Council to
engage the City Attorney’s counsel further on the following issues:

1. Shall the City Council insert authorizing language for payment of Corbett benefits
and expenditure of funds for SDCERS operating budget elsewhere in the
Municipal Code, to ensure that SDCERS may comply with IRS requirements to
administer the System in accordance with Plan Documents?

Absent the qualifications in the Waterfall, what is the authority on when the 13™

Check shall be paid out?

. Regarding interest crediting to the Supplemental COLA Reserve, what constitutes
“sufficient funds” and who is responsible for determining it?

[

e

With these minor clarifications in hand, the IBA supports this item in which the Waterfall
and the concept of Surplus Earnings will be successfully removed from the City’s
Municipal Code in compliance with the City’s Remediation Plan, the Internal Revenue
Code, and the California Constitution, as referenced in the City Attorney’s report.

—_—

Penni Takade _  APPROVED: Andrea Tevlin
Deputy Director Independent Budget Analyst
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§24.1500 Elimination of “Surplus Earnings”
It 1s the intent of this Division that the concept of “Surplus Earnings™ be
eliminated and that liabilities associated with any benefit transfers from system

assets be reflected in the system’s liabilities and included in the actuarial

o,
%t:*a:

§24.1501 Investment Earnings Received

H
L 9
Investment Eamings Received shall be def%_ncﬂ ona cas‘h%asm cxccpt that
Investment Earnings Received sha}l,s’é‘;;gncreasﬁ{\gr decreased b
) § 0N ;;‘,5‘ ‘?:.g:"‘}ﬁ“ -
the annual amortization of purchase &swmsurprcmlums on intefest-bearing

\:-

investments earned in acoaz;daace with gcneraligfa:cccpted accounting principles
‘ , ‘EA\\. %‘:&E{\ &

“- ‘,h‘..-\a.zN ---.\-.-“ﬂ-...

for financial reporting purposis "Wbﬁu‘bssgumt channcs in the mcthod of

=Y Q-@S\%}‘\%;& 4“\
o

accounting forJhe Reurcmcnt ngstsm shall éﬁé@t the determination of Investment

§24.1502 Transfers\wfme

o \-.o-“ ‘:& AH\

\ .
‘wa" (a) "‘*ﬁ&he .follow}ﬁ_:, .amounts shall be transferred from Investment Earnings:
%‘i;l\ 1\%

(1) 3%\11 amom:lt sufficient to credit interest fo the contribution accounts
""-.‘-»

‘1‘. ‘C"'

.&'Df the Members, City, Regional Airport Authonry and the Unified
" Port District-at an interest rate determined by the Board and
dismributed in accordance with Section 24.0904 and related Board

rules; and
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(2) An amount sufficient to meet the budgeted expenses and costs of
operating the System _ihcludjng all personnel and services for the

fiscal year; and

{3) An amount sufficient to provide necessary funds to pay the Annual
Supplemental Benefit (13™ Check) to Quﬂsmcd Retirees, pursuant

to the provisions and conditions set-%’"mﬁh in Section 24.1503. If, at
the ime of the annual dctermmaﬁon thc ammmt determined by the

“t"{:.{%-‘.\\ = N
formuia as set forth in Sﬂctlon 24.1503(b)(4) isJess.than $100,000,

‘%\:\ \""\Q“_&}-\ u\‘?

A kY
no supplcmcntal bcneﬁ%swll be Emzi in that fiscal ;‘éﬁ and the

\'\\

amount determined by the formula in Section 24.1503(b)(4) will be

Wistes ) : \\a\

r\':m.af‘ ‘\C‘nﬂ'lm TR OTITN Y Yroanro 111-\ Iconf\;-\ hmn ao f‘-\n ersnn# [ 7o
— H R ot LAl b oD Liiw iirriniwtaad ihid

be prowdcd forEﬂps benznias\ﬁc eriimed by the formula set forth

SR 3 ‘:.\".‘-. '}%“

The right to recei\{e this increase each year will accrue
monthiy. But, the increase will be paid annually when thcl
Annual Supplemental Benefit (13® 6h§ck) is normally
distributed. The increase will be paid, on z prorated basis,
to the Beneficiary or estate of any retiree who dies during

the fiscal year but before the annual payment is made.
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(5) An-amount sufficient io credit interest to the reserves created for

the Suppiemental COLA as set forth in this Division.

(b) At the beginning of each fiscal year, the Board will credit all remaining
Investment Eamings to the Reserves for Employer Contributions, for the

sole and exclusive purpose of reducing Retiren}gﬁ’lt_'éystem liability.
.*."'i-'\"‘::? s

(c) In any fiscal year where insufﬁcient Inves \@E\harmnos exist to provide
5 R

\'\'ﬁ%'L
N
" for thc transfers to member account& ursuant to stib

".

\

transfers shall inst=ad be madc fr@m

determined by thCaBOEId
\% m\m

"v'u

§24.1503

The purp()se:-aﬁﬁmtent of this scctmn is to

sa‘-\‘“:'%‘\ \f‘%%‘

-\.;a-.- \_ \‘

prmﬂe necessary g crmdehnes for

b

r/F’

S ‘9:\
74.4302(;1)(3} %y{c) ;ﬁmmgymg:mﬁ defining those retirees quahﬁ.,d to receive

-n\\ Y "ﬁ{\-
AR \.zw:‘;"% %\ ‘m\

) such benhﬁt ~and @?ﬁsmbllsmno 2 method for determining the amount of the
& 't\\"t'-‘.?. 3 «-}ﬁt“
S b R

annual supplcm.zntal benent

"'qnauﬁcd to recclve the Amlual Supplemental Benefit estabiished in this

: Sectidn, the following criteria shall apply:

(1} The retiree must have completea a minimum:of ten (10) years
Creditable Service as a Member-of the System in order to be

qualified;
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)

W, O &
)\%\%\ "““\}'::.\ e

The retiree must be on the retirement payroll for the month of
October of any year in which benefits are to be pé.id except as
provided otherwise in Section 3 of this ordinance for the first

year’s distribution;

(A) . Retired General and Safe’gﬁ\‘?l :'*‘*i‘aers
‘%\: iw\\,‘\\'}

.4.;.

\“% TN
(B)  Retired Unified Pozﬁ@fmmet Mmbm@d

\-'s

é*
(9] Spemal Ciassug\?a'iegl Mem'bcrs who are recelg‘a;:‘qg Fixed
‘*\Q‘S‘ N &
monthly refirement mﬁts and

W \3,\

1‘\_.?&\
o™ N&L* 'i)t
et

pmsmns ﬁ'om'“ﬂa em, pr@mded such members had met

D) - Survmmrsd (a) (b) and (ﬁ:a?sove receiving monthly

't N e
G e
o W

&, minimum 'wntmuous seTvice requirement in subsection
_s.
a-% (a)(l) above. {.{\@3

segisla ative: anﬂi&pec:tal Class Safety Members who are receiving

For the sole purpose of establishing eligibility for the

Supplemental COLA described in Section 24.1504, Quatified
Retirees may include those retirees with less than ten (10) years

creditable service, including those who are receiving an industrial

* disability retirement from the System, those who have (10) years

-PAGE 4 OF 12-
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of continuous service with the System, survivors of Special Class
Safety Members who are receiving fluctuating monthly retirement

benefits, and survivors of special death benefit recipients.

(b) For the purpose of determining the amount of the supplemental benefit

(1) - The Retirement Admlmstrator eaﬁh'y w_:shall identify all Qualified

Ry

Retirees on the resirernent p@g\gﬁ‘ior the é\&hﬁa of October.

2)
identified m‘d. above.
\“’“\%ﬁm‘
S TN
(3) The number o}wzcrcdﬁa‘é)i%ycars for all@uahned Retirees shall be
b .‘ m‘w\\ &{:.,
s R \"'-:5‘\.{*}-.'1“ .

"Eéﬁﬂed together tO-&ﬂﬁtCImmc the?&total sum of Qualified creditable

'\.ﬂ.:"'f."t‘_‘-

‘t:. ‘E:'-“\ .‘FC‘* o,
3 \t”o o wfggnﬁhﬁed creditable years shall then be divided
‘«\}‘.%‘3::%
Ry
mto‘fhed.product of a formula that consists of Investment Earnings

R

: e
B deﬁnﬁd in Section 24.1501 less the sum of the amounts

per annum dollar value for each creditable year; providéd,

however, that in no event shall the per annum dollar value exceed
$30 (thirtydollars) except for those General Members who retired
between January 8, 1982 and June 30, 1985, who shall be entitied

to a per annum value not to exceed $45 (forty-five dollars).
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Notwithstanding the preceding paragfaph, and effective Fiscal
Year 1997, Qualified Retirees who retired on or before October 6,
1980, but after December 31, 1971, will receive $60 (sixty dollars)
per year of service and Qualified Reﬁ;’ees who retired on or before
December 31, 1871, will rcccjvc §75 (sigigg?!-ﬁvc dollars) per

year of service.

