Firefighter & Police Officer
Pension Plan

Three Separate Trusts

Defined Benefit — Pension
Defined Benefit — Disability
Defined Contribution (Closed)



Millions

City Contribution (in Dollars)
322 319 3239
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Contribution Increase in % of Salary (Since FYO05)
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FYO5 FY06 FY07 FY0S8 FY09 FY10 (Budget (Budget)
—=o=\/RS 0.0% 0.0% 78.5% 79.4% 85.7% 85.7% 96.6% 96.6%
—o=Supplimental 0.0% 0.0% -3.3% -3.3% 2.5% 16.2% 17.6% 32.0%
Sherrif, EMT, FM 0.0% 0.0% -87.4% -100.0% -65.1% -69.0% -34.3% -28.8%
agm=Fire & Police 0.0% 0.0% 0.0% 0.0% 18.2% 21.7% 14.5% 28.1%
%—0Id Fire & Police 0.0% 17.3% 66.3% -5.8% 89.3% 86.2%

Source: City CAFR FY05-10, City Budget FY11-12
Note: Sheriff/Medic rate for FY11-12 is difference between Supplemental rates
Note: Old Fire & Police based on dollar contribution. Not listed in Budget



Employee Contributions - % of Pay
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History of Fire / Police Pensions



History of Fire/Police Pension

Old Defined Benefit Plan
Unreduced: 25 years at age 50, NRD: Age 60
2.5% per year. Max benefit 75% at 30 years
Final Average Earnings: Highest 3 years of base
No COLAs

Disability Benefits:
— Full Service 70%, Partial Service 66%%
— Full Non-Service 66%%, Partial Non-Service 50%

Closed to new participants in 1979
No active participants
Employee contribution: 8.0%



History of Fire/Police Pension

Retirement Income Plan
* Defined Contribution beginning 1979

e |ssues leading to establishing DC plan:
— City failed to fund ARC for Fire/Police

— City Manager desired a younger workforce
* Reduce high end-of-scale wages
* |Increased turnover from 5 year vesting

— Use of high interest rates (of the late 1970s) to
illustrate dreams of retiring with SSMillionsSS




History of Fire/Police Pension

Retirement Income Plan
e City contribution: 20% of base pay
e Employee contribution: up to 5% (optional)
e Disability Benefits:
— Full Service 70%, Partial Service 66%%
— Full Non-Service 66%:%, Partial Non-Service 50%

— City contribution: 2.34% of base pay
— Employee contribution: 0.5% of base



History of Fire/Police Pension

Retirement Income Plan (Problems)
Participants lack investment knowledge
No participant education

Investment options limited to
guaranteed/money market fund until 1992

Investment platform limited diversification

Poorly performing fund manager on platform



History of Fire/Police Pension

Retirement Income Plan (Problems Cont.)
e Participants working up to 35-40 years

e Retiring because of physical inability

e First wave of retirees in late 1990s

— Pension values significantly less than projections
— Invested conservatively — mostly in guaranteed
— Investment advisors diversified at retirement

— Significant losses in 1998-99, 2001-02



History of Fire/Police Pension

New Pension Plan
Participants/Labor Organizations Inquiries (2001)
City established Pension Administration (2002)
City established workgroup to review pension
Council authorized consideration (6/2003)
Workgroup reviewed options with Segal Co.

Council approved new pension plan (2/2004)
— City contribution: 22.35% of base pay
— Employee contribution: 8.0% of base pay




History of Fire/Police Pension

City Council and Management Position

“Unlike the DC plan, the City, not the
employees, will assume the risk of
positive or negative returns on
investments. We believe this is
appropriate...”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



History of Fire/Police Pension

City Council and Management Position

“As a long-term policy, we believe that,
instead of having the public safety
employees bear 100% of the investment
risk for their entire pension, it is more
appropriate for the City to assume the
risk.”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



History of Fire/Police Pension

City Council and Management Position

“The City is far better able to handle the
fluctuations in the equity and bond
markets and in earnings over time than
individual employees.”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



History of Fire/Police Pension

City Council and Management Position

“An employee near retirement is especially
less able to handle such fluctuations.”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



History of Fire/Police Pension

City Council and Management Position

“The proposed DB program ensures that a
definite retirement income not-affected-
by-investment-returns will be available
throughout the retirement years of a
firefighter and police officer.”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



History of Fire/Police Pension

City Council and Management Position

“We believe it is desirable that public
safety employees receive similar
retirement benefits for similar service to
the City, regardless of their investment
acumen or the state of the economy,
especially in their later years of service.”

