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       1                   P R O C E E D I N G S

       2   September 15, 2009                      3:05 p.m.

       3                         -  -  -

       4             THE CHAIRMAN:  Good afternoon, ladies and

       5        gentlemen.

       6             We'll call to order the Special Committee

       7        on City Pension Sustainability.

       8             Good afternoon.  Thank you, everyone, for

       9        being here.

      10             For the record, we will let it reflect that

      11        Councilmember Hyde, Jones, and Joost are here.

      12        I'm Councilmember Corrigan.  Councilmember Brown

      13        has been excused for military leave, so I

      14        commend him for that.

      15             Glad to see all of our subject matter

      16        experts back and the Council Auditor's Office

      17        and Office of General Counsel.

      18             Today -- I don't think we'll be here an

      19        overly-long period today.  I'll kind of bring us

      20        all back -- circle back around to where we

      21        were.  We spent a great deal of time talking

      22        about the unfunded liability.  We also spent

      23        some time talking about our actuarial assumption

      24        percentages, and today I kind of wanted to shift

      25        gears a little bit and really kind of do an
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       1        overview of what are -- our current pension

       2        benefits that we have, and just to make sure

       3        everybody has it on the table, any feedback from

       4        either the council members or the subject matter

       5        experts on that, and then leave from there and

       6        begin to look at what can we do or what findings

       7        would we want to make in order to -- to present

       8        to the council president and the administration

       9        moving forward.

      10             There was some discussion last time that we

      11        were visiting, that we may change to a

      12        monthly-type format rather than a twice a month

      13        format.  I am going to enact that starting

      14        today.

      15             We will -- instead of meeting every

      16        committee week, we will change and meet on the

      17        fourth Tuesday of each month.  So the next

      18        meeting, I think it says on your calendars is

      19        October 6th.  It's actually going to be on

      20        October 20th.

      21             Especially our subject matter experts, if

      22        you could make a note of that, I would

      23        appreciate that.

      24             That will give us some time if we want to

      25        delve into some bigger issues that we'll have
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       1        time to do it and not try to rush things and

       2        come back with half answers or anything else.

       3             So our next meeting will be on October

       4        20th, and we'll send out a new committee

       5        schedule when those meetings will be, working on

       6        that.

       7             So that's kind of setting the table.

       8             What I wanted to do today was to -- to

       9        have -- and I'm not sure who's going to do what,

      10        so kind of raise your hand as we get to it --

      11        kind of an overview of what are the current

      12        pension benefits that we provide to our

      13        employees of this great government.

      14             We can just go down, as your agenda says,

      15        and start with general employees, followed by

      16        police and fire, followed by corrections, and --

      17        I think most of us know that police and fire and

      18        corrections are similar in nature, but there are

      19        some differences and I wanted to kind of get

      20        those out on the table today.

      21             So who is going to handle our general

      22        employees -- Mickey, are you going to do that

      23        for us today?

      24             MR. MILLER:  Yes.

      25             THE CHAIRMAN:  Come on up to the microphone
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       1        and take us through that.

       2             And we'll stop for questions anytime during

       3        this.  If somebody has a question or

       4        clarification, we'll stop and --

       5             MR. MILLER:  I'm adding one more thing to

       6        your list.  There's this haunting issue

       7        regarding all the City employees about what --

       8        the impact on Social Security, so there's a

       9        separate schedule that shows the impact with

      10        regard to the Social Security question.  We'll

      11        get to that.

      12             You should have a document in front of

      13        you.  Take the paper clip off.  I'll come back

      14        to the attachments.

      15             There's an outline that talks about a

      16        presentation today, comparing the City of

      17        Jacksonville benefits to the Florida retirement

      18        system and to Social Security, understanding

      19        exactly how those benefits compare and how you

      20        might look at that from a different point of

      21        view.

      22             Please feel free to ask me a question.  If

      23        I'm otherwise going to answer it later, I may

      24        elect to defer, if you allow me, to the time

      25        we'd otherwise -- it would come up in the
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       1        presentation, but normally I'll answer whatever

       2        questions you ask.  Try to, anyhow.

       3             Again, Mickey Miller, representing the

       4        Finance Department.

       5             On the next page, a fairly simple -- talk

       6        about normal retirement, early retirement, a

       7        COLA and a DROP, which is the basic elements.

       8        There are a lot of additional details, but these

       9        are the basic elements for comparison of the

      10        pension plan.

      11             For the general employee plan, there's an

      12        accrual rate of 2.5 percent and a maximum

      13        benefit of 80 percent, which is 32 years of

      14        service.  Thirty-two times two-and-a-half

      15        percent gets you to 80 percent.

      16             The normal retirement -- there are three

      17        listed here.  If you're 65 years of age, you

      18        only need five years of service to meet that

      19        standard.  The normal 30 years of service at any

      20        age, and 55 years of age and 20 years of service

      21        gets you a standard -- no adjustment, no

      22        cutbacks or penalties or shortchanges in that

      23        process.

      24             There are two within the general employee

      25        plan of early retirement provisions.  One is to
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       1        extend if you've got 25 years service but you

       2        haven't yet reached 55.