(3)  The per annum dollar value shali“then be mn}:l;‘phed by each

Sl s,
; {.”3‘3&&‘. b

sshall be df:termmed n the same ratio as their
“:5-:‘;;5‘\;) \v
P .

S ~monilily benefits buar’sta’thﬂ monthly benefit r"‘GCIVCd by their
A‘\\"\ \ \'th\k\%\\%‘\‘\ :{3‘ ,»

respcctlvc daceased retired spouses,

-'%pouse fifty percent (50%) of the gualified creditable years issued

to the déccascd Member.

(c) The Board shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

§24.1504 Suppleméntal COILA Program
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The purpose of the Supplemental COLA Program is to increase the retirement
benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, v\lfhe,n combined with their
Annual Supplemental Benefit as defined in Section 24.1503, is at a level

eqmvalent to seventy-five percent (75%) of the present yalue of thelr Base

'\'& .
.".é" T

Rcm'emcnt Benefit. The amount of increase uhdcr .ﬂilﬂ:S‘SeC'(]OIl. however, shall not

exceed fifty percent (50%) of the Qualified Rem-ce s. 5},;% in. effect as of July 1,

T \*

-“xbx‘lh <

1998. For purposes of this section, the Base R stirement Bencﬁ:tns thc full monthly
Y‘(
‘k:\\\l" il

Retirement Allowance received upon@émrcmcnt 'ﬁige bepefit in cffep an July 1,
. \-. 'q“‘."J, \e::\ > . ‘,'?\

*"v.\\..‘,} -g"\

1998 is the benefit as dcﬁncd in Section ’7?33@3\150-2 Sechon 24.0403 or Section
. o

l\'\:‘
\"‘ \ T

_:mcludmgs_pecié‘lﬁeaﬂﬂ»mﬁt rempxents who!

A-lowa.tfie ;n July 1, 1998, which, as determined by the System’s
\ctuary, was at a level less than the equivalent of 75% of the
present value of &1&:ir Base Retirement Benefit when combined
with their Annua! Supplemental Benefit as defined in Section

- 24.1503.

(o) The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the foliowing procedures:
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(1) The System’s Actuary shall determine the factor nscessary to
calculate the equivalent of 75% of the present value of the
Qualified Retiree’s Base Retirement Benefit. This calculation shall
be based ogp the C;)st of Living Index as shown by the Bureau of
Labor Statistics Consumer Price Index, Dmted States - All items,

for each applicable Fiscal Year.

\.QA.

(2)-  The above factor shall be mtﬂnp'hed nmes?%]:fne Qualmed Retlree 3

......

_ct::x'-m}\\. ‘2‘.{5-‘-. 3
,-5-'\».

benefit in effect July 1,,{1‘998 as deﬁned abovc‘*huimot mcludmo

W \4

the Annual Supplcmcnﬁi‘ﬂ?,cneﬁtﬁi@adctcrmmc thc an:-rount of the
“\-.'.'\‘N "\1‘

'~'-azu,‘w“a\\

- increase rcqmrcd under the Sup slemental COLA Program.

‘u\.,_\k\
TN
W, N -
(3) °  The amount é‘i fheﬂnc{esse to the Quafjﬁed Retiree’s Base
¥, e ¥
W, .
Retirement Bengfit umﬂer ' ‘Snppiemcntal COLA Program shall
"‘:i-\q: N . *‘!’_., x\" %\5-\:.
R S B
&Kﬂ eed 50% ofithe Qualified Retiree’s benefit in effect as of -

2 Ty
-9 R T
= S Julyd {998 s
e S 3
b\?“\“ %{”‘\ g@@&w“

‘%‘Q
Tixcyaymcnt for the increase to the Qualified Retiree’s Base
o \::‘!‘:\ .
%Rcurcm;\ﬁi‘Bmcﬁt under the Supplemental COLA Program shall

R 5

r,.‘

M,

':smn in January 1999, retroactive to July 1, 1998, Wlth an amount
or the months of July through December 1998 added to an
increased January Retirement Allowance, and then monthly

thereafier.

(5)  Theincrease to the Qualified Retiree’s Base Retirement Benefit

calculated under the Supplemental COLA Program shall be paid to

| PAGES OF12- Attachment 2



000 o the Qualified Retiree or his or her survivor for life or until the

Reserve established to pay this supplemental benefit is depleted. 7

(6) The Qualified Refiree’s Retirement Allowance as increased by the

Supplemental COLA Program shall be adjusted each July 1

thereafter in accordance with Sections g@égs and 24.1506.

P \ﬁ. 0

J ' 's are:amﬂablsfxn accordance w1th Section 24.0904 and

R

@ g&é'ei}aluation.

(1)  The System’s Actuary shall conduct an annual evaluation of the
Reserve to determine the feasibility of expanding the Supplemental

COLA Program to inciuding additional retirees and their survivors,
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§24.1505

additional Funds in the Reserve or the récalculaﬁon of benefits

annually.

(2) Prior to April 30th of each Fiscal Year, representatives of the City
Manager’s office, the Retirement Administrator, and
representatives of eligible retired memberief CERS, may meet to

consider any recalculation of benefit&mny increase in the number
: ‘ SRR '
g - . S Wi :
of Qualified Retirees or their surwivors, orfeny increase in the
.~:§E“E-3"§:"‘$:.% % k 3

o

“'\T\"‘ ? e
A . e
Reserve created to pa}é._::.-b% Supplemental COLA%@QGﬁt. The
*“'\f@&\ \Q\ E &%«\_@\
L, SRR, e "
factors for considerationafe: Sy g
W, TN
A
s
e i .
(A) e.status of benefits ﬁ@mée retirees previousiy set at the
-2 RS e

¥ '&\\:

3 .;:\,'Cm. :
D
i e IR . .
The statug;ofsbenefits 6fihose retirees previously capped at
{;:-‘F'\S;;‘. 1;5:.“ .
2 the 50% increase level;
™ S .
e T

NS Restatus of fetirees not previously eligible for the

RO

%3¢ Supplemental COLA Program who now meet the necessary
}E;};.\&‘:\!}-'\:{» =
S

The amount of the Annual Supplemental Benefit to be
combined with the benefit in effect July 1, 1999, or as part

of the Base Retirement Benefit.

Cost of Living Adjustment Effective Date and Maximum Annual Change

The Board shall before July 1, 1971 and before each July 1 thereafter

determine whether there has been an increase or decrease 1n the cost of
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living as provided in this section. Excepting those special class safety

members whose retirement allowances are based upon 1/2 the amount of
the current salary of their refired rank, every person receiving a monthly
retirement allowance from this system on June 30, 1971 and sach June 30

thereafier shall, on and/or effective July 1, 1971 aﬂ\d each July 1 thereafter,

' Y
approximate the nearest 1/10® oilone percent of the pcncgntawe of annual
\

e
etween the
«“‘\ &Y

Eo =
G &

R
two prevmus January firsts, as showa‘&;y the Burean of Labor Statlstlcs

-Q‘\.., e
\.\\_“ s,

"ﬁ
increase or decrcase in thcmoﬁtm% hvmg thh has occurrex

-

rumneman"c:allowance bel@ ‘-

it T

ssct.@n_,dﬁhlchcver is later. The amount of any cost of
ST

“adjusted each July 1, following the third anniversary of the

commencement of the allowance. The adjusment shall be equal to 50% of

the change in the all Urban Consumer Price Index for the San Diego
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0001730 area — all items, except that such adjustment shall not exceed 10%
annually. No adjustment shall reduce the allowance below the amount

orniginally granted.

§24.1506 Cost of Living Adjustment Program Shared Between Employer and
Members

(a) The cost of any anticipated cost of living mcrcésc in a:llowauc‘-s which is

N '- ‘~ '
. :{.‘r}' m i
‘u c‘.
&

birthday at time of entrance into :: “&aﬁrement System.

'\.