Source: City Council Docket #11 from 2/21/04, City Management Recommendation Memo



Fire/Police Pension Plan

Benefits
Unreduced: 25 years of service
NRD: Age 55 with 5 yos, or Age 50 with 25 yos
2.5%/year - first 20 yrs, 3.2%/year last 10 yrs

Final Average Earnings: Highest 4 years of
base

— Changed from 5 years by Council upon adoption
Max benefit: 82% after 30 years



Comparison of Years of Service

Regular Worker Firefighters
Years of Service (40 hr/wk) Years of Service (56 hr/wk)
1 1.4
5 7.0
10 14.0
15 21.0
20 28.0
25 35.0

30 42.0




Fire/Police Pension Plan

Benefits
e COLA: Max £3% of CPI, 100% lifetime
e DROP: Max 3 years after 30 years of service

e Disability Benefits (separate trust)
— Full Service 70%, Partial Service 66%%
— Full Non-Service 66%:%, Partial Non-Service 50%



Fire/Police Pension Plan

New Pension Plan
All active and new employees to participate
Option for Prior service credit: Employer RIA
Kept RIA: Disabled & No Purchase

Disability Benefits (separate trust)
— Full Service 70%, Partial Service 66%%
— Full Non-Service 66%:%, Partial Non-Service 50%



Fire/Police Pension Plan

Comparisons

e To other City plans
— Earlier retirement age for risk & physical nature

— Comparable for Benefit as % of Avg. Salary
Years Worked 30 33 35
General Service: 75.0% 82.5% 87.5%
Sheriff/Medic/FM: 78.0% 86.1% 91.5%
Fire / Police: 82.0% 82.0% 82.0%

(Note: Fire/Police may enter drop after 30 years)

e Fire/Police contribute 8% of wages




Fire/Police Pension Plan

Comparisons
* To other public safety plans:

— Comparable retirement age

e Most 25 yos, but some are at 20 yos

— Comparable for Benefit as % of Avg. Salary (Max)
e Ranging from 81%- Unlimited (78%-85% w/ 30 yrs)

— Worse for Final Average Earnings (most 3 yr avg)

— Comparable employee contribution rates
e Ranging from 4% to 10%



Retirement Income Plan
(Defined Contribution)



Fire/Police Pension Plan

Retirement Income Plan (DC)

e Participants:
— Disabled retirees prior to NRD

— Actives that chose not to purchase service credit
in 2004

— Actives that purchased credit, but had optional
employee contribution



Fire/Police Pension Plan

Retirement Income Plan (DC)

e Participant Education:
— None prior to inquiries in 2002
— Prudential provided allocation education in 2003
— Pension Administration providing ongoing:
* New employee training
e Workshops for specific employment classes
 One-on-one planning
e Plan amendment participant forums



Fire/Police Pension Plan

Retirement Income Plan (DC)
e Participant Investing Habits:

— Many never changed from Guaranteed Income
Account from 1992

— Some day-traded with pension funds
— Even with education, allocation is poor
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Fire/Police Pension Plan

Retirement Income Plan (DC)
* Negative aspects to DC:

— Poor understanding of investment strategies
— Higher management and administrative expenses
— Allocation adjustment for age reduces returns

e |Individual needs to shift allocation as they age
e Pensions maintains long term allocation for the group

— Not preferred by employees



Comparison of Fees

Prudential Platform

Pension Fund

RIA (DC)

(DB) Difference
DC-DB
Fund Expense Ratio Expense Ratio

GDA 0.00% 0.25% 0.25%
Core Bond / PIMCO Fund 0.47% 0.87% 0.40%
Int Eq / Artio Fund 1.07% 1.37% 0.30%
LCG / Jennison Fund 0.65% 1.10% 0.45%
LCV / Barrow Hanley Fund 0.66% 1.11% 0.45%
MCG / TimesSquare Fund 0.85% 1.20% 0.35%
MCV / CRM Fund 1.15% 1.15% 0.00%
SCG / Columbus Circle Fund 1.00% 1.35% 0.35%
SCV / Wells Fargo SCV Fund 1.35% 1.35% 0.00%