       3             It's a pretty strong penalty, though, if

       4        you think about it, going from 2-and-a-half

       5        percent to 2 percent would be like a 20 percent

       6        adjustment to your eventual benefit, but

       7        basically you add 25 years of age, less than

       8        55 years of service, because if you -- 55 years

       9        of service you only need only 20 years of age

      10        [sic], and the second is that window of time

      11        where you're 50 years of age and have 20 years

      12        of service, but you're not 55 years of age.

      13             Now, if you think about one-half of

      14        1 percent per month, that's 6 percent a year.

      15        That's still a fair -- that's about what the

      16        cost is for an early retirement penalty

      17        payment.  Typically, if you were doing -- get a

      18        payment -- a payment stream starting a year

      19        earlier, it should cost you about 6 percent of

      20        pay -- 6 percent of the benefit, pardon me.

      21             So basically those are the two early

      22        retirement options in the current general

      23        employee plan.

      24             And their COLA is a 3 percent annual COLA,

      25        but you have to -- I think it's in April, if
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       1        you're looking for some of those details.  There

       2        was a bill to move it to January, but I don't

       3        think it actually passed the council -- and

       4        after five years of service.  So basically you

       5        also have a five-year back-DROP.

       6             Now, we put this in place -- a back-DROP

       7        difference from a forward DROP is the time

       8        you're actually considering whether you take a

       9        pension and what -- how many years of service

      10        you do in a back-DROP.  You have all the numbers

      11        in front of you because there's an earnings

      12        assumption plus or minus 4 percent.

      13             If we lose 20 percent in the plan -- which

      14        we hope not to do too often but we have done

      15        recently -- then you're only down 4.  If we're

      16        up 20 percent, the money in the DROP account is

      17        only up by 4 percent.

      18             Let's talk a little bit about DROP.

      19             DROP is an opportunity to stay in your

      20        present job, but basically effectively be

      21        retired.  For a five year period you can draw

      22        your salary and have what would be your payments

      23        into your pension go into a pretax account and

      24        earn interest.

      25             So at the end of a five-year period on a

           Diane M. Tropia, P.O. Box 2375, Jacksonville, Fl 32203

                                                           9

       1        forward DROP, you would have been paid your

       2        salary for the five years, you have effectively

       3        been paid your pension benefit for the five

       4        years, and that money would have earned a

       5        certain amount of earnings during that interim

       6        five-year period.

       7             That money will be in a pretax account that

       8        you could then -- under the general employee

       9        plan, within six months you need to move it

      10        somewhere else.  So there's no guarantee of

      11        earnings other than this range of plus or minus

      12        4 percent.

      13             But at the time you do a back-DROP -- you

      14        say, well, if I retired five years ago or four

      15        years ago or three years ago or two years ago or

      16        one year ago, meeting the standards of 30 and

      17        32, then what would my benefit be and what would

      18        my accumulation be in the DROP account?

      19             So there's a multiple series of answers you

      20        can get, but there's no uncertainty because at

      21        that point on the back-DROP you have all the

      22        facts in front of you at the time you make the

      23        decision, unlike a forward DROP because you're

      24        starting in a forward DROP to have the two

      25        payment streams go parallel, but what you earn
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       1        or don't earn is a function of the marketplace,

       2        which is a five-year forward window, which you

       3        have minimal, if any, control.

       4             So a back-DROP gives you a lot more factual

       5        information, but also changes the benefit

       6        structure because you may have retired at

       7        30 years or 31 years or 32 years, based on how

       8        those factors may affect the benefits you want,

       9        as well as the accumulation in the DROP account

      10        that you might want to have available for you.

      11             Why did DROP accounts start?  They did not

      12        start with general employees.  They started

      13        largely with police and fire around 14, 15,

      14        16 years ago in Texas, I believe.  It rapidly

      15        moved to Florida.  Florida was one of the early

      16        participants in the program, and most local

      17        government programs have a DROP.

      18             The state of Florida, by the way,

      19        introduced DROP for all of its 600,000 employees

      20        at one time.  So they put a DROP -- five-year

      21        forward DROP system in place for all of their

      22        then present employees at one time.  That's

      23        high-risk employees, whether normal employees --

      24        regular employees.

      25             In the state system -- we'll get to it in a
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       1        second -- there's a couple of categories -- an

       2        executive-type category that comes into that

       3        play.

       4             But here's your basic benefit, which will

       5        come back to a regular employee and the

       6        correct- -- and the general employee -- excuse

       7        me -- in the state system, as well as what the

       8        basic benefits are for Social Security as part

       9        of this discussion.

      10             So at basically 30 years of service, you

      11        have 75 percent of pay for the rest of your

      12        life, and five years later the 3 percent of COLA

      13        will begin and can work for the rest of your

      14        life.

      15             The spousal benefit on all of these in the

      16        City of Jacksonville programs are all 75 percent

      17        with no actuarial adjustment.

      18             Now, the typical program would be a series

      19        of choices:  Life only, life with a ten-year

      20        certain.  Fifty percent, 66 and two-thirds

      21        percent, 75 percent, 100 percent.  But there

      22        will be an actuarial adjustment to the retiree's

      23        benefit to equate the payment stream for the

      24        retiree and the spouse having to do with the age

      25        of the retiree and the age of the spouse at the
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       1        time of the calculation.

