POLICE AND FIRE PENSION FUND
One West Adams Street, Suite 100
Jacksonville, Florida 32202-3616

Telephone Number (904) 255-7373

Fax Number (904) 353-8837
MEMORANDUM
TO: Michael Corrigan,

Chairman, Pension Sustainability Committee

FROM: John Keane Q.Iw-, )W

Executive Director - Administrator

SUBJECT: Pension Sustainability Recommendations

DATE: May 29, 2009

In accordance with your request, please be advised that I am transmitting herewith a series of
recommendations that would aid the sustainability of the City’s Retirement System.

Enhancements to City Pension Funding Policies:

1.

Bar any future use of pension reserves as an alternative source for funding the annually
required City pension contributions otherwise provided from the City’s Annual Budget
(i.e. ban any future pension contribution holidays).

Provide that the City Contribution Rate for the PFPF shall be a minimum of 35% until
such time as the Fund is 100% actuarially funded (subject to adjustment if POB’s are
issued).

Dedicate the equivalent of 1 mill of property taxes as a supplemental contribution to the
PFPF until such time as the Fund is 80% funded. The funded status of the PFPF was
calculated at 53% as of October 1, 2008 ($1,692,974,683 in actuarial liabilities vs.
$894,903,336 in actuarial assets). An 80% funded status would have been calculated with
the availability of an additional $556,308,399. Assuming a $55 million value of 1 mill,
this level of dedicated supplemental funding would produce $556 million in
approximately 10 years, excluding investment returns and growth in the value of 1 mill.

Whenever the City enjoys the receipt of financial windfalls or one-time revenues, it
should consider the allocation of such sources as a supplemental contribution to the
pension funds until such time as the pension funds are 90% funded.



Institute a provision that the City’s contribution to the PFPF shall be based upon the
application of the annually established contribution rate to the actual payroll or the
budgeted payroll, whichever is greater (to cover the impact of vacant positions).

Expand the City’s past program of contributing real estate to the PFPF for future
redevelopment purposes and placement into the PFPF’s real estate investment portfolios.
For instance, the City could transfer portions of the Cecil Field property (including
timberland), the Forsyth and Main parcel, the Shipyards property, and the Southside
Generating Station parcel to the City’s pension plans (also see below reference to the old
Federal Courthouse). The City could also consider transferring the responsibility for fire
station construction projects to the PFPF, which would be leased back to the City upon
completion and placement into service.

Policies to Support a Vibrant Growth in the Payroll Base (to spread UAAL over a larger base):

7.

The long-term financial health of the PFPF would be enhanced to the extent that the City
begins to address the sub-standard staffing for Police Officers and Firefighters as
measured by the level of positions per each 1,000 of population and per capita spending
for police officers and firefighters vs. major Florida communities (local per capita
spending is only about one-half of that spent by major Florida communities).

Discontinue the practice of relying heavily upon the use of police and fire overtime and
alternatively pursuing the addition of new positions to meet workforce needs with the
new hires becoming additional members of the pension fund.

Bar the practice of establishing positions outside of the PFPF and allowing retirees and
former droppers from becoming employed into such positions (with the exception of
Certified Court Bailiff’s who have historically been granted the ability to be hired into
such position without the loss of pension benefits).

Note: Please refer to the attached Exhibit A for a discussion on the impact of a vibrant
payroll base upon UAAL amortization efforts.

Financial Management and Investment:

10.

11.

Consider the issuance of Pension Obligation Bonds (POB’s) to fund a portion of the
UAAL in the pension plans. The combination of historically low interest rates and
historically low stock market valuations present an attractive period in the financial
markets for the success of POB’s (see Exhibit C for a general discussion on POB’s).

In the event that POB’s are pursued, consider the direct issuance of Bonds to the PFPF
with a junior lien “covenant to budget and appropriate” pledge (scheduled at the end of
the maturity spectrum, possibly as CAB’s), thus realizing financing economies and
preserving the City’s bonding capacity. The deposit of such securities into the PFPE’s
fixed income portfolio would allow the Fund to liquidate a like amount of fixed income
securities currently under management and reallocate such resources to equity investment
managers, amplifying the advantages of POB’s and cutting management fees.



12.

Underscore the need to permit the PFPF to enjoy the same level of investment flexibility
as that authorized for the FRS, the GEPP and all of the other non-public safety plans
established within the State of Florida (i.e. authorize investments for the PFPF that are
otherwise permitted under applicable sections of 215.47, Florida Statutes).

FY2010 City Budget Relief:

13.

14.

15.

