AGENDA FOR THE
PENSION REFORM COMMITTEE
MEETING OF
May 25, 2004
3:00 PM - 6:00 PM Meeting

401 B Street
Conference Room, 4™ Floor

MINUTES

THE REGULAR MEETINGS OF THE PENSION REFORM COMMITTEE ARE

SCH

EDULED FOR EVERY TUESDAY AT 4:00 PM AT 401 B STREET, 4" FLOOR

THE OPINIONS AND VIEWS OF THE COMMITTEE OR ITS MEMBERS, AND
PRESENTATIONS MADE AND DOCUMENTS PROVIDED TO THE COMMITTEE OR ITS
MEMBERS, MAY CONTAIN PROJECTIONS, FORECASTS, ASSUMPTIONS,
EXPRESSIONS OF OPINIONS, ESTIMATES AND OTHER BACKWARD-LOOKING
RECONSTRUCTIONS OR FORWARD-LOOKING STATEMENTS, ARE NOT TO BE
CONSTRUED AS REPRESENTATIONS OF FACT, AND ARE QUALIFIED IN THEIR
ENTIRETY BY THIS CAUTIONARY STATEMENT. ONLY STATEMENTS MADE BY THE
CITY IN AN OFFICIAL RELEASE OR SUBSEQUENT NOTICE OR ANNUAL REPORT,
PUBLISHED IN A FINANCIAL NEWSPAPER OF GENERAL CIRCULATION AND/OR
FILED WITH THE MSRB OR THE NRMSIRs ARE AUTHORIZED BYTHE CITY. THE CITY
SHALL NOT BE RESPONSIBLE FOR THE ACCURACY, COMPLETENESS OR FAIRNESS
OF UNAUTHORIZED STATEMENTS.

Item 1: Call to Order

Item 2: Roll Call

Members Present Members Absent Staff Present

April Boling Stanley Elmore Patricia Frazier

Robert Butterfield (via telephone) Chris Morris

Dick Vortmann Larry Grissom, SDCERS Staff
Judith Italiano Paul Barnett, SDCERS Staff
William Sheffler Pam Holmberg

Steve Austin Mary Braunwarth

Kathleen Walsh-Rotto
Tim Considine

Item 3: Approval of Minutes

There was a motion for approval of the minutes for the May 18, 2004 Pension Reform

Commi

ttee (Committee) meetings from Steve Austin. The motion was seconded by Tim

Considine and passed unanimously.
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Item 4: Discussion on Actuarial Study

SDCERS actuary Rick Roeder, who is doing additional studies for the Committee, reported that
his valuation on retiree health insurance is not ready yet, but should be complete in the next few
days. Mr. Roeder then reviewed his May 18, 2004 analysis on the sources of the $1.16 billion
dollar unfunded liability as of June 30, 2003. The Committee asked questions about the report.
Steve Austin asked for a compilation of all the work completed by Mr. Roeder for the
Committee. Mr. Roeder will send this to Mary Braunwarth for distribution.

Item 5: Discussion on Final Report

Ms. Boling distributed a package (see attached) she developed which showed the projected
UAAL and different options that could be used to pay down the UAAL, including a reset of the
30-year amortization schedule; a 15 year amortization period; pension obligation bonds; and land
securities. Each option showed the impact on the funding ratio from fiscal year 2006 through
fiscal year 2010. Ms. Boling said she plans to provide additional options for the next meeting
which allow for a more gradual increase in the City’s contribution level due to realistic financial
constraints. Ms. Boling suggested a three-year proposal where the City would fund $400 million
of the unfunded liability by the end of calendar 2004 with either pension obligation bonds or land
securities. By the end of calendar 2005 another $400 million would be funded through a similar
method. By the end of calendar 2006, the remainder of the unfunded liability could be amortized
over 15 years, which would allow for market improvements. There were questions on the
Committee regarding the appropriate level of funding for the retirement system. The Committee
did not take a vote on this recommendation in order to consider the additional options Ms.

Boling will provide next week.