       2             But all three of the City of Jacksonville

       3        plans have a 75 percent spousal benefit with no

       4        actuarial adjustment at all, which is a fairly

       5        rich element of your overall package of

       6        benefits.

       7             Moving on to the next page, police and fire

       8        are only slightly different.  They've ended up

       9        being relatively similar, I think, at this

      10        point.  Police and fire -- I'm sorry -- and

      11        corrections as of the second there.

      12             But you get 3 percent for the first

      13        20 years.  You get 2 percent for the next ten

      14        years.  You still have a maximum of 80 percent,

      15        but it only takes you 30 years to do that for

      16        police and fire as opposed to 32.

      17             Normal retirement is any time after

      18        20 years of service at any age.  So if you come

      19        to work for the police and fire department --

      20        right now I think the police department requires

      21        a college degree, the fire department does not.

      22        So you can start at different points in time,

      23        but you could be drawing a forward benefit as

      24        early as your early to mid 40s.

      25             Because there is no minimum age
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       1        requirement, the -- basically it's just 20 years

       2        of service or more, and then you also could

       3        draw -- move into DROP any time after five

       4        years -- any time after 20 years and be in DROP

       5        for a maximum of five years.

       6             Some people go into DROP for a period of

       7        five years but may leave after two years or

       8        three years.  Often it has to do with them

       9        finding another job to go to because basically

      10        they're in their current job until they find

      11        another job.  And then presumably, once they

      12        leave the City's employ, the DROP account starts

      13        becoming a regular pension benefit as it would

      14        otherwise.

      15             Yes, sir.

      16             THE CHAIRMAN:  So, Mickey, you can say

      17        you're doing a five-year DROP and change it to

      18        any year DROP you want to --

      19             MR. MILLER:  You typically, I think, sign

      20        up for five years, but you're eligible to leave

      21        early, at your own discretion, is my

      22        understanding.

      23             Now, the police department may have a

      24        quarterly mechanic to that, but I think -- I

      25        don't know if it's quarterly or monthly on the
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       1        police and fire.  I haven't gone to that level

       2        of detail.  Mr. Keane may be able to help me.

       3             THE CHAIRMAN:  John, do you want to add to

       4        that or --

       5             MR. KEANE:  I thought your instruction was

       6        that everybody was (inaudible).  Mickey is going

       7        to talk about everybody?

       8             MR. MILLER:  That's what I was asked to

       9        do.  I misunderstood.

      10             THE CHAIRMAN:  I did not give specific

      11        instructions on how to do it, but --

      12             MR. MILLER:  Well, I will run over these

      13        quickly since somebody else may want to talk

      14        about them, but it -- it lays it out on the

      15        page.

      16             The only real difference between police and

      17        fire now and corrections, I believe, is the DROP

      18        earnings relationship, where you have a

      19        guaranteed 8.5 on one and you have a portfolio

      20        return with a zero minimum on the other.

      21             THE CHAIRMAN:  Mickey, Councilman Joost has

      22        a question.

      23             MR. JOOST:  Thank you.

      24             Concerning the DROP, going back, let's say,

      25        just for ease of calculations -- just say I'm
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       1        making $100,000 a year and I'm already at my

       2        80 percent and I decided to do a DROP for five

       3        years, so for five years I accumulate $80,000 in

       4        my DROP plan; is that how that works?

       5             MR. MILLER:  On a biweekly basis, yes,

       6        roughly.

       7             MR. JOOST:  Well, 80,000 per year?

       8             MR. MILLER:  Paid biweekly, accumulating

       9        interest from day one.

      10             MR. JOOST:  Okay.  And then on the spousal

      11        benefit, on the regular pension that's

      12        75 percent, but on the DROP, is that

      13        100 percent?

      14             MR. MILLER:  No.  It's all 75 -- if you

      15        were to die during DROP; is that what you're

      16        asking?

      17             MR. JOOST:  No.  Let's say I'm in my first

      18        year of retirement and, you know, I have a heart

      19        attack and I'm out.  And I have accumulated

      20        80,000 times five, I've accumulated 400,000 in

      21        my DROP plan.  What happens to that 400,000?  My

      22        spouse only gets 300,000 of it?

      23             MR. MILLER:  No.  Two different things.

      24             MR. JOOST:  I'm just talking about the

      25        DROP.
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       1             MR. MILLER:  Okay.  With regard to the

       2        DROP, whatever is in the account is yours.  If

       3        you were to die a month after you complete the

       4        five-year DROP, then the entire -- whatever is

       5        accumulated at that point is yours.

       6             MR. JOOST:  So the whole 400,000 goes to my

       7        spouse?

       8             MR. MILLER:  Well -- or whoever you

       9        designate to be the primary beneficiary.

      10             MR. JOOST:  And then let's say, for

      11        argument's sake, over time I never touch any of

      12        that principle.  Let's say, for example, I'm

      13        in -- you know, where the police earn

      14        8.4 percent on that, so just call it -- what is

      15        that, about 35-, 40,000 a year on what I have

      16        accumulated?  So how far down can that corpus be

      17        passed?

      18             MR. MILLER:  Well, I'll attempt to answer,

      19        but Mr. Keane may want to clarify my answer.

      20             It's my understanding you earn the

      21        8.4 percent as long as there's money in the

      22        account.  The money can stay in the account

      23        indefinitely, so you can have --

      24             MR. JOOST:  Pass it down one, two, three,

      25        four generations, as long as it's never
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       1        touched?