Source: Prudential , Performance Results, as of March 2011
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Fire/Police Pension Board



Fire/Police Pension Board

e Created with DB Plan in 2004

e Membership (8 voting members):
— 2 — Fire Representatives; 1 — Fire Alternate
— 2 — Police Representatives; 1 — Police Alternate
— 4 — City Representatives; 1 — City Alternate
— Tie votes to arbitration

e Elections held in 2004, terms began 1/2005



Fire/Police Pension Board

Initial Asset Allocation
e Established by City prior to Pension Board
Pension
— Large Cap 40%
— Small/Mid Cap 10%
— Fixed Income 50%
Pension

— Fixed Income 40%
— Large Cap 60%




Fire/Police Pension Board

Asset Allocation Study (12/2005)
e Dahab Assoc. prepared study for Pension
e Board selected an allocation from the study

Large Value 15% Large Growth 10%
Mid Value 15% Mid Growth 5%
Small Value 5% Small Growth 5%
Inter Equities 5% Emerg Market 5%

Real Estate 5% Broad Mkt Bonds 30%



Fire/Police Pension Board

Asset Allocation Changes

e Changed Disability allocation (2/06)
— 70% Equities, 30% Fixed Income

e Adjust DB for Tactical Asset Allocation (9/07)
— Market changed from Value performance
Large Value 12.5% Large Growth 12.5%
Mid Value 10% Mid Growth 10%



Fire/Police Pension Board

Asset Allocation Changes

e Changed Disability allocation (7/08)
— 50% Large Blend, 20% Int Eq, 30% Fixed Income

 Dahab - expand allocation for alternatives (9/0s)

— Provide greater diversity, reduce risk, add negative
correlated investments

— Added Private Equity — 5% (from Mid Cap, 4/09)
— Added Timber — 5% (from Fixed Income, 1/10)
— Initiated new asset allocation study



Fire/Police Pension Board

Asset Allocation Study (10/2009)
e Board selected an allocation from the study

Large Value 10% Large Growth 10%
Mid Value 5% Mid Growth 5%
Small Value 10% Small Growth 5%
Inter Equities 10% Emerg Market 10%
Private Equity 5% Timber 5%

Real Estate 5% Broad Mkt Bonds 10%



Fire/Police Pension Board

Asset Allocation Changes

e Comingle Pension/Disability for Alternatives
Investments(1/10)

e Comingle Pension/Disability for all assets
(5/10)



Fire/Police Pension Board

Plan Amendments

Buy back for prior Fire/Police service (6/06)

Disability annuity, disability assumption, lower
cash out threshold (2/07)

Adjust employee Disability contribution rate,

technica
Election

corrections (9/07)

orocedures, insurance premium

compliance, 415 compliance (8/08)



Fire/Police Pension Board

Plan Amendments

 Non-service disability beyond NRD
compliance, HEART Act compliance, QDRO &
DRO compliance, other technical corrections
(1/10)

e Buy back for prior Sheriff/Medic/Fire Marshal
service (11/10)

* |[RS compliance language for determination
letter (4/11)



Fire/Police Pension Board

Vendors
e |nitial:
— Prudential: TPA, Financial, Custodian [DC, DC]
— SunTrust: TPA, Financial, Custodian [Disability]
— City Attorney: General Legal Counsel
— Venable LLP: Pension Specific Counsel
— Actuary: None
— Investment Consultant: None

— City Staff: Plan Administration, Board Coordination,
Benefit Coordination, Participant Communication, etc



F

ire/Police Pension Board

Dahab

Vendors
Assoc for investment consult (RFP 7/05)

Segal Co. for actuary (RFP 7/05)

Exteno
Venab
Disabi

Prudential contract (9/09)
e LLP: Renew terms (2/10)
ity: TPA to Prudential (5/10)

Disabi
(5/10)

ity: Financial, Custodial to Prudential



Fire/Police Pension Board

Vendors
Dahab Assoc for investment consult (RFP 9/10)
Cheiron for actuary service (RFP 11/10)