Ms. Boling asked that the Committee skip over Section Il of the Final Report Outline so they
could discuss any items that would require a change to the City Charter. She said that the
deadline for Charter changes, which must be voted on in the general election, need to go to the
City’s Rules Committee soon.

The first proposed City Charter change came from Mr. Vortmann who made a motion for a
change to the composition of the SDCERS’ Board. His motion was that the Board shall be
comprised of seven members appointed by the City Council with staggered terms of four years
each, with a two consecutive term maximum. Such appointees will have professional
qualifications of a college degree and/or relevant professional certifications, 15 years experience
in pension administration, pension actuarial practice, investment management (including real
estate), banking, or certified public accounting. Such appointees will be U.S. citizens and
residents of the City of San Diego but cannot be City employees, participants (direct or indirectly
through a direct family member) of the SDCERS, nor a union representative of employees or
participants, nor can such appointees have any other personal interests which would be, or create
the appearance of, a conflict of interest with the duties of a Trustee. The motion was seconded
by Mr. Considine. The Committee discussed the motion. The motion was passed with Mr.
Austin, Ms. Boling, Mr. Considine, Mr. Sheffler and Mr. Vortmann in favor and Ms. Italiano and
Ms. Walsh-Rotto opposed. Ms. Boling asked Mr. Morris to draft the language for the Charter
change and forward it through the proper committees within the City.
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The second proposed Charter change discussed by the Committee dealt with the issue of
disability retirement. Mr. VVortmann expressed his concern that the current disability retirement
process is inefficient and time consuming. He believes that decisions on disability retirement
should be removed from the SDCERS Board because the Board becomes an ad hoc jury without
any due process. In addition, Board members have no medical knowledge and should not be in
the position to make decisions on eligibility. He believes the decision should be made by a
separate third party in a system similar to what is done in the City of San Francisco. In San
Francisco, cases are referred to an adjudicator, who returns to the Board with a recommendation.
Mr. Vortmann suggested that the adjudicator’s decision be final, and any appeals would be made
through the court. Ms. Boling asked Mr. Morris to investigate San Francisco’s plan and draft up
language that could be used for a Charter change to adopt a similar system. Mr. Morris will e-
mail language to the Committee in advance of the next meeting.

The third Charter change proposal dealt with the amortization period for new benefit past service
liability. Mr. Vortmann made a motion that for all new pension benefit improvements to the
currently existing plan, SDCERS will, when setting actuarial assumptions and methodologies,
use an amortization period no greater than 5 years fixed for any past service liability for each
new benefit improvement. The Committee discussed the motion. Mr. Vortmann amended his
motion to include the following: For all new pension benefit improvements to the currently
existing plan, SDCERS will, when setting actuarial assumptions and methodologies for funding
purposes, use an amortization period no greater than straight line 5 years fixed for any past
service liability for each new benefit improvement. Mr. Considine seconded the motion. The
motion passed with Mr. Austin, Ms. Boling, Mr. Considine, Mr. Sheffler, Mr. Vortmann and Ms.
Walsh-Rotto in favor and Ms. Italiano opposed.

The fourth proposed Charter change was presented by Ms. Boling and dealt with the issue of
clarifying normal cost. Ms. Boling said she noticed in the actuarial valuations that normal cost is
not really a 50/50 split between the City and the employees. The Charter specifies that the
expense of the normal pension plan be split 50/50, not the normal cost. Ms. Boling asked that
Mr. Grissom provide the Committee with an explanation of these definitions at the next meeting
and why it is not a true 50/50 split. After this presentation, the Committee can discuss if they
want to propose a change to the Charter.

Next, the Committee discussed their recommendations for any changes to the plan design. Ms.
Boling emphasized that any recommendations on changes to the plan’s design would be for new
hires only. Mr. Vortmann asked that in the narrative of the final report the Committee include a
statement that it is the Committee’s perception that the City cannot afford the benefits it has.

The Committee discussed the issue of maintaining a defined benefit plan or changing to a
defined contribution plan. Mr. Considine made a motion that the City stay with a defined benefit
plan. Mr. Vortmann seconded the motion. There was a discussion of the motion. The motion
passed unanimously.