       2             MR. MILLER:  You can at least pass it down

       3        beyond yourself and your spouse to the next

       4        generation.  Whether it gets beyond -- at some

       5        point you start drawing -- if you just draw the

       6        interest, it would sit there and earn

       7        8.4 percent indefinitely, as long as money is

       8        still in the account.  That's my understanding.

       9             MR. JOOST:  That's my question.

      10             Thank you.

      11             THE CHAIRMAN:  Okay.  Go ahead, Mickey.

      12             MR. MILLER:  Corrections difference has to

      13        do with the portfolio return.  As we've

      14        discussed at some length, you still have the

      15        3 percent for the first 20 years, 2 percent for

      16        the next ten.  The maximum accrual, 20 percent

      17        benefit, 3 percent COLA.

      18             Now, in all of these plans, the first COLA

      19        can actually be within three months of

      20        retirement.  If you retire in the September

      21        quarterly class -- there's quarterly classes

      22        going in and coming out of DROP under both

      23        police and fire and corrections.

      24             If you retire in the September class, you

      25        will see your first COLA in December of the same
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       1        year, or your sixth COLA.  You see, you do get

       2        COLAs in police and fire and corrections

       3        throughout the five-year DROP period.

       4             So if you retired in September, you'd see

       5        your first COLA in September the same year.  And

       6        while you were in DROP, you would have received

       7        five.  So the -- that just increases the corpus

       8        and presumably increases the potential for

       9        earnings during that period of time.

      10             Now, if you're in general employee, there's

      11        a five-year waiting period after you retire

      12        before you receive your first COLA.  That's not

      13        uncommon.  I've seen plans with four or

      14        five-year wait periods after you retire.

      15             THE CHAIRMAN:  So if you -- as you said

      16        earlier, back-DROP in general employees, it

      17        doesn't have any effect on how soon you receive

      18        that COLA?

      19             MR. MILLER:  If you back-DROP, I think it's

      20        still from the point you leave.  So if you

      21        back-DROP five years, I think you end up waiting

      22        ten under the general employee plan.

      23             THE CHAIRMAN:  Okay.

      24             MR. MILLER:  Or ten from the point that you

      25        would have began DROP in the back-DROP, so five
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       1        years after you actually leave.

       2             THE CHAIRMAN:  Five years, okay.  Go ahead.

       3             Thank you.

       4             MR. MILLER:  The next page, the State of

       5        Florida program, I've just broken that down into

       6        two categories, regular employee and high-risk,

       7        because I believe the sheriff, the fire and the

       8        corrections would all fit into the high-risk

       9        category under the State of Florida system.

      10             MR. JOOST:  How about council people?

      11             MR. MILLER:  The council people are in a

      12        separate category, but they also get the

      13        3 percent.

      14             MR. JOOST:  I feel like high risk.

      15             MR. MILLER:  I'm not touching that line.

      16             THE CHAIRMAN:  That's just if you're

      17        Finance chairman and it's been a bad year.

      18             MR. MILLER:  On the top of the page, we

      19        talk about the accrual rates and the issues.

      20             Now, on the retirement system -- some of

      21        these I didn't make up; it's just as I

      22        understand it based on pamphlets they've handed

      23        out that we had to look at in preparing this.

      24             The 1.6 accrual rate, that's for the

      25        regular employee.  That's not the special risk,

           Diane M. Tropia, P.O. Box 2375, Jacksonville, Fl 32203

                                                           20

       1        that's not the elected officials, and there's

       2        also an executive service class which is

       3        2 percent versus 1.6.

       4             But basically the regular employee works at

       5        a 1.6 accrual, so 30 years of service is a

       6        48 percent accrual versus a 75 or 80 percent

       7        accrual as the circumstances might be.

       8             But if you're 62, you only have to have

       9        worked for six years, which is the vesting

      10        provision, much like you'll find in our general

      11        employee.  If you're 65 and five, you draw a

      12        benefit.  It won't be a large benefit because

      13        it's only five years of service, but basically

      14        you can draw a benefit in the state plan at

      15        62 and six.

      16             Early retirement is a little more

      17        complicated than our model.  You can get an

      18        early retirement within the 20 years of being

      19        62.  So you can get an early retirement as early

      20        as 42.  It will cost you 100 percent of benefits

      21        to do that, so I'm not sure what the point is,

      22        because at 5 percent per year, earlier than 62,

      23        it's pretty expensive over time.

      24             THE CHAIRMAN:  Twenty times five, that

      25        would be right around 100 percent.
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       1             MR. MILLER:  Yes.

       2             If you retired at 42 --

       3             THE CHAIRMAN:  Matter of fact --

       4             MR. MILLER:  -- you'd have exactly zero

       5        percent of whatever you earned at that point in

       6        time, so it probably won't happen with any

       7        regularity.

       8             But, again, the DROP account here, if you

       9        have 30 -- I think between 30 and 31, you have

      10        one year where you can still do a five-year

      11        DROP.  I think when you get to 31, you start

      12        reducing the level of DROP you can do after

      13        31 years of service.  That's my memory.