(b)  Commencing Jujym%;gsm and until adjusﬁ:d by the Board upon the
: “\_‘m_ TR

aryfﬁac Sonmbuh%n requirements of

S S ‘\

2 i -3_‘»\ v{.\“w?’
embEigms contained miSBctlon 4 G" and 24.0302, I""SDE:CHVGIV plus
x\mm;,,%

L-'a—\? ’:\‘“ M.

SSmyviving sﬁfﬁase contnbunems as contained in Section 24.0521, shall be

i b S
S0, 8 “a*'-

incrcégéd b}"'ﬁﬁzﬂ,\oﬁhﬁd hoa, the contribution requirement for those

AN

R \\,:‘.,w.;\,(\

B
recommendation of the Achit

--(.
2

be sepeigg‘tcly totaled upon the retirement of Members after July 1, 1971,

ooy

§24.1507: repsiled-n its entirety.
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REQUEST FOR COUNCIL ACTION

CITY OF SAN DIEGO

1. CERTIFICATE NUMBER
{FOR AUDITOR'S

07/15 -

0o
CITY ATTORNEY

2. FROM {ORIGINATING DEPARTMENT):

Council President Scott Peters

3. DATE:

April 11, 2008

336

L sussect:  Amendments to the San Diego Municipal Code Eliminating the Surplus Undistributed Earnings
(*Waterfall™) as Codified in San Diego Municipal Code Section 24.1502 and as Referred to in Sections 24.1501,
24.1503, 24,1504, and 24.1507, all Relating to the City Employees’ Retirement System.

5. PRIMARY CONTACT (NAME, PHONE & MAIL 5TA.)

Betsy Kinsley, 236-6687, MS 10A

6. SECONDARY CONTACT (NAME, PHONE & MAIL STA.)

Woo-Jin Shim, 236-6611, MS 10A

¥. CHECK BOX IF REFORT TO
COUNCIL IS ATTACHED

8.COMPLETE FOR ACCOUNTING PURPOSES

oo 5. ADDITIONAL INFORMATION | ESTIMATED COST:
DEPT.
ORGANIZATION
OBJECT ACCOUNT
JOB ORDER
C.LP. NUMBER
AMOUNT
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ROUTE APPROVING DATE ROUTE APPROVING DATE
[ AUTHORITY APPROVAL SIGNATURE SIGNED 1#) AUTHORITY APPROVAL SIGNATURE SQIGNED
i " LY ] ]
ORIGINATING F[ lf}l %
1 8 |DEPUTY CHIEF
DEPARTMENT BET EY. CHIEF OF STAFF : ﬂ
, }
AUDITOR AND :
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. ¥ "
3 |RISK MANAGEMENT 10 | CITY ATTORNEY /
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ORIGINATING Jﬂ [ p y
4 |LIAISON OFFICE 1
DEPARTMENT C \ZABETH INSL%F STAFF
< [FINANCIAL DOCKET COORD: COUNCIL LIAISON: /
¥ |MANAGEMENT ]
I J COUNCIL SPOB CONSEN ADOPT
PRESIDENT D D SENT 10N
. O rerer TO:

COUNCIL DATE:

1t. PREPARATION OF:

[ RESOLUTION(S)

] ORDINANCE(S)

] AGREEMENT{S)

[] DEED{S)

an.qus

11A STAFF RECOMMENDATIONS: PLEASE SEE ATTACHED MEMORANDUM AND ORDINANCES

CW-1472

MSWORDZ2003 (REV.3-1-2006})



12 SPECIAL CONDITIONS:
COUNCIL DISTRICT(S):
COMMUNITY AREA(S):

ENVIRONMENTAL IMPACT:
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HOUSING IMPACT:
QTHER ISSUES:

CITYWIDE

THIS ACTIVITY IS NOT A "PROJECT" AND 1S THEREFORE NOT
SUBJECT TO CEQA PER CEQA GUIDELINES SECTION 15060(C)(2).

NONE




’ 336
Version A as of July 8, 2008 ‘ 07/15

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE
4, DIVISION 15, OF THE SAN DIEGO MUNICIPAL
CODE, BY REPEALING AND ADDING SECTIONS
24.1501 AND 24.1502, AMENDING SECTIONS 24. 1503
AND 1504, AND ADDING SECTION 24.1503.5, AND
REPEALING SECTION 24,1507, ALL RELATING TO
“SURPLUS EARNINGS” AND THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of
the annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed

rate of return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of
interest, expenses and benefits from the “Surplus Earnings” (commonly referred to as the

“Waterfall); and

WHEREAS, the concept of “Surplus Earnings,” when used in a defined benefit
public pension plan, and the use of pension assets to fund non-pension benefits has been
criticized by the actuarial community as inconsistent with sound actuarial principles, and
results in an increase in the Unfunded Actuarially Accrued Liability and corresponding

Annual Required Contributions; and

WHEREAS, the concept of “Surplus Earnings” and its vehicle commonly referred
to as the “Waterfall” is presently codified in San Diego Municipal ‘Code Section 24.1502"
and provides for funding of: (1) interest to be credited to the contribution accounts of the
Members, the éity, and the Unified Port District at an interest rate determined by the

Board; (2) operating costs of SDCERS; (3) reserves maintained by the Board on the

BOSI111 122890121



advice of its actuary; (4) a proportional amount of Surplus Undistributed Eamings
credited to the Unified Port District; (5) post-retirement health care premiums; (6) the
contingent “1 3th‘check;” (7) a portion of the Corbert settlement; and (8) the

Supplemental COLA; and

WHEREAS, certain uses of “Surplus Earnings™ are inconsistent with federal tax
law to the extent they allow the payment of non-pension benefits from dedicated pension

assets; and

WHEREAS, certain uses of “Surplus Earnings” are inconsistent with the goal of
state law to assure the competency of the assets of the retirement system to meet

promised retirement benefits and to ensure an actuarially sound retirement system; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that
the benefits referenced in San Diego Municipal Code section 24.1502 be actuarially
accounted for as a retirement system liability and accordingly be calculated in the City’s

Annual Required Contribution; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 and

attendant sections referring or incorporating it must be amended, NOW THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1: That Chapter 2, Article 4, Division 15, section 24.1501 is repealed.

Section 2; That Chapter 2, Article 3, Division 13, section 24.1501 is added to read as
follows:
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24.1501 Elimination of “Surplus Earnings”

It is the intent of this Division-that the concept of “Surplus Earnings” be
eliminated, that payments previously made from “Surplus Farnings” be made
instead from plan assets, and that liabilities associated with any benefit transfers
from system assets be reflected in the system’s liabilities and included in the

actuarial calculation of the Annual Required City Contribution.

Section 3: That Chapter 2, Article 4, Division 15, section 24.1502 1s repealed.

Section 4; That Chapter 2, Article 3, Division 135, section 24,1502 is added to read as
follows:

§24.1502 Transfers Made From Plan Assets

(a) The following amounts shall be transferred as set forth below from

plan assets as determined by the Board:

(1) An amount sufficient to credit interest to the contribution
accounts of the Members, City, Regional Airport Authority
and the Unified Port District at an interest rate determined
by the Board and distributed in accordance with Section

24.0904 and related Board rules; and

(2) An amount sufficient to meet the budgeted expenses and
costs of operating the System including all personnel and

services for the fiscal year.
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Section 5:

§24.1503

3

4)

)

An amount sufficient to pay the Annual Supplemental
Benefit (13™ Check) to Qualified Retirees, pursuant to the

provisions and conditions set forth in Section 24.1503

An amount sufficient to increase the Base Retirement
Benefit by 7% for all retired City employees and
Beneficiaries who are covered by the Corbett Settlement,
pursuant to the provisions and conditions set forth in

Section 24.1503.5.

An amount sufficient to credit interest to the Available
Benefit Amount (as defined in Section 24.1504(c)) for the

Supplemental COLA as set forth in this Division.

That Chapter 2, Article 3, Division 15. section 24.1503 is amended, to
read as follows:

Annual Supplemental Benefit (13" Check)-Qualification and

Determination

The purpose and intent of this section is to provide necessary guidelines for

effectuating the payment of Annua! Supplemental Benefits set forth in Section

24.1502(a)(3), by (a) identifying and defining those retirees qualified to receive

such benefit, and (b} establishing a method for determining the amount of the

annual supplemental benefit.
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(a) For the purpose of identifying those retirees who shall be deemed

qualified to receive the Annual Supplemental Benefit established

in this Section, the following criteria shall apply:

(1)

(2)

)

)

BOSI111 12289012.1

The retiree must have completed a minimum of ten (10)
years Creditable Service as a Member of the System in

order to be qualified;

The retiree must be on the retirement payroll for the month
of October of any year in which benefits are to be paid
except as provided otherwise in Section 3 of this ordinance

for the first year’s distribution;

Qualified Retirees shall be limited to the following classes:
(A)  Retired General and Safety Members;

(B)  Retired Unified Port District Members; and

(C)  Special Class Safety Members who are receiving

fixed monthly retirement benefits; and

(D) Survivors of (a), (b) and (c) above receiving
monthly pensions from the system, provided such
members had met minimum continuous service

requirement in subsection (a)(1) above.