Implement programs that would effectively fund the City’s contribution to the pension
funds early in the fiscal year so as to allow funds to begin to work earlier in the financial
markets. This would allow for a tactical entry into the stock market at the current low
levels of valuation and concurrently avoid the actuarial assessment of interest penalties at
the actuarial rate of 8.5% for the PFPF. This avoidance of actuarial assessments would
allow the City to cut the PFPF contribution rate by 2.5% from the rate otherwise required
at 10-1-2009 (representing a $3.9 million value to FY2010 Budget). An accelerated
contribution to the PFPF of this nature would be made possible by various means:

a. Consider the use of Tax Anticipation Notes as a financing vehicle to provide the
cash flow necessary to allow for accelerated remittances to the PFPF.

b. In the alternative, the City could merely authorize an “Advance to Other Funds”
early in the fiscal year (from the General Fund to the PFPF) in the general manner
described in the attached Exhibit B.

Explore the possibility of issuing City bonds for placement into the fixed income
portfolio of the PFPF as an element of the City’s pension contribution requirement for
FY2010. For example, under this concept, the City would be able to retain the current
pension contribution rate of 32.11% in FY2010 (or some amount below the new
requirement level) and supplement this flow of budgetary funds with the issuance and
remittance of an interest bearing City bond. The value of the 32.11% contribution rate,
together with the principal amount of the bond, would satisfy the City’s annual required
contribution established by the Actuarial Valuation of October 1, 2008. Under this
concept, the City would only be required to make provision for the interest amount of
such City bond within the FY2010 City Budget. The issuance of this bond to the PFPF
could be thought of as the first tranche of the larger POB program currently under
consideration by the City.

The use of a City bond to fulfill a portion of the City’s FY2010 contribution requirement
is based upon the concept of providing a “budgetary bridge” that would carry the City’s
Budget past the current recession. This bridge could also be constructed with the use of
real estate transfers. For instance, the City could consider transferring the old Federal
Courthouse to the PFPF and replicating the redevelopment model used for the Haverty’s
Building. The value of the parcel (and possibly similar parcels) would offset the amount
of the annual pension contribution otherwise required. This real estate transfer, together
with the assignment of renovation costs to the PFPF, would also provide a secondary
benefit to the City of freeing up capital dollars currently allocated for the Courthouse
project for use in addressing other City capital outlay priorities.



Program Modifications:

16.

17.

18.

Institute an age 35 limit for the hiring of new police officers and firefighters. This would
ensure that new hires would serve for a regular career period, thus allowing the City to
get the full benefit of the training invested in the individual and limiting the likelihood of
disability pensions.

Reinstitute the requirement that the GEPP/Corrections Plan conduct pension physicals
and to mandate the execution of a medical waiver for documented medical conditions for
purposes of future disability determinations (this cost control measure was removed with
the passage of Ordinance 2006-1136-E).

Remove from the Ordinance Code the practice of allowing droppers entering the program
after 10-1-2009 the ability to transfer the value of Retirement Leave Accounts into the
PFPF.

Market Update:

We have previously reported to you the extent of investment losses that are associated with the
global financial crisis. This current market cycle appears to have reached a trough in terms of
stock market valuations on March 9, 2009. Since that date, the PFPF has recovered $110.6
million from the investment losses previously recorded through March 9. The extent of this
recovery translates into a return of 16% between the trough of March 9" and today’s opening
value. This very recent experience offers a glimmer of hope that we may have seen the worst and
some insight into the magnitude of investment gains that could be available once the market
recovery is truly underway. Once the real recovery is underway, we will be able to make
significant inroads toward the liquidation of major elements of the UAAL.

CC:

Mayor John Peyton
City Council Members
Kirk Sherman

Mickey Miller

Alan Mosley

Kent Olsen



Exhibit A
Impact of a Vibrant Payroll Base upon UAAL Amortization

The fixed cost of a pension plan’s UAAL is spread over the active employee workforce as a
fixed percentage. In the event that a pension plan’s member workforce were to be doubled, it
stands to reason that the fixed UAAL amortization percentage could be cut in half and still
produce the same amount of dollars toward the liquidation of the UAAL. This simple illustration
underscores the value of a vibrantly growing workforce when attempting to pay down a fixed
UAAL obligation.

By applying the same logic, an active member workforce that is subdued strains a plan sponsor’s
ability to liquidate an UAAL and produces a higher UAAL percentage requirement that would
otherwise be necessary.

A series of budgetary and personnel policies of the City have collectively contributed to the
outcome of PFPF member workforce that exhibits subdued characteristics as opposed to a
vibrantly growing workforce. The elements that have contributed to this outcome may be
generally summarized as follows:

1. The City has fallen behind other major Florida communities in terms of per capita
expenditures for police and fire. Studies reflect the fact that Jacksonville spends on a per
capita basis $378 for police and $171 for fire. This compares to an average per capita
level of expenditures by major Florida communities of $666 for police and $383 for fire.
Jacksonville is also falling behind in terms of public safety workers per 1,000 population.

2. Jacksonville is placing great reliance upon the use of overtime in lieu of hiring new
public safety officers. The Times-Union story of April 26, 2009 reported the expenditure
of $19,920,000 in overtime payments during 2008 for the JSO and the Fire Department.
This translates into an average of $6,060 for each employee (please note that the data
recited above does not include Correctional Officers).