      14             You have a guaranteed rate in the plan at

      15        6.5 percent, but you, I think, have to move the

      16        money after you end DROP within six months.  You

      17        have to put it into an IRA, to a 457, a 401(a).

      18        You have to move it into a tax-exempt account --

      19        a tax-deferred account within six months of

      20        leaving employ.

      21             Now, in regard to -- obviously the sheriff,

      22        fire, and corrections, you have a 3 percent

      23        accrual.  You have the 25, 55 and 6 versus 62

      24        and 6, but you have that same 5 percent penalty

      25        earl- -- 20 years earlier than 55.  And, of
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       1        course, if you try to retire at 35, you end up

       2        with exactly zero benefit because you eliminated

       3        the entire benefit in that process.  Not

       4        likely.  And presumably you have a 3 percent

       5        after one year.

       6             Both state plans provide for a proration.

       7        They measure -- I believe it's June -- March or

       8        June.  And then if you retire midstream, you get

       9        a proration for year one and then an annual

      10        payment thereafter.

      11             Our police and fire plans, as I understand

      12        it, provide for a full payment even though it's

      13        only three months after you retire.  If you

      14        retire in September, the maximal opportunity,

      15        you get your first annual COLA in December as a

      16        full 3 percent for comparison purposes.

      17             Now, Social Security -- and what is this --

      18        this term you may learn to hate, but this

      19        windfall elimination provision, which affects

      20        most of our employees.

      21             The Social Security benefits change each

      22        year.  There's a couple of attachments I have

      23        here in a minute we'll come back to that help

      24        you understand this a little better.  One I

      25        attribute to Mr. Cohee that he wrote about a
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       1        year ago, an excellent document.

       2             For the first $744 in 2009, you get

       3        90 percent.  And then for the next $3,700, you

       4        get 32 percent.  And any number above that, you

       5        get 15 percent.  And for the current year --

       6        that's up to 102,000.

       7             There is a cap within Social Security.  If

       8        you make above the cap, the calculations don't

       9        go above the cap.  So -- for a chance, if you're

      10        making 125,000 but your cap was 102,000, then

      11        you only get calculation participation that goes

      12        up to that cap number.

      13             Having been a person above the cap for

      14        25 years in Orlando, I fully understand how that

      15        system works.

      16             So basically there's a calculation.

      17             Early retirement at 62 largely has to do

      18        with the date you were born.  Now, the early

      19        retirement and windfall elimination are separate

      20        and apart and potentially additives with regard

      21        to benefit reduction.

      22             But if you're looking at the date of birth,

      23        it shows you the difference, the point in time

      24        you could normally retire, the number of months

      25        between retiring at 62 in that circumstance and
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       1        the level of percentage benefits.

       2             So if your benefit is a thousand, $1,500,

       3        when that last column says you reduce

       4        20 percent, 25, 27-and-a-half to 30, that's the

       5        benefit that you're reducing.

       6             Now, there's a whole mathematical formula

       7        as to what the various different months --

       8        36 versus 60 months would be is a factor of that

       9        benefit and whether the early payments would be

      10        better for you or not.  That is the early

      11        retirement benefit as of today.

      12             The windfall elimination.  Now, this

      13        affects us because our employees at some point

      14        stop participating in Social Security, but the

      15        elective option to do that had to occur before

      16        1986 because the federal government decided this

      17        is a bad idea, so they said anybody who hasn't

      18        done it by now can't do it.

      19             It was limited to local governments and it

      20        was limited for those who exercised the

      21        privilege before the door closed, which included

      22        the City of Jacksonville.

      23             To get Social Security benefits, you have

      24        to have ten quarters -- ten years, 40 quarters.

      25        That's a minimum opportunity to participate in

           Diane M. Tropia, P.O. Box 2375, Jacksonville, Fl 32203

                                                           25

       1        the Social Security program.

       2             If you have 30 years, or 120 quarters, then

       3        this windfall provision does not apply to you.

       4        The maximum benefit that's calculated here is

       5        $372 per month -- $372 per month.

       6             Now, if you'll take this document, this

       7        download from the IRS document that's attached

       8        to your package, the Retirement Planner on the

       9        top, and just turn first page over, that grid

      10        that shows -- when you reach 62, going from 1990

      11        to 2009, shows you that 20- to 30-year

      12        progression.

      13             In other words, if you have 25 years, then

      14        you only have the 5 percent progression.  Five

      15        times 25, plus 40, 65, and the number that's on

      16        my sheet will compare to the number that's on

      17        the 2009 number for 25 at $186.

      18             So if you have more than 20 years -- for

      19        every year you have more than 20 years, you add

      20        back 5 percent to that 50 percent reduction that

      21        occurs.

      22             And the only thing that changed on -- it

      23        says "last" here.  The one typo I apologize

      24        for.  The word "last" near the bottom of the

      25        page should actually be "first."  I apologize
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       1        for that.  I just saw it after the documents

       2        were reproduced.

       3             Let's backup to that.  Ninety percent of

       4        the first $744, this table shows you that

       5        implication and how that's changed in almost

       6        20 years with regard to the calculations.

       7             So the people who have worked here for us

       8        for 20, 25 years, or 30 years, they may have

       9        worked elsewhere even before they came to work

      10        for us, they may be working elsewhere and

      11        meeting some minimum standards -- if they're

      12        running their own business; I think some of the

      13        fire service basically have side businesses --

      14        I'm not being critical.  It's just my

      15        understanding that some of that occurs.