Legislative and Special Class Safety Members who are
receiving fluctuating monthly retirement benefits and the

survivors of both classes shall not be eligible for
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(b)

(5)

participation in the annual supplemental benefit program

established by this Article.

For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504,
Qualified Retirees may include those retirces with less than
ten (10) years creditable service, including those who are
receiving an industrial disability retirement from the
System, those who have (10) years of continuous service
with the System, survivors of Special Class Safety

Members who are receiving fluctuating monthly retirement
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For the purpose of determining the amount of the supplemental

benefit payment to Qualified Retirees, the following process shall

apply:

(1)

(2)

The Retirement Administrator each year shall identify all
Qualified Retirees on the retirement payroll for the month

of October.

The Retirement Administrator shall then determine the

number of years of creditable service possessed by each

. Qualified Retiree identified in (1), above.
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€)

(4)

(3)

The number of creditable years for all Qualified Retirees
shall be added together to determine the total sum of

Qualified creditable years.

The total sum of qualified creditable years shall then be
divided into the product of a formula that consists of
investment earnings received less the sum of the amounts
specified in Section 24.1502(a)(1), (a)(2), and (a)(3) to
arrive at a per annum dollar value for each creditable year;
provided, however, that in no event shall the per annum
dollar value exceed $30 (thirty dollars) except for those

{Iawmmen 1AMl il ey
FokIvL ) IYLLTiL L

June 30, 1985, who shall be entitled to a per annum value
not to exceed $45 (forty-five dollars). Notwithstanding the
preceding paragraph, and effective Fiscal Year 1997,
Qualified Retirees who retired on or before October 6,
1980, but after December 31, 1971, will receive $60 (sixty
dollars) per year of service and Qualified Retirees who

retired on or before December 31, 1971, will receive $75

© (seventy-five dollars) per year of service.

The per annum dollar value shall then be multiplied by
each Qualified Retiree’s creditable service to determine the
annual supplemental benefit to be paid each Qualified

Retiree the following November.



6) Except as provided in Section 24.1503(b)(7), the
supplemental benefits of survivors of deceased Qualified
Retirees, as defined in Section 24.1503(a), shall be
determined in the same ratio as their monthly benefits bear
to the monthly benefit received by their respective deceased

retired spouses.

(7)  The supplemental benefit of a survivor of a Qualified
Special Class Safety Retiree shall be determined by
allocating to the surviving spouse fifty percent (50%) of the

~ qualified creditable years issued to the deceased Member.

%) if, a1 1the 1ime of the annual dererminavion, the amount
determined by the formula as set forth in Section
24.1503(b)(4) is less than $100,000, no supplemental
benefits will be paid in that fiscal year and the amount
determined by the formula in Section 24.1503(b)(4) will be
carried forward to ensuing years until such time as the
amount lo be provided for this benefit as determined by the
formula set forth in Section 24.1503(b)(4) for that year and
the amount carried forward from prior years is $100,000 or

more.

(c) The Board shall promulgate necessary rules to effectuate the

provisions and intent of this Article.
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Section 6:
as follows:

Section 3:

BOS111 12289012.1

That Chapter 2, Article 3, Division 15. section 24.1503.5 is added to read
24.1503.5 Corbett Settlement Increase-Qualification and
Determination

The right to receive the Corbett Settlement Increase set forth in Section
24.1502 (a)(4) will accrue monthly. But, the increase will be paid
annually when the Annual Supplemental Benefit (13 check) is normaily
distributed. The increase will be paid, on a prorated basis, to the
Beneficiary or estate of any retiree who diés during the fiscal year but
before the annual payment is made. The Corbett Settlement Increase will
not be paid in any year in which the Annual Sﬁpplemental Benefit (13™
Check) is not paid, but the liability for the increase will be carried forward
as a contingent liability that will be paid when the Annual Supplemental

Benefit is again paid.

That Chapter 2, Article 4, Division 15, section 24.1504 of the San Diego

Municipal Code is amended, to read as follows.

§24.1504  Supplemental COLA Program

The purpose of the Supplemental COLA Program is to increase the
retirement benefit of certain Qualified Retirees as defined in Section
24.1503 by an amount sufﬁcient to insure that their be‘neﬁt as of July 1,
1998, when combined with their Annual Supplemental Benefit as defined
in Section 24.1503, is at a lével equivalent to seventy-five percent (75%)

of the present value of their Base Retirement Benefit. The amount of



increase under this Section, however, shall not exceed fifty percent (50%)
of the Qualified Retiree’s benefit in effect as of July 1, 1998. For purposes
of this section, the Base Retirement Benefit is the full monthly Retirement
Allowance received upon retirement. The benefit in effect in July 1, 1998,
15 the benefit as defined in Section 24.0402, Section 24.0403 or Section
24.0405, as adjusted by both the Cost of Living Adjustment defined in
Section 24.1505 and the Annual Supplemental Benefit, defined in Section

24.1503,

(a} Participation in the Supplemental COLA Program shall be limited

to Qualified Retirees as defined in Section 24,1503 or their

survivors, including special death benefit recinients, who:

(1) Retired on or before June 30, 1982; and (2) Received a
retirement allowance on July 1, 1998, which, as determined
by the System’s Actuary, was at a Ievellless than the
equivalent of 75% of the present value of their'Base
Retirement Benefit when combined with their Annual

Supplemental Benefit as defined in Section 24.1503.

(b)  The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

(1) The System’s Actuary shall determine the factor necessary
to calculate the equivalent of 75% of the present value of
the Qualified Retiree’s Base Retirement Benefit. This

calculation shall be based on the Cost of Living Index as
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(2)

)

4

(5)

shown by the Bureau of Labor Statistics Consumer Price
Index, United States - All items, for each applicable Fiscal

Year.

The above factor shall be multiplied times the Qualified
Retiree’s benefit in effect July 1, 1998, as defined above,
but not including the Annual Supplemental Benefit, to
determine the amount of the increase required under the

Supplemental COLA Program.

The amount of the increase to the Qualified Retiree’s Base
Retirement Benefit under the Supplemental COLA
Program shall not exceed 50% of the Qualified Retiree’s

benefit in effect as of July 1, 1998.

" The payment for the increase to the Qualified Retiree’s

Base Retirement Benefit under the  Supplemental COLA
Program shall start in January, 1999, retroactive to July 1,
1998, with an amount for the months of July through

December 1998 added to an increased January Retirement

Allowance, and then monthly thereafter.

The increase to the Qualified Retiree’s Base Retirement
Benefit calculated under the Supplemental COLA Program
shall be paid to the Qualitied Retiree or his or her survivor
for life or until the Available Benefit Amount under

Section 24.1504(c) is zero.
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(c)

(d)

(6)

The Qualified Retiree’s Retirement Allowance as increased
by the Supplemental COLA Program shall be adjusted each

July 1 thereafter in accordance with Sections 24.1505 and

24.1506.

Payment of the Supplemental COLA benefit shall be limited to the

Available Benefit Amount determined as follows:

)

@

()

“)

The Available Benefit Amount as of June 30, 1998 shall

initially be thirty-five million dollars ($35,000,000).

Benefit payments under the Supplemental COLA Program
shall be accounted for separately and charged against this

Available Benefit Amount.

The Available Benefit Amount from time to time remaining
shall be credited with interest a.nnu.ally, if the total of the
amounts transferred pursuant to Sections 24,1502 (1), (25,
(3) and (4) are less than investment earnings received in

that year, in accordance with Section 24.0904 and related

" Board rules.

Benefit payments under the Supplemental COLA Program

shall cease at such time as the Available Benefit Amount is

ZCero.

Reevaluation,
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(1)

2)

The System’s Actuary shall conduct an annual evaluation -
of the Available Benefit Amount to determine the
feasibility of expanding the Supplémental COLA Program
to include addittonal retirees and their survivors, additional
credits to the Available Benefit Amount or the recalculation

of benefits annually.

