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OFFICE OF CITY COUNCIL

SUITE 425, CITY HALL

117 W. DUVAL STREET

JACKSONVILLE FL  32202

904-630-1377

SPECIAL COMMITTEE ON CITY PENSION REFORM
MEETING MINUTES
TUESDAY, MAY 19, 2009
3:00 P.M.

CITY COUNCIL CHAMBER
1ST FLOOR, CITY HALL

Attendance: Michael Corrigan (Chair), Warren Jones (arr. 3:23), Reginald Brown, Kevin Hyde

Excused:  Stephen Joost

Subject Matter Experts: John Keane – Police and Fire Pension Fund; Alan Mosley – Chief Administrative Officer; Sheila Caulkins – Retired Employees Association; Henry Cook – Jacksonville Retirement System Board of Trustees; David Kilcrease – FOP/Corrections Officer Pension Plan
Staff: Kirk Sherman, Thomas Carter and Phillip Peterson – Council Auditor’s Office; Derrel Chatmon – General Counsel’s Office; Jessica Stephens – Legislative Services Division; Sherry Hall – Mayor’s Office

The meeting was convened at 3:07 p.m. with a quorum present.  
Chairman Corrigan announced that the charge for the committee has been extended to June 30, 2009 when President Fussell’s term ends.  Should the committee’s work not be completed by then it will be up to the discretion of the new Council President as to whether to extend the committee’s charge further.

Derrel Chatmon – Settlement agreement presentation
Mr. Chatmon, a Practice Group Chief in the General Counsel’s office and the City’s chief labor relations attorney, made a presentation on Ordinance 2000-1164-E which amended several provisions of the City Ordinance Code with regard to the Police and Fire Pension Fund (PFPF).  Mr. Chatmon was requested by the committee at a previous meeting to address two questions: 1) what exactly was the 2000 settlement agreement and what did it do; and 2) in the context of that legislation are there any inhibitions to the City Council amending, adjusting or identifying pension benefits for the police and fire or other City unions.
With regard to the 2000 ordinance Mr. Chatmon stated that it is important to recognize that it is not a “settlement agreement”, it is simply an agreement between two parties.  It takes some of its terms from a 1992 lawsuit settlement agreement which was subsequently amended several times and has since expired.  In 2000 a new agreement was entered into which carried forward some of those previously agreed terms regarding the operation and administration of the PFPF for a 30-year term, including a pension advisory committee, City and member contribution rates, establishment of several specific accounts, etc.
With regard to whether there are inhibitions to the City Council adjusting any pension benefits, the controlling factor is the collective bargaining process, not the 30-year agreement.  If negotiations are taking place between the City administration and a collective bargaining unit over some benefit, then the City Council may not take action on such benefit.  Collective bargaining trumps any Council action with regard to pension benefits in that circumstance.  It has not been the City of Jacksonville’s tradition to collectively bargain over pension benefits.  In answer to a question about the City Council’s ability to enact or change pension benefits outside of the context of collective bargaining, Mr. Chatmon indicated that the City Council should at best make recommendations to the bargaining units and administration, but should not enact benefit changes independently. Otherwise, such an enactment may be objected to by either the bargaining units or the administration and could be deemed an unfair labor practice as a unilateral alteration of the terms and conditions of employment. Although it admittedly has been done in the past when neither the bargaining units nor the administration waived their rights to collectively bargain benefits, that is not the role for Council to play, in light of the prospect that the parties will be negotiating this very topic.
5-year smoothing methodology
Dick Cohee of the PFPF distributed a document dated April 21, 2009 describing how the 5-year smoothing methodology works and why it is used and providing an example of its use. The purpose of a smoothing methodology is to avoid large swings in pension contributions for UAAL from year to year because of investment market volatility.  Smoothing works to dampen swings both ways, in both boom and bust investment climates.  It prevents the need to make very large UAAL contributions when investment markets are down, but also provides for continuing to make such contributions in years when investment returns are high and there might otherwise be a temptation to take a pension funding holiday.
A 5-year smoothing methodology applies a weighting factor to each year’s investment returns, with the most recent year’s returns most heavily weighted (5/15) and the oldest year weighted the least (1/15).  In response to a question about whether the state’s retirement plan regulatory office recognizes smoothing as a valid methodology of determining the value of a pension fund, Mr. Cohee indicated that the method is standard in the pension industry and is recognized by the state as a valid methodology.
Addressing unfunded accrued actuarial liability (UAAL)

