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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 SUSTAINABILITY
MEETING MINUTES
TUESDAY, JUNE 16, 2009
3:00 P.M.

CITY COUNCIL CHAMBER
1ST FLOOR, CITY HALL

Attendance: Michael Corrigan (Chair), Warren Jones, Reginald Brown, Kevin Hyde, 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 3:08 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.  He has spoken with President-Elect Clark about extending the work of the committee into the next Council year and is believes that will happen once Mr. Clark is officially installed as President.
Mr. Corrigan asked John Keane to discuss his memo dated June 16, 2009 outlining the effects of the recent upturn in the stock markets.  Mr. Keane explained that since the markets reached their low point on March 9, 2009, the recent market recovery has produced a $122.5 million increase in market value in the Police and Fire Pension Fund (17.66% return over last 98 days).

Derrel Chatmon – Settlement agreement presentation
Mr. Chatmon, Practice Group Chief in the General Counsel’s office and the City’s chief labor relations attorney, responded to questions posed by letter dated June 8, 2009 from John Keane to Chairman Corrigan after the discussion at the previous meeting about Ordinance 2000-1164-E which amended several provisions of the City Ordinance Code with regard to the Police and Fire Pension Fund (PFPF).  
1) Is Ordinance 2000-1164-E in full force?  Answer – Ordinance 2000-1164-E was not a reiteration of prior ordinance 91-1017-605.  To the extent that collective bargaining exists in Florida, no agreement can keep either bargaining units or management from negotiating over benefits.  It has been the past practice in Jacksonville not to bargain over such benefits, but only because neither party has objected to benefits being established outside of a collective bargaining process.  Should either a union or City management choose to collectively bargain over benefits, then any provisions of Ordinance 200-1164-E are voidable so to allow such bargaining to take place.  
2) May either party to the agreement unilaterally void any section or provision of the agreement covered by Ordinance 2000-1164-E?  Answer – At least as far as pension benefits are concerned, the collective bargaining process is superior to any other sort of agreement and therefore surpasses the ability of either the unions or management to be restricted by another agreement such as the ordinance in question.  Collective bargaining over benefits trumps any other form of agreement over benefits.
In answer to a question from Council Member Joost about whether the collective bargaining process could add to or subtract from benefits currently being received by retirees of the pension plan, Mr. Chatmon replied that they could be affected to the extent that the state’s collective bargaining rules permit any of the benefits in question to be affected by the collective bargaining process.  He was unsure without further research whether or to what extent the pension benefits of retirees could be affected by current collective bargaining.

Girard Miller – Public Financial Management Group (PFM)
City Chief Financial Officer Mickey Miller introduced Girard Miller who has worked over the years for the Government Finance Officers Association (GFOA), Fidelity Investments, the International City/ County Management Association Retirement Corporation, Janus Investing, and now Public Financial Management Group.
Mr. Miller explained that there have been very few pension obligation bonds (POBs) issued since the 1980s and the few that have been sold have met with varying degrees of success.  Some jurisdictions sold the bonds at stock market peaks and then fell even further behind in meeting their actuarial funding liabilities when stock prices fell.  Other jurisdictions sold the bonds at the bottom of stock market troughs and did very well with their investments until the next downturn in the stock market cycle.  Just giving all of the proceeds of a POB issue to a pension fund to be invested in the fund’s usual portfolio (typically 60-70% equities and 30-40% bonds) doesn’t make much sense – why sell taxable bonds to invest 30-40% of the proceeds in more bonds, plus pay transaction costs, underwriting fees, etc. on top?
PFM proposes a new model of benefits bonds in which 100% of the proceeds of a sale at or near the bottom of an investment market trough is invested in stocks through a system that safeguards the taxpayers who are ultimately financially responsible for the debt service on the bonds.  It does so by putting mechanisms in place to prevent pension plan beneficiaries (retirees, currently active employees, collective bargaining units) from asking for enhanced benefits and to prevent future city councils from granting benefit enhancements when the pension plan becomes “fully funded” or “overfunded”.  The goal is to get the pension fund in question up to 80-85% fully actuarially funded with the proceeds of the bond sale while protecting the taxpayer primarily.  When the pension plan gets to 100-120% actuarially funded because of investment growth, then take any “excess funding” and use it to pay off the benefits bonds early, reducing the debt service requirements to the city’s general fund.  

The bond proceeds could be put into a trust fund controlled either by the pension plan or by the city.  Research shows that a mixture of variable rate and fixed rate benefit bonds produces better returns than selling straight 30 year fixed rate bonds.  It is also probably not the best strategy to pin everything on a one-time bond sale and investment; it may be better to sell several bond issues at different times to react to shifting market conditions.
Mr. Miller cautioned that an investment strategy that works over the course of 30 years (i.e. stocks always outperform bonds) does not necessarily work over 20 years, or especially over 10 or 5 years.  The risks of the investment market are real and you have to be prepared to go through some short term pain to get the desired long term gains.  Nationally, pension funding costs will double from 2000 to 2012 because of a combination of new benefits granted at the height of the stock market when pension funds were considered “overfunded” and the subsequent plunge of the investment markets in 2001 and 2008.
In answer to a question, Mr. Miller stated that it was possible for the City to sell a $500 million pension benefit bond directly to the Police and Fire Pension Fund and avoid most of the issuance and underwriting costs, but that would come at the cost of reducing the diversification of the pension fund’s investment portfolio to have such a large stake in one instrument.  Mr. Miller estimated the issuance costs of a $500 million pension benefit bond at less than $500,000, plus the underwriter’s percentage.  In response to another question he indicated that relatively few governments are issuing pension bonds of any sort because the interest rates on taxable municipal bonds are not favorable, plus there is competition in the marketplace from federal infrastructure bonds, plus the stock market rebound makes pension bonds a less attractive option than they were some months ago.

Mr. Miller reiterated his earlier comments that a good funding ratio for a pension fund at this time is about 80-85% so that the inevitable (at some point) stock market rebound will take the percentage to 100-120%.  A fully funded pension fund is one that can withstand a 20% market drop and remain 100% funded.  He stated that pension obligation bonds are not a panacea for fixing pension funding problems.  There will always be ups and downs in the economic cycle, market booms and busts, and inevitable pension funding problems.  The benefit bonds he describes, with a separate controlled trust fund, 100% investment in stocks, and regulations to protect the taxpayer first and foremost, are one tool that can help in the right set of circumstances.  Correct timing of the market cycle is vital to success.
The next meeting, assuming the incoming Council President reappoints the committee to continue its work, will be held on Tuesday, July 21st at 3:00 p.m.
There being no further business, the meeting was adjourned at 4:37 p.m.
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City Council Research Division
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