COUNCILMEMBER DONNA FRYE

City of San Diego
Sixth District
MEMORANDUM
DATE: April 20, 2007
TO: Jay Goldstone, CFO
FROM: Councilmember Donna Frye
SUBJECT: June 30, 2006 Actuarial Valuation

This memorandum is in regard to the April 16, 2007 Cheiron Report to the San Diego City
Council Concerning the City’s June 30, 2006 Actuarial Valuation (See attached page 6 - Why
the Unfunded Actuarial Liability Decreased). Specifically, it states that there was a $22.8
million reduction in the unfunded liability due to the “Proper treatment of IRS benefit
limitations.”

During the April 16 City Council meeting, I asked what happened to that liability and you stated
that the liability was being transferred from SDCERS to the City. Please respond in writing to
the following:

1. Please provide a copy of the relevant IRS Code Section(s) and an explanation for the
intent of that/those code section(s).

2. Please describe this “Compliance Strategy” in detail. Please specifically address the
following questions in your description:

a. It appears that this “Compliance Strategy” assumes the $22.8 million unfunded
liability no longer exists as a SDCERS pension benefit and therefore removes it
from the SDCERS financial and actuarial statements, but at the same time the
City intends to continue to recognize it as a pension benefit and pay for it. Is that
a correct description? If not, please explain why not.

b. Currently the City and some of its employees are making pension contributions
for future pension payments that apparently exceed IRS 415 legal limits. Those
contributions are being invested in SDCERS which is a tax deferred 401(a) trust
account. Does this “IRS Compliance Strategy” include the use of another tax
deferred account?

c. Will this other account also be a 401(a) Trust?

d. Are the contributions for pension benefits that exceed the IRS 415 limits going to
be deposited into this other tax deferred account?

e. Has the IRS agreed that the City and its employees may continue to make
contributions to pay for benefits that exceed the 415 limits by simply depositing