      16             To earn Social Security benefits, you must

      17        earn your 40 quarters at a minimum.  And between

      18        ten years or 40 quarters and 80 quarters, you

      19        have this maximum penalty because you worked for

      20        us for a portion of that time, but if you have

      21        the 30 years, 120 quarters, there's no penalty

      22        to it.

      23             So there's a minimum at ten and a --

      24        penalized -- safe harbor provision if you have

      25        30.  Those are the provisions of how the
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       1        windfall elimination works, and this page and

       2        others are easily downloadable off the website.

       3             The last document you have I will attribute

       4        to Mr. Cohee.  He did an excellent job of

       5        writing it up.  I think it was written up for

       6        their newsletter to go out to their retirees and

       7        written for that audience.  It's focused, and

       8        it's about a year old.  The date may be 2008

       9        numbers versus 2009, but it's an excellent

      10        write-up and that's why I wanted to, A,

      11        compliment on his effort; and B, make it

      12        available to you so you better understand how

      13        the system works, understanding the numbers have

      14        only changed slightly between 2008 and 2009.

      15             Having said that, create somewhat of a

      16        basis for comparison between our three plans,

      17        the State of Florida plans -- the two principal

      18        plans being the general employee plan and the

      19        high-risk plan.

      20             Now, remembering -- just one last point.

      21        The State plan does not require employee

      22        contributions of any kind.  So the contributions

      23        are entirely employer, so there's no employee

      24        contribution in the State plan.

      25             So that -- bearing that -- they are paying
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       1        Social Security.  So while you're not paying

       2        Social Security and the police and fire are

       3        paying 7 percent and corrections and general

       4        employee are paying 8 percent as well as the

       5        1. -- what is it -- the 1.45 that we all pay

       6        since '85, '86, the remaining 6.2 percent is not

       7        paid by our employees into Social Security.

       8             So this is hopefully a basis for some

       9        comparison and understanding between how our

      10        benefits here compare to what might be arguably

      11        our principal competitors, because I think -- I

      12        don't know that we really find that many

      13        recruitments that we do at the lower level

      14        positions that may come out of Miami or Tampa or

      15        Orlando, but I'm sure we do recruit out of the

      16        adjacent five-county area, where both the fire

      17        and sheriff's office would be in the State

      18        pension system.

      19             I'll be happy to answer any questions.

      20             I just -- I did not know that Mr. Keane was

      21        preparing a paper, so I attempted to cover the

      22        landscape as I understood the questions.

      23             THE CHAIRMAN:  I don't have any questions

      24        right now, but I would like to give Mr. Keane

      25        the opportunity to amend, present, rebut.
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       1             Anything you want to do, John.

       2             MR. KEANE:  Generally, Mickey, that was a

       3        very good job.  A couple little errors, but

       4        that's all right because you at least confessed

       5        that you weren't sure.

       6             Let's get right on to how long this DROP

       7        money lays around.  It doesn't last generations

       8        and generations, nothing like that at all.

       9             When an individual retires, they have

      10        30 days to elect on how they're going take their

      11        DROP distribution.  They can take all of it,

      12        part of it, or none of it in a lump sum and

      13        start receiving biweekly payouts, in addition to

      14        their pension, over the number of years they

      15        select in conformance with the Internal Revenue

      16        Service rules.  They couldn't say, I want to

      17        stretch this a hundred years.  It doesn't work

      18        that way.  It's called the law.

      19             So if you had been fortunate enough to work

      20        for the City and be a member of the Police and

      21        Fire Pension Fund and had been in the DROP and

      22        been retired, it would be very unfortunate if

      23        you died right away -- and we hope that doesn't

      24        happen to you in your next career, but we would

      25        invite your surviving spouse in, explain her
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       1        benefits to her on the pension side, and she

       2        could make a new election on the DROP side.

       3             In the illustration of you becoming

       4        deceased -- let's have you be retired a year and

       5        you'd already started drawing some of that money

       6        and say you had taken a 15-year payout and you

       7        have passed on and she comes down to see us.

       8        She says, I've got this insurance and I've got

       9        this and he really worked hard and left a little

      10        something in the backyard for us, so she can

      11        then reset her distribution.

      12             But the idea that you can take a few

      13        dollars here and leave it on deposit

      14        indefinitely, that's not correct, not at all.

      15             MR. JOOST:  Let me ask a question.

      16             THE CHAIRMAN:  Yeah.  Let me ask one first,

      17        Councilman Joost.

      18             So could you -- let's say I come in and

      19        probably make a poor decision.  I have no option

      20        to change that decision in the future other than

      21        the death of me?

      22             MR. KEANE:  This is America and everyone

      23        has at least two choices.  If you make the first

      24        poor decision and take all of your money, that's

      25        your only decision.
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       1             If you make a second poor decision, say let

       2        me have $500 a payday and you later become

       3        financially embarrassed and you need some more

       4        money, your option then is to take it all.

       5             We're not running a Christmas club over

       6        there where people can change here and there.

       7        All this stuff takes a lot of programming and a

       8        lot of work, and so we -- we give the people

       9        this 30 days.  You have to think about it, you

      10        have to make decisions.  We urge them to talk to

      11        financial planners and tax advisors and folks

      12        like that.

