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professionals) as a basis for evaluating qmintitative materiality to the financial statements,
both indicators fall well below the acceptable range. As such, we are comfortable with the
presentation of the 2003 CAFR.

It should be nOted that staffhas added a narrative discUSsiol1 of the QEBA plan into the
1004 CAFR on page !O5 ofthe CAFR.

8. Has this issue, the corresponding unfunded liability and annual contributions been
properly disclosed in the SnCERS 2{l03 and 2004 CAFRs?

The retrospective testing failures of benefits actually paid in excess of annual 4l5(b)
limits were disclosed in SDCERS' fiscal year 2004 CAFR. It was not included in the
SDCERS fiscal year 2003 CAFR. The impact to the City's Unfunded Actuarial Liability
was disclosed in the City's June 30, 2006 Annual Actuarial Valuation. SnCERS has
received an unqualified opinion on their 2004 CAFR.

9. Who calculated the $22.8 million unfunded liability number? Have you confirmed
that number with the City's actuary? Ifnot, do you intend to?

SDCERS' actuary, Cheiron, calculated the impact of applying Section 415(b) limits to its
calculations of the overall plan liabilities in the City's June 30, 2006 Almual Actuarial
Valuation Report.

10. Since this $22.8 million unfunded liability results from defined benefit pension
promises that are outside the proper treatment of IRS 415 limitations how is it legal
for the City of San Diego to simply assume that unfunded liability from SnCERS?

I will defer to the City Attomeyfor an answer to this qnestion.

11. Is this IRS 415 lituitviolation strictlyc:reated by the defined benefit pensiOn
payments or do the payments from the DROP acconnts also contribute to the IRS
415 limit vio!lltiol1?

A member's DROP benefit must be included in the 4l5(b) limit testing, which increases
the number of payees who exceed the 4l5(b) limits, as well as the amount by which they
exceed the limits.

12. How many employees are currently receiving pension benefits above what the IRS
considers legal and/or are ontside of benefit limitations'! What is the average
amount of benefits that are received per employee above the IRS limitations?
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Afterthe IRSapprovesSDCERS' testing melho¢!ology, SDCERS will know thea.ffected
number ofme111bers and the exact amounts involved.

13. Will this liability grow as more employees are added or have corrective actions been
taken to prevent tltis from continuing? Is there any action(s) that the City Conncil
should take to correct this?

Whether anyone individual's pension benefit will exceed the 415 Dollar Limit at
retirement depends upon the actual Section 415(b) limits as set by Congress and adjusted
by the IRS, and a variety of actuarial probabilities, such as how long the employee wiII
work for the City, the probability ofearning a vested benefit, the employee's age at
retirement, the employee's pensionable compensation, how fast that compensation
increases over the course of a career, the amount in the member's DROP account at
retirement, and whether and how the benefit structure changes with respect to that
employee.

The City Council took corrective action to eliminate Section 4l5(b) violations, while
permitting payment of its promised benefits, by establishing the POB Plan.

14. What is the dollar amount tbe City proposes to pay towards this unfunded liability
iu the 2008 bUdget? Where is the Annual Actuarial Valuation that supports that
annual contribution amount?

The City will not make any payment toward the "unfunded liability" for the excess
benefits to be paid from the POB Plan. Instead, the City will pay into the POB Plan, on
all annual basis, the amount necessary to pay that year's benefits above the 415 Dollar
Limit. Ai; explained above, the POB Plan camlot be pre-funded.

Each year SDCERS will detennine the amount necessary to fund any pension benefits
payable during that year in excess ofthe Section 4l5(b) linlits. This amount will include
the projected amount of all excess benefits payable for the calendar year to existing and
projected payees, as well as the projected cost of administering the POB Plan.

SDCERS will provide information to the City and the City will fund this amount on an
annual basis. Any amounts remaining in the POB Plan at the endofa cale)l¢!aryear will
be camedforward to pay benefits and administrative costs in the following year•.

15. On what page of the proposed 2008 budget is that annnal required contribution for
this unfnnded liability sbown? (I believe tbat you referred me to page 133 of



Pag<: 8
Councilm<:mb<:rDonna Fry<:
Sept<:mber 17, 2007

Volume n, butI cannot locate it.) Is the $22.8 million unfunded liability shown in the
the bUdget or just the annual payment?

The projected payment to SDCERS for this liability has been budgeted in Citywide
Program Exp<:nditures and is on pag<: 133 of VolumdI ofthe propos<:d Fiscal Year 2008
Budget. It was not sp<:cifically call<:d out in the budget document but rather is part of th<:
$2,874,735.

With rcspect to the budget, weMve budgeted payment ofthis liability ona pay as you go
basis which is consistent with IRSrequirements.. As s1.lCh, SDCERShas estimat<:d the
payment to be approximately $500,000. Th<: City will ultimately pay the actual amount
billed by SnCERS.

16. Is there allY other inform.ation (If which you are aware thatis material that I have
Mt asked you?

None that I can think of.

Attachments

Cc: Honorable Mayor Sanders
Honorable City Council Members
Honorable City Attorney
Independent Budget Analyst
SnCERS Administrator