Prior to April 30th of each Fiscal Year, representatives of

the City Manager’s office, the Retirement Administrator,

- and representatives of eligible retired member of CERS,

may meet to consider any recalculation of benefits, any

survivors, or any increase in the Available Benefit Amount
created to pay the Supplemental COLA benefit. The factors

for consideration are:

(A)  The status of benefits of those retirees previously

set at the 75% level,

(B)  The status of benefits of those retirees previously

capped at the 50% increase level;

(C)  The status of retirees not previously eligible for the
Supplemental COLA Program who now meet the

necessary criteria;



(D)  The amount of the Annual Supplemental Benefit to
be combined with the benefit in effect July 1, 1999,

or as part of the Base Retirement Benefit.

Section 6: That Chapter 2, Article 4, Division 15, section 24.1507 is repealed.
24.1505 No change.
24.1506 No change.
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Version A Strikeout Version as of July 8, 2008

Marked Copy

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE
4, DIVISION 15, OF THE SAN DIEGO MUNICIPAL

CODE, BY REPEALING AND ADDING SECTIONS

241501 AND 24.1502, AMENDING SECTIONS 24. 1503
AND 1504, AND ADDING SECTION 24.1503.5, AND
REPEALING SECTION 24.1507, ALL RELATING TO
“SURPLUS EARNINGS” AND THE “WATERFALL.”

WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of
tHe annual returns of SDCERS, to the extent those returns exceeded the actuanal assumed

rate of return, were defined as “Surplus Eamings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of
interest, expenses and benefits from the “Surplus Earnings” (commonly referred to as the

“Waterfall’"}; and

WHEREAS, the concept of “Surplus Earnings,” when used in a defined benefit
public pension plan, and the use of pension assets to find non-pension benefits has been
criticized by the actuarial community as inconsistent with sound actuarial principles, and
results in an increase in the Unfunded Actuarially Accrued Liability and corresponding

Annual Required Contributions; and

IWHEREAS, the concept of “Surplus Earnings™ and its vehicle commonly referred
to as the “Waterfall” is presently codified in San Diego Municipal Code Section 2&.]502
and provides for funding of: (1) interest to be credited to the contribution accounts of the
Members, the City, and the Unified Port District at an interest rate determined by the

Board; (2) operating costs of SDCERS; (3) reserves maintained by the Board on the

BOSHH12288950:1
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advice of its actuary; (4) a proportional amount of Surplus Undistributed Earnings
credited to the Unified Port District; (5) post-retirement health care premiums; (6) the
contingent “13th check;” (7) a portion of the Corbett settlement; and (8) the

Supplemental COLA; and

WHEREAS, certain uses of “Surplus Earnings” are inconsistent with federal tax
law to the extent they allow the payment of non-pension benefits from dedicated pension

assets; and

WHEREAS, certain uses of “Surplus Earnings” are inconsistent with the goal of
state law to assure the competency of the assets of the retirement system to meet

promised retirement benefits and to ensure an actuarially sound retirement system; and

WHEREAS, it is the intent of the Council of the City of San Diege to ensure that
the benefits referenced in San Diego Municipal Code section 24.1502 be actuarially
accounted for as a retirement system liability and accordingly be calculated in the City’s

Annual Required Contribution; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 and

attendant sections referring or incorporating it must be amended; NOW THEREFORE,

BE IT ORDAINED, by the Council of the City of San Diego, as follows:

Section 1; That Chapter 2, Article 4, Division 15, section 24.1501 is repeaied.

Section 2; That Chapter 2, Article 3, Division 15, section 24.1501 is added to fead as
follows:

BOSHH-13288050-1
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24.1501 Elimination of “Surplus Earnings”

It is the intent of this Division that the concept of “Surplus Earnings™ be
eliminated, that pa}ments previously made from “Surpius Earnings™ be madé
instead from plan assets, and that liabilities associated with any benefit transfers
from system assets be reflected in the system’s liabilities and included in the

actuarial calculation of the Annual Required City Contribution.

Section 3: That Chapter 2, Article 4, Division 15, section 24.1502 is repealed.

Section 4: That Chapter 2, Article 3, Division 15, section 24.1502 is added to read as
follows: :

§24.1502 Transfers Made From Plan Aséets

(2)  The following amounts shall be transferred as set forth below from

plan assets as determined by the Board:

(1) An amount sufficient to credit interest to the contribution
accounts of the Members, City, Regional Airport Authority
and the Unified Port District at an interest rate determined
by the Board and distributed in accordance with Section

24.0904 and related Board rules; and

(2) An amount sufficient to meet the budgeted expenses and
-costs of operating the System including all personnel and

services for the fiscal year..
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BOSI] 12288950,



3) An amount sufficient to pay the Annual Supplemental
Benefit (13" Check) to Qualified Retirees, pursuant to the

provisions and conditions set forth in Section 24.1503

(4 An amount sufficient to increase the Base Retirement
Benelﬁt by 7% for all retired City employees and
Beneficiaries who are -CO\fered by the Corbett Settlement,
pursuant to the p?ovisions and conditions set forth in

Section 24,1503.5,

(5) An amount sufficient to credit interest to the reserves

ereated-Available Benefit Amount (as defined in Section

Division.
Section 5: That Chapter 2, Article 3, Division 15. section 24.1503 is amended, to

read as follows:

§24.1503 Annual Supplemental Benefit (13" Check)-Qualification and
Détermination |

The purpose and intent of this section is to provide necessary guidelines for
effectuating the payment of Annual Supplemental Benefits set forth in Section
24.1502(a)(3), by (a) identifying and defining those retirees qualified to receive
such benefit, and (b) establiéhing a method for determining the amount of the

-annual supplemental benefit.
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(a)

BOSHH 122880501
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For the purpose of identifying those retirees who shall be deemed
qualified to receive the Annual Supplemental Benefit established

in this Section, the following criteria shall apply:

(H The retiree must have completed a minimum of ten (10)
years Creditable Service as a Member of the System in

order to be qualified;

(2) The retiree must be on the retirement payroll for the month
of October of any year in which benefits are to be paid
except as provided otherwise in Section 3 of this ordinance

for the first year’s distribution;

{3) Qualified Retirees shall be [imited to the following classes:
(A) Retired General and Safety Members;
(B)  Retired Unified Port District Merﬁbers; and

(C)  Special Class Safety Members who are receiving

fixed monthly retirement benefits; and

(D) Survivors of (&), (b) and (¢) above receiving
month]y pensions from the system, provided such
members had met minimurn continuous service

requirement in subsection (a)(1) above.

(4)  Legislative and Special Class Safety Members who are
receiving fluctuating monthly retirement benefits and the

survivors of both classes shall nét be eligible for



(b)
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(3)

participation in the annual supplemental benefit program

established by this Article.

For the sole purpose of establishing eligibility for the
Supplemental COLA described in Section 24.1504,
Qua]iﬁed Retirees may include those retirees with less than
ten (10} vears creditable service, including those who are
receiving an industrial disability retirement from the
Systém, those w.ho have (10) years of continuous service
with the System, survivors of Special Class Safety
Members who are receiving fluctuating monthiy retirement

benefits, and survivors of special death benefit recipients.

For the purpose of determining the amount of the supplemental

benefit payment to Qualified Retiress, the following process shall

apply:

(M

(2)

The Retirement Administrator each year shall identify all

Qualified Retirees on the retirement payroll for the month
of October.
The Retirement Administrator shall then determine the

number of years of creditable service possessed by each

Qualified Retiree 1dentified in (1), above.
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(3)

(4)

)

The number of creditable years for al) Qualified Retirees
shail be added together to determine the total sum of

Qualified creditable years.

The total sum of qualified creditable years shall then be
divided into the product of a formulla that consists of
investment earnings received less the sum of the amounts
specified in Section 24.1502(a)(1), (a)(2), and (a)(3) to
armive at a per annum dollar value for each creditable year,
provided, however, that in no event shall the per annum
doilar value exceed $30 (thirty dollars) except for those
General Members who retired between January 8, 1982 and
June 30, 1985, who shall be entitled 1o a per annum value
not to exceed $45 (forty-ﬁ;fe dollars). Notwithstanding the
preceding paragraph, and effective Fiscal Year 1997,
Qualified Retirees who retired on or before October 6,

1980, but after December 31, 1971, will recetve $60 (sixty

dollars) per year of service and Qualified Retirees who

retired on or before December 31, 1971, will receive $75

(seventy-five doliars) per year of service,

The per annum dollar value shall then be multiplied by
each Qualiﬂ'ed Retiree’s creditable service to determine the
annual supplemental benefit to be paid each Qualified

Retiree the following November.