      13             People come to see us and they say, what do

      14        you think we ought to do?  I say, you ought to

      15        do what you want to do, because we can't tell

      16        them what they should do or what they should not

      17        do.

      18             The main thing we are not is tax avoidance

      19        advisors.  You know, people say, what are the

      20        tax tips and tricks?  You need to go to H&R

      21        Block or somebody like that.  We don't know

      22        anything about all that.

      23             But that's how we do it.

      24             There are a couple of chances to change

      25        your mind.  We urge the people to think about it
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       1        before they come in and do it because once the

       2        die is cast, that's the way it's generally going

       3        to go, unless there is a traumatic event and you

       4        become deceased.

       5             THE CHAIRMAN:  Councilmember Joost.

       6             MR. JOOST:  Thank you.

       7             Through the Chair to Mr. Keane.  Thank you

       8        for answering that question.

       9             How far can you stretch out from day one --

      10        you have to start taking part of the principle

      11        from day one, and how does the distribution on

      12        the DROP portion work?  Because, to me, that's

      13        one of the -- it's not widely understood how

      14        that portion of the pension works.

      15             MR. KEANE:  The answer to the question is,

      16        yes, you have to start taking it within 30 days

      17        of retiring, and the options that can you select

      18        are your IRS lifetime chart.  If they think

      19        you're going to live to be 83 or 86 or whatever,

      20        that's the most you can stretch it out to.

      21             MR. JOOST:  That's based on the actuary --

      22        the IRS actuary tables that says I'm going to

      23        live another 20 years, then I can take it

      24        rated -- over 20 years?

      25             MR. KEANE:  It's based on the IRS tables.
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       1        Not our tables, not something we thought up.

       2        It's something that Uncle Sam thought up.

       3             MR. JOOST:  All right.  Well, thank you.

       4        That clears something up for me.

       5             THE CHAIRMAN:  Councilmember Jones.

       6             MR. JONES:  Thank you, Mr. Chairman.

       7             Through the Chair to Mr. Keane.  If someone

       8        elects to take it over a 20-year period, for

       9        example, the balance still draws interest at the

      10        6.5?

      11             MR. KEANE:  8.4.

      12             MR. JONES:  8.4?

      13             MR. KEANE:  Yes.

      14             MR. JONES:  Thank you.

      15             MR. KEANE:  Do you want me to tell you why

      16        that happens?

      17             MR. JONES:  Go ahead.

      18             MR. KEANE:  That's really important.

      19             When people come into the DROP, that money

      20        is put in with the rest of the pension.  It's

      21        commingled for investments, and that 8.4 is

      22        magically the City rate of return -- the City's

      23        assumed rate of return.

      24             So if you got this large bucket of City

      25        money earning 8.4 and we've got three or four of

           Diane M. Tropia, P.O. Box 2375, Jacksonville, Fl 32203

                                                           34

       1        y'all come and get in the DROP, your money flows

       2        in there, you get the same.  That's where it

       3        came from.  It's the assumed rate of return for

       4        the fund that the City enjoys.

       5             THE CHAIRMAN:  Well -- and I agree with

       6        Councilmember Jones, but Councilmember Joost,

       7        for several meetings, was pretty strong on we

       8        should stop making that assumption.

       9             Are you saying if we change that

      10        assumption, we should change the rate of return

      11        on the DROP or --

      12             MR. KEANE:  No, I didn't say that at all.

      13        I explained where the 8.4 came from.

      14             But at one time we had a meeting up on the

      15        other end of the fourth floor and the discussion

      16        became real lively and said 8.4 is too high; we

      17        need to go down to 7 as an assumed rate of

      18        return on the pension fund.

      19             And before I could agree, Mickey jumped up

      20        and said oh, no.  Hold it.  He's going to agree

      21        in a hurry.  All that would do is increase the

      22        City contribution by another 15, 20, or

      23        25 percent.

      24             THE CHAIRMAN:  Immediately?

      25             MR. KEANE:  Immediately.
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       1             Historically, over the last 30 years, the

       2        pension fund has exceeded the 8.4.  People can

       3        look around and say you're not making 8.4 right

       4        now.  Who doesn't know that we're living in

       5        extraordinary difficult fiscal times?  The

       6        council auditor knows it.  He and his staff,

       7        they've been over there trying to wring money

       8        out of these budgets and so have you -- and

       9        congratulations.  You need a bodyguard.

      10             But that's where that 8.4 came from.  It's

      11        embedded in the ordinance code.

      12             THE CHAIRMAN:  Okay.  Thank you.

      13             Councilman Jones, do you have another

      14        question?

      15             MR. JONES:  No.

      16             THE CHAIRMAN:  One thing, Mickey, in your

      17        conversation -- and, John, you can answer this

      18        if you want to -- we didn't talk about spousal

      19        benefit on FRS.  Is there a spousal benefit on

      20        FRS, and -- or do we know if there is and what

      21        it is?

      22             MR. MILLER:  I'm sorry.  I don't know.  I

      23        think it may be an optional choice.  I don't

      24        understand.

      25             THE CHAIRMAN:  Can you tell me, John?
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       1             MR. KEANE:  In the Florida retirement

       2        system, when an individual goes to retire, you

       3        get one of four choices.