Mr. Vortmann made a motion that the Committee recommends there should be reductions made
to the defined benefit plan as it applies to new hires. The motion was seconded by Mr. Sheffler.
The Committee discussed the motion. The motion passed with Mr. Austin, Ms. Boling, Mr.
Butterfield, Mr. Considine, Mr. Sheffler, Mr. Vortmann and Ms. Walsh-Rotto in favor and Ms.
Italiano opposed.
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Next, the Committee discussed the issue of whether to change the retirement age. There was a
motion from Mr. Vortmann to change the retirement age for general members to 62 with
actuarial neutral adjustments down to 55 and change the retirement age for safety members to 57
with actuarial neutral adjustments down to 52. The motion was seconded by Mr. Considine.
The motion passed with Mr. Austin, Ms. Boling, Mr. Considine, Mr. Sheffler, and Ms. Walsh-
Rotto in favor and Mr. Butterfield and Ms. Italiano opposed.

There was a motion from Mr. Considine to change the high one year salary to a high three year
average of base pay. Ms. Walsh-Rotto. The motion passed with Mr. Austin, Ms. Boling, Mr.
Butterfield, Mr. Considine, Mr. Sheffler, Mr. Vortmann and Ms. Walsh-Rotto in favor and Ms.
Italiano opposed.

There was a motion from Mr. Vortmann that legislative members retirement age be the same as
general members. It was seconded by Mr. Considine. The motion passed with Mr. Austin, Ms.
Boling, Mr. Butterfield, Mr. Considine, Mr. Sheffler, Mr. Vortmann and Ms. Walsh-Rotto in
favor and Ms. Italiano opposed.

There was a motion from Mr. Considine to eliminate the DROP program. It was seconded by
Mr. Vortmann. After discussion the motion passed with Mr. Austin, Ms. Boling, Mr. Considine,
Mr. Sheffler, and Mr. Vortmann in favor and Mr. Butterfield, Ms. Italiano, and Ms. Walsh-Rotto
opposed.

There was a motion from Mr. Vortmann that the retirement percentage rate per year for general
members be lowered from 2.5% obtained at 55 to 2% obtained at 62. The motion was seconded
by Mr. Considine. The motion was passed with Mr. Austin, Ms. Boling, Mr. Butterfield, Mr.
Considine, Mr. Sheffler, Mr. Vortmann and Ms. Walsh- Rotto in favor and Ms. Italiano opposed.
There was discussion on lowering the retirement percentage rate for safety and legislative
members. During the discussion, it was determined that there are several variables in the
retirement formula for general, as well as legislative and safety members. As a result, it was
decided to bring this entire issue (including the vote on the general members) back next week so
that the Committee understands exactly what it is voting on.

Mr. Austin said that Mr. Roeder will need to do a report for the Committee that actuarially
accounts for these recommended changes to the plan design.

Mr. Vortmann suggested two more items for consideration in the plan design change. He
suggested the elimination of purchase of service credit and a required actuarial reduction for
surviving spouse benefits. Ms. Boling asked that the Committee members consider any more
changes or motions they would like to make and bring them to the next meeting.

Item 6: New Business

There was no new business.

Item 7: Comments by Committee Chairperson

There were no comments.

Item 8: Comments by Committee Members
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There were no comments.

Item 9: Non-Agenda Public Comment

Jim Gleason applauded the Committee’s efforts to change the composition of the Retirement
Board. He believes it is a good idea to get away from the current conflicts of interest that exist
on the Board. He also discussed at what level the retirement fund should be funded. He believes
that as long as there are items that are funded in the waterfall, we must maximize earnings. If the
system is under 100% funded you don’t have the earnings. He believes there hasn’t been an
incentive to put aside money for reserves in recent years, largely because of the make up of the
Board.

Item 10: Adjournment

The meeting was adjourned at 6:10 PM.

The next meeting will be on Tuesday, June 1, 2004 at 3:00 PM at the same location.
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