(6) Except as provided in Section 24.1503(b){7), the
supplemental benefits of survivors of deceased Qualified
Retirees, as defined in Section 24.1503(a), shall be
determined in the same ratio as their monthly benefits bear
to the monthly benefit received by their respective deceased

retired spouses.

(7)  The supplemental benefit of a survivor of a Qualified
Special Class Safety Retiree shall be determined by
a]lpcating to the surviving spouse fifty percent (50%) of the

qualified creditable years issued to the deceased Member.

—

8) If, at the time of the annual determination, the amount
determined by the formula as set forth in Section
24.1503(b)(4) is less than $100,000, no supplemental
benefits will be paid in that fiscal year and the amount
determined by the formula in Section 24.1503(b)(4) will be
carried forward to ensuing years unti] such time as the
amount to be provided for this benefit as determined by the
formula set forth in Section 24.1503(b)(4) for that year and
the amount carried forward from prior years is $100,000 or

more.

(c) The Board shall promulgate necessary rules to effectuate the

provisions and intent of this Article.
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Section 6:
as follows:

Section 3:

That Chapter 2, Article 3, Division 15. section 24.1503.5 is added to read
24.1503.5 ©  Corbett Settlement Increase-Qualification and
Determinatian

The right to receive the Corbeit Settiement Increase set forth in Section
24.1502 (a)(4) will accrue monthly. But, the increase will be paid
annually when the Annual Supplemental Benefit (13" check) is normally
distributed. The increase will be paid, on a prorated basis, to the
Beneficiary or estate of any retiree who dies during the fiscal year but
before the annual payment is made. The Corbett Settlement Increase will
not be paid in any year in which the Annual Supplemental Benefit (13"
Check) is not paid, but the liability for the increase will be carried forward
as a contingent l[iability that will be paid when the A;mua] Supplemental

Beneflt is again paid.

That Chapter 2, Article 4, Division 15, section 24.1504 of the San Diego

Municipal Code is amended, to read as follows.

§24.1504 Supplemental COLA i’mgram A

The purpose of the Supplemental COLA Program is to increase the
retirement benefit of certain Qualified Retirees as defined Sf:lction
24.1503 by an amount sufficient to insure that their benefit as of July 1, |
1998, when combined with their Annual Supplemental Benefit as defined
in Section 24.1503, is at a level equivalent to seventy-five percent (75%)

of the present value of their Base Retirement Benefit. The amount of
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increase under this Section, ‘howevcr, shall not exceed fifty percent (50%)

of the Qualified Retiree’s benefit in effect as of July 1, 1998. For purposes

of this section, the Base Retirement Benefit is the full monthly Retirement

Allowance recetved upon retirement. The benefit in effect in July 1, 1998,

1s the benefit as defined in Section 24.0402, Section 24.0403 or Section

24.0405, as adjusted by both the Cost of Living Adjustment defined in

Section 24.1505 and the Annual Supplemental Benefit, defined in Section

24.1503.

(a)

(b)

BOSHH2288050-1
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Participation in the Supplefnental COIL.A Program shall be limited
to Qualified Retirees as defined in Section 24.1503 or their

survivors, including special death benefit recipients, who:

(1) Retired on or before June 30, 1982; and (2) Received a
retirement allowance on July 1, 1998, which, as determined
by the System’s Actuary, was 2t a level less than the
equivalent of 75% of the present value of their Base
Retirement Benefit when combined with their Annual

Supplemental Benefit as defined in Section 24.1503.

The amount to be paid as the Supplemental COLA benefit shall be

calculated in accordance with the following procedures:

(1)  The Sysiem’s Actuary shall determine the factor necessary
to calculate the equivaient of 75% of the present value of
the Qualified Retiree’s Base Retirement Benefit. This

calculation shall be based on the Cost of Living Index as
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(2)

()

(4)

(3)

shown by the Bureau of Laber Statistics Consumer Price
Index, United States - All items, for each applicable Fiscal

Year,

The above faétor shall be multiplied times the Qualified
Retiree’s benefit in effect July 1, 1998, as defined alljove,
but not including the Annual Supplemental Benefit, to
determine the amount of the increase required under the

Supplemental COLA Program.

The amount of the increase to the Qualified Retiree’s Base

Retirement Benefit under the Supplemental COLA

Prooram o
) rC&la‘ll o,

‘benefit in effect as of July 1, 1998,

The payment for the increase to the Qualified Retiree’s
Base Retirement Benefit under the  Supplemental COLA
Program shall start in J anuéry, 1999, retroactilve to July 1,
1998, with an amount for the months of July through
December 1998 adde& 10 an increased January Retirement

Allowance, and then monthly thereafter.

The increase o the Qualified Retiree’s Base Retirement
Benefit calculated under the Supplemental COLA Program

shall be paid to the Qualified Retiree or his or her survivor

for life or until the Reserve-established-to-pay-this



e&pﬁkmea%a%eﬂeﬁt—Avaiiable Benefit Amount under
Section 24.1504(c) is depletedzerc.

(6) The Qualified Retiree’s Retirement Allowance as increased
by the Supplemental COLA Prografn shall be adjusted each
July 1 thereafter in accordance with Sections 24.1505 and

24.1506.
(c)  Avreservecreated-by-the Board pursuantto-Section24-1502-{a){5)

eha-H—be—useé—Ee—pay—Fer—Pamerit of the Sﬁpplemental COLA

benéﬁt shall be limited to the Available Benefit Amount

" determined as follows:

A 11 LI fal

The Reserveshuai-be-credied-with-Avatjabie Benelli

—
-
p—

Amount as of June 30, 1998 shall initially be thirty-five
miliion dollars ($35,OOO,OOO)—ﬁ=em—Qné45+ébu&eé—Eam'mgs

(2) Benefit payments under the Supplemental COLA Program
shall be accounted for separately and charged against this

Reserve Available Benefit Amount.

(3 The Reserve-Available Benefit Amount from time to time

-remaining shall be credited with interest annually, if the
total of the amounts transferred pursuant to Sections

24.1502 (1), (2), (3) and (4) are Jess than investment

BOSIH12288050.1
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(4)

eamnings received in that year, in accordance with Section

24.0904 and related Board rules.

Benefit payments under the Supplemental COLA Program

shall cease at such time as the Reserve-is-depleted Available

Benefit Amount is zero.

Reevaluation.

(N

(2)

The System’s Actuary shall conduct an annual evaluation

of the Reserve-Avajlable Benefit Amount to determine the

feasibility of expanding the Supplemental COLA Program

to include additional retirees and their survivors, additional

or the recalculation of benefits annually.

Prior to April 30th of each Fiscal Year, representatives of

- the City Manager’s office, the Retirement Administrator,

and representatives of eligible retired member of CERS,
may meet to consider any recalculation of benefits, any
increase in the number of Qualified Retirees or their

survivors, or any increase in the Reserve-Available Benefit

Amount created to pay the Supplemental COLA benefit.

The factors  for consideration are: -

(A}  The status of benefits of those retirees previously

set at the 75% level;



(B)  The status of benefits of those retirees previously

.capped at the 50% increase level;

(C)  The status of retirees not previously eligible for the
Supplementai COLA Program who now meet the
necessary criteria;

(D}  The amount of the Annual Supplemental Benefit to
be combined with the benefit in effect July 1, 1999,

or as part of the Base Retirement Benefit.

Section 6: That Chapter 2, Article 4, Division 15, section 24.1507 is repealed,

24.1505 No change.
24.1506 No change.
BOSH42288950-1
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Version B as of July 8, 2008 .(0'2007'93 COR.COPY.2).