Finance Director Mickey Miller distributed and made his presentation from a handout.  He explained that UAAL derives from the expenses resulting from several sources – 1) enhanced benefits without additional contributions, 2) changes in assumptions (mortality, investment performance, retirement patterns), and 3) investment returns.  In Jacksonville he understands that it has been traditional, when considering benefit enhancements, to look at the first year cost of the enhancement but not to consider the rest of the amortized cost over 30 years which the actuary calculates.  On a “level percentage of payroll” basis the City can make big contributions for many years on the front end (for the first 10 years of the 30 year amortization process) and not see much, if any, substantial reduction in UAAL until years 20 to 30.
Mr. Miller proposed three possible means of addressing the UAAL: 1) pension obligations bonds (POBs), 2) capital appreciation bonds (CABs), and 3) a dedicated millage for pension obligations.
Pension obligation bonds: involve selling taxable bonds, paying fixed debt service over a long period of time (typically 20 to 30 years), and investing the proceeds of the bond sale in the pension fund to generate investment returns sufficient to both cover the debt service cost and pay down the UAAL.  Timing is all-important in using the POB methodology – bonds must be purchased at or very near the bottom of an economic downturn so that there will be a substantial upside potential for the investments.  Mis-timing the market and investing the proceeds of bond sales before a market decline just compounds the original problem.  Not only does the UAAL persist or even grow, but now there is an additional debt service obligation that must be met as well.

Mr. Miller cautioned that the POB methodology requires a long-term perspective and discipline.  The method incurs debt for years to come to essentially pay for current year expenses.  If the method is successfully implemented and the invested bond proceeds produce good returns and reduce the UAAL to zero, then there is a temptation to think that the pension fund is fully funded and thus benefit enhancements are again affordable.  This temptation must be resisted.  The City’s ordinances prohibit Council consideration of enhanced pension benefits if the fund in question is less than 90% fully actuarially funded.  He recommends a goal of 118 to 120% so that there is sufficient cushion to remain fully funded in face of the next inevitable market decline.  A fund isn’t really “fully funded” until it has sufficient reserves to withstand a 25% market downturn and still be nearly 100% actuarially funded.

Capital appreciation bond: a long-term debt obligation where there are no debt service payments for most of the life of the obligation, then substantial back-loaded payments (i.e. last 8 years of a 30 year bond) in the final years.  In Mr. Miller’s opinion this method may sound attractive, but there are far too many unknown factors (future investment earnings, changes in pension benefits between now and the end of the bond period, etc.) to be able to say with much certainty what your revenue stream or UAAL will be at that point in time.  Also, Governmental Accounting Standards Board (GASB) regulations require that local governments recognize and book the future expenses for such bond liabilities in each year’s budget which defeats the purpose of investing in a vehicle that doesn’t require annual payments.
Dedicated millage for pension obligations: would probably require 2.5 to 3 mills for 10 years to liquidate our current UAAL.  There appears to be no appetite in Jacksonville at this time for a dedicated millage for this purpose.  
In response to a question from Council Member Hyde, Mr. Miller indicated that POBs have not been used extensively in Florida to this point.  Gainesville has tried it twice, once successfully and once very unsuccessfully.  He and his investment advisor, PFM Group, have developed a new sort of POB model with a number of features – investment in equities only, establishment of dedicated trust funds separate from the pension fund itself for UAAL or debt service payoff only, higher stabilization reserve goals, implemented only at the bottom of a market trough – that has not yet been tried.  He will not go further down the path toward a POB issue without an indication from Council that they are at least willing to consider it.  If not, then no need to invest any further time or effort in the exploration.  If the Council is interested, then the next step is to bring in a third party expert to make a more detailed presentation.
In response to a question from John Keane, Derrel Chatmon stated that the provisions of the 30-year agreement between the PFPF board and the City (2000-1164-E as subsequently amended) are currently in force, but some of its provisions are voidable by the City and subject to future collective bargaining between the police and fire unions and the City.  Mr. Keane requested a list of the provisions that are voidable.  Mr. Chatmon stated that the provisions of the agreement regarding administrative and operational procedures of the pension fund are effective for the life of the agreement; with regard to pension benefits, City Council ultimately determines employee benefits, within the context of its proper role in the collective bargaining process.
The topic for the next meeting will be the presentation by a nationally-recognized expert in the field of pension obligation bonds, if that can be arranged.  If not, then the Chairman will inform the committee of an alternative topic.
The next meeting will be held on Tuesday, June 2nd at 3:00 p.m.
There being no further business, the meeting was adjourned at 4:19 p.m.
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