Comerica Bank for custodial services (RFP 2/11)

— Prudential unbundle for TPA services
— DC: Prudential remains TPA, Financial, Custodian

State Street Bank for transition service (4/11)
Individual Fund Managers (5/11, 6/11, 7/11)



Fire/Police Pension Board

Efficiencies
e DC: Established frequent trading policy (4/05)
e Established asset allocation and IPS (12/05)

 Expanded DC platform: request of participants
(2/07)

e Tactical Asset Allocation: Shift from Value
(9/07)

e Contributions to Bi-Weekly (9/07)
e Added rebalancing threshold to IPS (11/07)



Fire/Police Pension Board

Efficiencies
* Rejected request for disabled retirees with RIA
to rollover to IRAs. (5/08)

 Rejected request for disables retires with RIA
to use Self-Directed Brokerage Accounts.

(5/08)

 Dahab suggested alternative investments
— Added Private Equity manager (4/09)
— Added Timber manager (1/10)



Fire/Police Pension Board

Efficiencies
Asset allocation study (10/09)
Adjust valuation corridor to 75-125% (5/10)
Move Disability TPA to Prudential (5/10)
Comingle DB and Disability assets (5/10)

Unbundle & RFP: Custodian, Fund Managers,
and TPA for DB and Disability (2011)




Assumption Rate
and Actual Returns



Fire/Police Pension Board

Assumption Rate
Set by actuary (Segal) when establishing: 7%:%
Dahab: Comfortable with 7%:% (12/05)

Segal: reasonable for 72% to 8%, most public
plans at 8%, comfortable with 7%:% (7/08)

VRS & City Supplemental changed assumption
rate from 8% to 7%2% in 2006.



Figure 3. Distribution of public pension fund

nominal investment return assumptions
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Source: NASRA, Public Pension Plan Investment Return Assumption, March 2010




Figure 1. Median annualized investment
returns for periods ended 12/31/09
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Pension Plan Returns

1Yr 3Yr 5Yr
FY 2005 14.0%
FY 2006 5.4%
FY 2007 17.5% 9.9%
FY 2008 -4.7% 5.7%
FY 2009 -15.7%  -1.9% 1.3%
FY 2010 13.1% -2.7% 2.9%

FY 2011 (3 Qtrs) 15.2%  5.4% 6.0%

Source: Dahab Associates, Performance Review, as of March 2011



DEFINED BENEFIT COMPONENT MARCII31ST, 2011

INVESTMENT GROWTH
200 —
ﬁ 175
<
-
—_
Qo
A 150
i
o
% 125
S
—
=
—
= 100
75 S T . I I I : I .
2006 2007 2008 2009 2010 2011
ACTUAL RETURN LAST PERIOD
---------- 7.5% QUARTER 12/05 - 3/11
---------------- 0.0%
BEGINNING VALULE $ 170,884,533 $ 95,121,254
NET CONTRIBUTIONS -337.636 41,905,498
INVESTMENT RETURN 6,582,624 40,102,772
VALUE ASSUMING ENDING VALUE $ 177,129,521 $ 177,129,521
7.50% RETURN
$ 188,966,800 INCOML 481,708 16,238,384
CAPITAL GAINS (LOSSES) 6,100,916 23,864,388
INVESTMENT RETURN 6,582,624 40,102,772

4 DAHAR ASSOCTATES, INC.



Fire/Police Pension Plan

Issues of Concern



Source: Segal

Pension: Funding Ratio
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City Recommended Contribution Breakdown -
Fire/Police Pension Plan

@ Employer Normal Cost M Administrative Cost W Payment on Unfunded Liability M Contribution Interest Adjustment

29.98

w 26.79« 28.22,
26.41 25 17.