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4,
DIVISION 9 OF THE SAN DIEGO MUNICIPAL CODE, BY .
AMENDING SECTIONS 24.0904 AND 24.0906 AND
AMENDING CHAPTER 2, ARTICLE 4, DIVISION 15 OF THE
SAN DIEGO MUNICIPAL CODE, BY REPEALING SECTIONS
24,1501 AND 24.1502 AND AMENDING SECTIONS 24.1503,
24.1504, AND REPEALING PRESENT SECTION 24.1507 AND
REPLACING IT WITH NEW SECTION 24,1507, ALL
RELATING TO THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of the
annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed rate of

return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of interest,

expenses and benefits from “Surplus Earnings;” and

WHEREAS, the concept of “Surplus Earnings” when used in a defined benefit public
pension plan, and the use of pension assets to fund non-pension benefits has been soundly
criticized by the actuarial community as inconsistent with sound actuarial principles, and results
in an increase in the Unfunded Actuanally Accrued Liability and corresponding Actuarially

Required Contribution; and

WHEREAS, the use of “Surplus Earnings” are inconsistent with federal tax law to the

~extent they allow for the payment of non-pension benefits from dedicated pension assets; and

WHEREAS, the use of “Surplus Earnings” is inconsistent with the California State

Constitution requirement that plan assets be administered in a manner that will assure prompt

-PAGE 1 OF 8-
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delivery of benefits to plan participants and to ensure the guarantee of an “actuarially sound

retirement system;” and

WHEREAS, the concept of “Surplus Earnings™ and its vehicle commonly referred to as
the “Waterfall” is presently codified in San Diego Municipal Code section 24.1502 and provides
for funding of: (1) interest to be credited to the contribution accounts of the Members, the City,
and the Unified Port District at an interest rate determined by the Board; (2) operating costs of
SDCERS; (3) reserves maintained at the discretion of the Board on the advice of its actuary,

(4) a proportional amount of Surplus Undistributed Earnings credited to the Unified Port District;

(5) post-retirement health care premiums; (6) the contingent “13th check;” (7) a portion of the

Corbert settlement; and (8) the Supplemental COLA; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that the
benefits referenced in San Diego Municipal Code section 24.1502 be actuarially accounted for as
a retirement system liability, and accordingly be calculated in the City of San Diego’s Annual

Required Contribution; and

WHEREAS, pursuant to the California Constitution, Article XVI, Section 17, the Board
shall have plenary authority and fiduciary responsibility for investment of moneys and
administration of the system, and shall have the sole and exclusive fiduciary responsibility over
the assets of the public pension or retirement system and 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; and

WHEREAS, pursuant to Section 144 of the City of San Diego Charter, the Board may
establish such rules and regulations as it may deem proper and shall be the sole authority and

. Judge under such general ordinances as may be adopted by the Council as to the conditions under
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which persons may be admitted to benefits of any sort under the retirement system and shall have
exclusive control of the administration and investment of such fund or funds as may be

established; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 must be repealed

and attendant sections referring or incorporating it be amended; and

WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating it dées not affect the Corbetr benefit as presently
referenced in Section 24.1502(a)(7), and to now be codified in newly added Section 24.1508,
which is to be paid in accordance with the executed settiement agreement of that litigation, and
‘be actuarially accounted for as a recurring liability to the system and reflected in the City’s’

Annual Required Contribution; and

WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating does not affect the payment of the Annual
Supplemental benefit, as referenced in Section 24.1502(a)(6) a'nd specifically described in
Section 24.1503 to retired members, but as to active employees said payment will be negotiated

in the upcoming FY 09 meet and confer process; NOW THEREFORE,
BE IT ORDAINED, by the Council of the City of San Diego, as follows:
§24.0904 Crediting of Interest

The Board credits interest to the contribution accounts of Members and the City,
and the Unified Port District and the Airport Authority, at a rate determined by

the Board, compounded at each June 30th.
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§24.1503

(0-2007-93 COR.COPY.2)

Preparation of the Annual Budget

Each year, the Board will prepare an annual budget of administrative costs for the
System, upon the recommendation of the Board’s Business and Procedures
Committee. The Board will submit the annual budget to the City Council for
inclusion in the annual budget ordinance. Once the City Council adopts the
budget ordinance, the Board will appropriate, from the plan assets, a sum
sufficient to meet the budgeted expenses of operating the System for the fiscal
year concerned. The portion of the expenses attributable to the employees of any
public agency; participating in the Syst.em will be paid by that agency, under the

terms of that agency’s participation agreement.
Annuzal Supplemental Benefit - Qualification and Determination

The purpose and intent of this section i3 to identify those retirees qualified to

receive an Annual Supplemental Benefit, and to establish a method for -

: detefmining the amount of the annual supplemental benefit, to be paid from Plan

assefs.

(a)(1} - (b)(3) [No change in text.]

(4)  Inno event shall the per annum dollar value exceed $30 (thirty
dollars) except for those General Members who retired betweeﬁ
January 8, 1982 and June 30, 1985, who shall be entitled to a per
annum value not to exceed $45 (forty-five dollars). |
Notwithstanding the preceding paragraph, and effective Fiscal

Year 1997, Qualified Retirees who retired on or before October 6,
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(6)

(7)

(0-2007-93 COR.COPY .2)

1980, but after December 31, 1971, will receive $60 (sixty dollars)
per vear of service and Qualified Retirees who retired on or before
December 31, 1971, will receive 375 (seventy-five dollars) per

year of service.

The per annum dollar value shall then be multiplied by each
Qualified Retiree’s creditable service 10 determine the annual
supplemental benefit to be paid each Qualified Retiree the

following November.

Except as provided in Section 24.1503(b)(7), the supplemental
benefits of survivors of deceased Qualified Retirees, as defined in.
Seciion 24.3503(a), shali be determined in the same raio as their
monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.

The supplemental benefit of a survivor of a Qualified Special Class
Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member.,

The Board, with the cooperation and approval of the City Auditor and

Comptroller, shall promulgale necessary rules to effectuate the provisions

and intent of this Article.
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Supplemental COLA Program

The purpose of the Supplemental COLA Program 1s to increasé the retirement.
benefit of certain Qualified Retirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, is at a level
equivalent to seventy-five perceﬁt (75%) of the present value of their Base
Retirement Benefit. The amount of increase under this Section, however, shall not
exceed fifty percent (50%) of the Qualified Retiree’s benefit in effect as of July 1,

1998.

For purposes of this section, the Base Retirement Benefit is the full monthly

.................

TV nalumene pent A 11 fm s A vvin e wmtiumernmant Then bnen nfid S afLmmd ten Taulen 1
l\ULll\JliJUlllL AL VWALV LUAACT VDU WAL Te L Caaioiat, L UGIIvarl L0 Cliiiel LU J Ly Ly,
1998, is the benefit as defined in Section 24.0402, Section 24.0403 or Section

24,0405, as adjusted by both the Cost of Living Adjustment defined in Section

24.1505 and the Annual Supplemental Benefit, defined in Section 24.1503.

(a) — (b)(4) [No change in text.]

(b (5 The Qualified Retiree’s Retirement Allowance as increased by the
Supplemental COLA Program shall be adjusted each July 1
thereafter in accordance with Sections 24.1505 and 24.1506.
(c) The Supplemental COLA ProgTam shall terminate upon exhaustion of the
$35 million allocated for this benefit as identified in the Fiscal Year

ending June 30, 1998.
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24.1507 CORBETT BENEFIT

The Board shall pay the increase to the Base Retirement Benefit by 7% for all
retired City employees and Beneficiaries who are covered by the Corbett

Settlement.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By
Michael J. Aguirre -
City Attorney

MIJA:amp:amt
9/26/2007 REV.
5/19/2008 COR.COPY
6/24/2008 COR.COPY .2
- Or.Dept:CityAtty
0-2007-93

I hereby certify that the foregoing Ordinance was passed by the Council of the City of San
Diego, at this meeting of . '

ELIZABETH S. MALAND
City Clerk
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By
Deputy City Clerk

Approved:

(date) JERRY SANDERS, Mayor

Vetoed:

(date) JERRY SANDERS, Mayor
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OLD LANGUAGE: Struek-Out
- NEW LANGUAGE: Double Underlined

ORDINANCE NUMBER O- (NEW SERIES)

DATE OF FINAL PASSAGE

AN ORDINANCE AMENDING CHAPTER 2, ARTICLE 4,
DIVISION 9 OF THE SAN DIEGO MUNICIPAL CODE, BY
AMENDING SECTIONS 24.0904 AND 24.0906 AND
AMENDING CHAPTER 2, ARTICLE 4, DIVISION 15 OF THE
SAN DIEGO MUNICIPAL CODE, BY REPEALING.SECTIONS
24.1501 AND 24.1502 AND AMENDING SECTIONS 24.1503,
24.1504, AND REPEALING PRESENT SECTION 24.1507 AND
REPLACING IT WITH NEW SECTION 24.1507, ALL
RELATING TO THE “WATERFALL.”
WHEREAS, in 1980, Ordinance number 0-15353 was adopted whereby 50% of the
annual returns of SDCERS, to the extent those returns exceeded the actuarial assumed rate of

return, were defined as “Surplus Earnings;” and

WHEREAS, subsequently, ordinances were adopted directing the payment of interest,

expenses and benefits from “Surplus Earnings;” and

WHEREAS,. the concept of “Surplus Eanﬁngs” when used in a defined benefit public
pension plan, and the use of pension assets to fund non-pension benefits has been soundly
criticized by the actﬁa:ial community as inconsistent with sound actuarial principles, and results
in an increase in the Unfunded Actuarially Accrued Liability and corresponding Actuarially

