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SAN DIEGO CITY EMPLOYEES' RETIREMENT SYSTEM
- STAFF REPORT

FILE: w:exec\bdsec\DROP comparison
DATE: September 10, 2003

TO: Retirement Board, via Business Proaec(urqs’Commxttee

FROM: - = Paul Bamett, Assistant Ad a‘t}aéy MM

Lawrence B. Grissom, Reﬁr entA inistrator -

SUBJECT: Preliminary Report on DROP Interest Crediting

BACKGROUND:

The Retirement Board has asked staff to research how other public retirement systems
that offer a Deferred Retirement Option Program (DROP) address the issue of crediting
interest to both the active and retired participants in these programs. With DROP at
SDCERS, both active and retired members in DROP receive a quarterly interest credit on
their balances in DROP that is equal to the annual actuarial assumption rate for the
System (currently this annual rate is 8%). As of July 31, 2003, SDCERS had 739 Active
Members in DROP with total DROP balances of $83.8 million dollars. This equates to an
annual interest crediting at 8% of approximately $6.7 million dollars. As of July 31, 2003,
SDCERS had 305 Retired Members in DROP with total DROP balances of $55.8 million

dollars. This equates to an annual interest crediting at 8% of approximately $4.5 million
dollars.

Through research on the Intemet and telephone calls, staff reviewed DROP materials for 9
other public pension funds across the United States. A summary of these programs and
their treatment of interest crediting are detailed on the afttached spreadsheets. A few
general conclusions:

1. There are significant differences in the structure and purpose of DROP from
system to system. It is important to understand and compare how and why a
particular system established DROP in order to then evaluate and compare that
system'’s interest crediting methodologies.

2. Uniike SDCERS, none of the other system’s DROP accounts include an employer
contribution while the member is in DROP. For one system, Alabama Teachers,
the legislation requires that the employer continue to make a contribution into the
Defined Benefit Plan on behalf of a member who is in DROP.

3. Of this sample of S programs, 5 credit interest to Active DROP members based on
some formula tied to the system's returns on investment. Most of these programs
also do not have a different interest crediting methodology or rate for Active versus
Retired DROP members.
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