3. Jacksonville has made a conscious effort to realize budgetary economies through the
hiring of Community Service Officers (CSO’s) in lieu of police officers. Inasmuch as
CSO’s are not members of the PFPF, their hiring detracts from the growth in the PFPF
active member workforce. A recent analysis indicated that there were 82 CSO’s
employed by the City with a collective annual payroll of $2,091,000 based upon an
average salary of $25,500.

4. There have been recent examples of legislation that has permitted the employment of a
segment of the normal public safety workforce in positions outside of PFPF membership.
These positions were formerly occupied by personnel who were enrolled in the PFPF.
Thus, this practice translates into a lower PFPF payroll base.

5. The need to meet lapse factors and to fund overtime require public safety budget analysts
to keep positions open during the budget year which translates into a lower pensionable
payroll base.



6. The public debate over the last 15 months has implied that the pension benefit structure
of the PFPF will be diminished in the near future. This public discussion has encouraged
a surge in DROP enrollment and a corresponding decrease in the active member payroll
base from which UAAL amortization payments are produced.

The above examples offer insight into the various factors that have contributed to a subdued
workforce and accordingly a higher percentage requirement for the amortization of the UAAL,
which for the PFPF is currently established at 23.93% of the active member payroll base.



EXHIBIT B

POLICE AND FIRE PENSION FUND
One West Adams Street, Suite 100
Jacksonville, Florida 32202-3616

Telephone Number (904) 255-7373

Fax Number (904) 353-8837
MEMORANDUM
TO: Mickey Miller

City Chief Financial Officer

FROM: John Keane CL b )(uswu__.

Executive Director — Administrator
SUBJECT: Lump sum Contribution of Employer Pension Contributions for FY2010

DATE: April 3, 2009

As you know from our recent conversations, the State Actuary is pushing us to make a special
provision for certain interest assessments to acknowledge the fact that the City’s employer
contributions are made over the course of the fiscal year. This new provision carries the
potential value of $3.75 million ($150 million at 2.5%) in terms of additional City contributions.
Presumably the State Actuary will be pushing for a similar provision in conjunction with his
review of the Actuarial Valuations for the City’s other two pension plans.

As a means of avoiding this impact upon the City’s FY2010 Budget, we would like to request
that you consider a technique that would involve the recording of an “Advance to other Funds” at
the beginning of the fiscal year followed by a series of monthly reversals that would approximate
the regular flow of employer contributions that would be processed over the course of the year.
For your convenience, we have attached a pair of manual journal entries that would accomplish
this transaction.

We have also attached some possible language for inclusion in the Budget Ordinance that would
grant you the flexibility to undertake such a program should you deem it appropriate.

If this concept were adopted, it would additionally place the City in a posture of being able to
pursue a substantial “Tax Anticipation Note” financing program. For your additional
information, I have also attached a schedule that contains four similar cash flow financings that
were successfully accomplished by the City in the mid — 1980’s. We are unsure if the tax law
continues to permit such financing programs that would allow for the retention of arbitrage
profits.
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Substituted 9/9/08
Substituted 9/23/08
Amended 9/23/08

Section 9.4 Pensiox.x Contributions.

The employer's contribution to the pension funds is hereby set
as follows:

(a) for the 1937 City Employees Pension Fund, the percentage
shall be 10.43%.

(b) for the 1937 Police and Fire Pension Fund, the percentage

shall be 32.11%.

(c) for the Corrections Officer’s Pension Fund, the

percentage shall be 17.16%.

The Ciry's ChieF Fiuapeial- pFEicen AY opTiomALLY
AdVANCE AN 2R A PART ofF the dollar VALue oF Such
en\PLo?le_p_’S CoNTARIbuTioN du.ﬂ{;us €iscal ¥ eAfr- 2o009-201(0
te the RespecTive pension funfs as A €inancial
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11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

MﬁUAs-c.m-e o1 Teel.
PART X. Waivers.

Section 10.1 Jacksonville Children’s Commission, W.aiver of
Section 51.102, Ordinance Code.

The requirements of Section 51.102, Ordinance Code, requiring
that the Jacksonville Children’s Commission be funded in the amount
set forth therein, is hereby waived. The Jacksonville Children’s
Commission shall be funded in fiscal year 2008-2009 as set forth
herein.

Section 10.2 Recapture of Funds, Waiver of Section
106.106 (i), Ordinance Code.

The provision of Section 106.106(i), Ordinance Code, requiring
any recaptured funds be identified and transferred to the General
Fund and thereafter to the Emergency Reserves is hereby waived.*fo-r
fiscal year 2008/2009. The Recaptured Funds up to $5,000,000 will
be used to replenish the Emergency Funds first and any funds over
that amount will be placed in the General Fund.

Section 10.3 Contents of Budget, Waiver of Section 106.203,
Ordinance Code, to g\llow Amendments to the Ordinance Code within

the City’s 2008/2009 Fiscal Year Budget.
The provision of Section 106.203, requiring that the annual

budget ordinance of the general government and of the independent

“

27
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