Required Contribution; and

WHEREAS, the use of “Surplus Earnings™ are inconsistent with federal tax law to the

extent they allow for the payment of non-pension benefits from dedicated pension assets; and

WHEREAS, the use of “Surplus Earnings™ is inconsistent with the California State

Constitution requirement that plan assets be administered in a manner that will assure prompt

-PAGE 1 OF 14-



(0-2007-93 COR.COPY.2)

delivery of benefits to plan participants and to ensure the guarantee of an “actuarially sound

retirement system;” and

WHEREAS,- the concept of “Surplus Earnings™ and its vehicle commonly referred to as
the “Waterfall” is presently codified in San Diego Municipal Code section 24.1502 and provides
for funding of: (1) interest to be credited to the contribution accounts of the Members, the City,
and the Unified Port District at an interest rate determined by the Board; (2) operating costs of
SDCERS; (3) reserves maintained at the discretion.of the Board on the advice of ‘its actuafy;

(4) a proportional amount of Surplus Undistributed Earnings credited to the Unified Port District;

() post-retirement health care premiums; (6) the contingent “1 3th check;” (7) a portion of the

Corbett settlement; and (8) the Supplemental COLA; and

WHEREAS, it is the intent of the Council of the City of San Diego to ensure that the
benefits referenced in San Diego Municipal Code section 24.1502 be actuarially accounted for as
a retirement system liability, and accordingly be calculated in the City of San Diego’s Annual

Required Contribution; and

WHEREAS, pursuant to the California Constitution, Article XVI, Section 17, the Board
shall have plenary authority and fiduciary responsibility for investment of moneys and
administration of the; system, and shall have the sole and exclusive fiduciary responsibility over
the assets of the public pension or retirement system and 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; and

- WHEREAS, pursuant to Section 144 of the City of San Diego Charter, the Board may
establish such rules and regulations as it may deem proper and shall be the sole authority and

* judge under such general ordinances as may be adopted by the Council as to the conditions under
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which persons may be admitted to benefits of any sort under the retirement system and shall have
exclusive control of the administration and investment of such fund or funds as may be

established; and

WHEREAS, and therefore, San Diego Municipal Code section 24.1502 must be repealed

and attendant sections referring or incorporating it be amended; and

"‘WHEREAS, the repeal of San Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating it does not affect the Corberf benefit as presently
referenced in Section 24.1502(2)(7), and to now be codified in newly added Section 24.1508,
which is to be paid in accordance with the executed settlement agreement of that litigation, and
be actuarially accounted for as a recurring Iia'bility to the systém and reflected in the City’s

Annual Required Contribution; and

WHEREAS, the repeal of Sa.n Diego Municipal Code section 24.1502 and amendment of
attendant sections referring or incorporating does not affect the payment of the Annual
Supplemental benefit, as referenced in Section 24.1502(a)(6) and specifically described in
Section 24.1503 to retired members, but as to active employees said payment will be negotiated

in the upcoming FY 09 meet and confer process;, NOW THEREFORE,
BE IT ORDAINED, by the Council of the City of San Diego, as follows:
§24.0904 Crediting of Interest

The Board credits interest to the contribution accounts of Members and the City,

and the Unified Port District and the Airport Authority, at a rate determined by

the Board, compounded at each June 30th.
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Preparation of the Annual Budget

Each year, the Board will prepare an annual budget of administrative costs for the
System, upon the recommendation of the Board’s Business and Procedures -
Committee. The Board will submit the annual budget to the City Council for
inclusion in the annual budget ordinance. Once the City Council adbpts the
budget ordinance, the Board will appropriate, from the Undistributed Harminas
Reserve plan assets, a sum sufficient to meet the budgeted expenses of operating
the System for the fiscal year concerned. The portion of the expenses attributablé
to the employees of any public agency participating én the System will be paid by

that agency, under the terms of that agency’s participation agreement—aad—wil-be

PPYRR PRSP 15 S [P ISR ) pangury. T o
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sele-and-exclusive purpose-ofreducing Retirement-System-Habiliey:

§24.1503 Annual Supplemental Benefit - Qualification and Determination

_p .C\] 'd.'.[:l' ’ 1 [ ] ‘_‘_l;‘ i. g-‘ gt

The purpose and intent of this section is to
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ine identify those retirees qualified to

)

receive such-benefit an Annual Supplemental Benefit, and to establish a method

for determining the amount of the annual supplemental benefit, to be paid from

Plan assets.

(a)(1) - (b)(3) [No change in text.]

#)

+ In no event shall the per annum
dollar value exceed $30 (thirty dollars) except for those General
Members who retired between January 8, 1982 and June 30, 1985,
who shall be entitle& to a per annum value not to exceed $45
(forty-five dollars). Notwithstanding the preceding paragraph, and
effective Fiscal Year 1997, Qualified Retirees who retired on or
before October.é, 1980, but after Dec:c-:mber 31, 1971, will receive
$60 (sixty dollars) per year of service and Qualified Retirees who
retired on or before December 31, 1971, will receive $75 (sev¢nty-

five dollars) per year of service.

(5) The per annum dollar value shall then be multiplied by each
Qualified Retiree’g creditable service to determine the annual
supplemental benefit to be paid each Qualified Retiree the

following November.
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(6) Except as provided in Section 24.1503(b)(7), the éupp]emental
benefits of survivors of deceased Qualified Retirees, as defined in
Section 24.1503(a), shall be determined in the same ratio as their
monthly benefits bear to the monthly benefit received by their

respective deceased retired spouses.

(7)  The supplemental benefit of a survivor of a Qualified Special Class
" Safety Retiree shall be determined by allocating to the surviving
spouse fifty percent (50%) of the qualified creditable years issued

to the deceased Member.

(c) The Board, with the cooperation and approval of the City Auditor and
Comptroller, shall promulgate necessary rules to effectuate the provisions

and intent of this Article.

Supplemental COLA Program

Tl'le purpose of the Supplemental COLA‘ Program is to increase the retirement
benefit of certain Qualified ﬁetirees as defined in Section 24.1503 by an amount
sufficient to insure that their benefit as of July 1, 1998, when combined with their
Annual Supplemental Benefit as defined in Section 24.1503, 15 at a level
equivalent to seventy-five percent (75%) of the present value of their Base
Retiremept Benefit. The — amount of increase under this Section, however, shall
not exceed fifty percent {50%) of the Qualified Retiree’s benefit in effect as of

July I, 1998.

For purposes of this section, the Base Retirement Benefit is the full monthly

Retirement Allowance recetved upon retirement. The benefit in effect in July 1,

-PAGE 9 OF 14-



(0-2007-93 COR.COPY.2)

1998, is the beneflt as defined in Section 24.0402, Section 24.0403 or Section
24.0403, as adjusted by both the Cost of Living Adjustment defined in Section

24.1505 and the Annual Supplemental Benefit, defined in Section 24.1503.
(a) — (b)(4) [No change in text.]

b &

.The Qualified Retiree’s Retirement Allowance as increased by the

Supplemental COLA Program shall be adjusted each July 1

thereafter in accordance with Sections 24,1505 and 24.1506.
(—6—) The Quaiiﬁed Retirep s Retirement—A Howance-asinereased I;,, tha

(©)

Supplemental COLA Program shall terminate ugg‘n exhaustion of the $33

million allocated for this benefit as identified in the Fiscal Year ending
June 30, 1998,

&9
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- 24.1507 Employee Contribution Rate Reserve CORBETT BENEFIT
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The Board shall pay the increase to the Base Retirement Bengﬁt by 7% for all

retired City emplovees and Beneficiaries who are covered by the Cgrbett
Settlement.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By

Michael J. Aguirre
City Attorney

MIJA:amp:amt
9/26/2007 REV.
5/19/2008 COR.COPY
6/23/2008 COR.COPY.2
Or.Dept:CityAtty
0-2007-93

-PAGE 14 OF 14-