20.73. 21.80«

2004 2005 2006 2007 2008 2009 2010 (Draft)

Source: Segal Company, Valuation Reports 2004, 2006-09 and Cheiron, (Preliminary) Valuation Report 2010




Fire/Police Pension Plan

Unfunded Actuarial Accrued Liability (UAAL)
Fund established with S40M UAAL
Poor asset allocation 2004-2005

City Council added 50% subsidy for buy back
increased UAAL by about SO.5M (7 of 12 eligible)

Time lag in funding new contribution rates
Market performance in 2008-09



Fire/Police Pension Plan

Major Actuarial Assumption Changes
e Valuation for 7/2006

— Changes Disability mortality from Social Security
disability mortality rate

— 4 year smoothing, 80-120% corridor

e Valuation for 7/2008
— Changed mortality tables (1983 GMAT to RP-2000)

— Administrative expense increase (shift non-D to
pension plan — Legal, Invest Consult, Actuary)



Fire/Police Pension Plan

Major Actuarial Assumption Changes
e Valuation for 7/2009

— 4 year smoothing, widened corridor to 75-125%

e Valuation for 7/2010 (Draft)
— Changed mortality tables (1983 GMAT to RP-2000)

— Administrative expense increase (shift non-D to
pension plan — Legal, Invest Consult, Actuary)

(Shifts budget expense, but increases contribution rate)



Fire/Police Pension Plan

Issues Affecting Contribution Rates
 Extend Non-Service Disability beyond NRD

— Required legal compliance
— Recent court rulings related to age discrimination

e City adding 0.40% to City Contribution Rate

— Pension Administration staff salary to plans

(Shifts budget expense, but increases contribution rate)

e 2 year delay to fund new contribution rates



Fire/Police Pension Plan

Other Issues

e COLA: Exposure to Deflation
— Based on CPIl 3%

— Feared reduction in 2009
e Negative 11 months (-0.38%)
e Ended positive (0.03%)

* No Ongoing Disability Reviews

— Board passed motion to encourage reviews



Fire/Police Pension Plan

Other Issues

e Disability conversion at NRD
— DB & Disability separate trusts
— May lead to higher cost to for separate benefit
— Pension portion no longer tax-free benefit
— Final Avg Salary recalculated for updated benefit



Fire/Police Pension Plan

Other Issues

e Pension Administration Division Understaffed

— Current only 3 FTEs
— Provides retirement counseling for 2,500 actives

— Oversees allocation, rebalancing, managers for 3
retirement plans, and OPEB

— Performs benefits calculations for disability, and verifies
calculations for pensions

— Provides participant education and communication

— Provides staff for Pension Board (and RBAG)
— And, so much more.....



Considerations for
Council Objectives to RBAG



Fire/Police Pension Plan

Protect Benefits Already Earned
e Old Fire/Police is closed DB — Costly Option

— Only pensioners and beneficiaries
— No actives creates cash flow problems

 Making contribution to new and old plans

e New Fire/Police Pension
— Required to preserve benefits earned
— Costly to close plan



Fire/Police Pension Plan

Competitive with neighboring Jurisdictions
* Pension plan comparable to others

DB is better suited for Public Safety
— Dangerous and physical nature of jobs
— Earlier retirements

— Low turnover rates



Fire/Police Pension Plan

Save and have SECURE Retirement

* Council agrees the best SECURITY is DB
 Pension Board Success

— Good management of funds
— Maximize returns, while reducing risk
— Efficiencies for cost savings and enhanced returns

e Ability to save in 457 Deferred Comp plan



Fire/Police Pension Plan

Defined Benefit vs. Defined Contribution

Topic for Another Meeting



Fire/Police Pension Plan

Fiscally Sustainable Plan

e Future contributions
— 1-2 yrs: slight increases
e smoothing 2008-09 losses

— 3-4 yrs: sizable reductions
 Smoothing 2010 gains

— 5-19 yrs: level rates for assumed returns

— 20+ yrs: significant decrease
e Only pay for Normal Cost
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Summary



Fire/Police Pension Plan

Summary
Relative to the City’s Funding Issues:
e Fire/Police plan not presenting a crisis

* Increased contributions:
— Changes to valuation assumptions
— Poor asset allocation 2004-05
— Market downturn 2008-09

— All present short-term issues



Fire/Police Pension Plan

Summary
e Fire/Police plan is being managed prudently

— Pension Board actively making improvements
* Enhanced Asset Allocation
* Implementing efficiencies and cost reduction actions
 Maintaining technical and legal compliance
e Participants with Plan Administration for common goals



Fire/Police Pension Plan

Summary

e Future plan design, benefits, and funding
issues for Fire/Police plan should be deferred

to Pension Board

e VRS is the primary reason for increased City
pension contributions.