       4             You can take the amount of money for your

       5        lifetime; you can take a reduced amount and

       6        cover your spouse; you can take another

       7        reduction and get a larger amount for your

       8        spouse; and then the other option is you can say

       9        I want a guaranteed ten years.  And in your

      10        illustration that you had a while ago, if you

      11        drop dead the day after you retire, they're

      12        going to send a check for ten years to somebody.

      13             That's the four FRS options.

      14             THE CHAIRMAN:  A couple of questions.

      15             The police and fire COLA that Mickey

      16        touched on, has that always been there?  Is

      17        that -- how long has that been there?

      18             MR. KEANE:  The COLA in our pension fund?

      19             THE CHAIRMAN:  Right.

      20             MR. KEANE:  It was enacted by the City

      21        Council and signed into law by Mayor Delaney in

      22        1996.

      23             THE CHAIRMAN:  Okay.  Good.  Thank you.

      24             That hit my questions.  Anybody else have

      25        questions on that?
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       1             COMMITTEE MEMBERS:  (No response.)

       2             THE CHAIRMAN:  I mean, just thought it

       3        would be good -- the reason we went through this

       4        exercise today is to make sure we all understand

       5        what is there and what options --

       6             We've got to, I think, as a committee,

       7        start moving towards some findings to present to

       8        the mayor and to the council president.  I enjoy

       9        visiting with all of y'all on a monthly basis,

      10        but the -- we are -- you know, we have a very

      11        unique challenge as we do this work because we

      12        want to help, we want to make sustainability of

      13        our pension better, if it needs to be better,

      14        but at the same time we're in a collective

      15        bargaining position that's a little more

      16        difficult to do a whole lot of talking about

      17        what's going on.

      18             It will be difficult.  One of the reasons I

      19        think this monthly meeting versus every two

      20        weeks is stretched out a little bit, if there is

      21        movement or something we should or shouldn't be

      22        touching on, then we can move back and forth

      23        based on that.  So I appreciate your patience as

      24        we do that work.

      25             Councilmember Joost.
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       1             MS. JONES:  One of the things the committee

       2        can do without affecting collective bargaining

       3        right now is move that 70 percent.

       4             Right now, it -- the way the ordinance

       5        reads is, if the pension isn't at 70 percent we

       6        can't add benefits, and one of the

       7        recommendations from -- I can't remember the

       8        actuary's name -- was saying we really need to

       9        be much higher, okay, because the market moves

      10        up and down.

      11             And, to me, that's one of the issues we

      12        need to look at, is what -- you know, what

      13        should it be?  Should it be, you know,

      14        70 percent, 80 percent 90 percent?  I mean, his

      15        suggestion was, I believe, just over

      16        110 percent, and that definitely affects

      17        sustainability, is the amount your --

      18             Mr. Keane always points out that the FSRA

      19        was at 120 percent through the recession.

      20        You're still at 100 percent funding.  So a model

      21        like that is, obviously, much more sustainable

      22        than what we have.

      23             THE CHAIRMAN:  Thank you, Councilmember

      24        Joost.

      25             Part of me says that if the economy is as
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       1        bad as it is and your fund is still above

       2        100 percent, are you that good in your

       3        investment or did you take too much from

       4        employees in the -- and the FRS doesn't take

       5        from employees, but are they demanding too much

       6        from the employers to pay?

       7             Mickey, you got any input on that or not?

       8             Let me tell you my personal opinion.  When

       9        times are good, you ought to be at 120-plus.

      10        When times are really bad, you'd probably be

      11        just below a hundred.  And in stagnant times,

      12        you're sitting at a hundred.  It just seems to

      13        me that -- I commend them, but it just seems

      14        like they may have been demanding too much from

      15        the governments --

      16             MR. MILLER:  Well, the current number is 90

      17        in the ordinance that was passed in 2005.  You

      18        have to be at 90 percent to be able to add a

      19        benefit.

      20             I have proposed to you and Gerard Miller

      21        came up here and proposed to you a number in the

      22        118, 120 range.  Let me try to explain why that

      23        would be the appropriate number.

      24             The normal allocation for a pension plan is

      25        what I'll call a 60/40, 60 percent equity and
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       1        40 percent bond.

       2             The 60 percent equity number, presumably if

       3        you -- you can expect 25 -- periodically you

       4        will have a 25 percent downturn in the equity

       5        markets.  Twenty-five percent of the 60 percent

       6        would give you that approximately the 18,

       7        19 percent number -- 17, 18 percent.

       8             So if you're at 118 percent, you could

       9        absorb a 25 percent reduction in the equity

      10        market and still effectively be at 100 percent.

      11             Now, that doesn't mean you will always be

      12        at 100 percent, but if you target the 118, then

      13        you should be somewhat proofed for one downturn

      14        because you should have enough money to cover

      15        one downturn and still be effectively in the

      16        100 percent range.

      17             I believe those were the numbers, and I

      18        think that math works.

      19             THE CHAIRMAN:  Isn't it really a political

      20        decision?  I mean, although we passed an

      21        ordinance that said you had to be a 90 percent,

      22        you can waive an ordinance and do a pension

      23        enhancement anyway, couldn't you?

      24             MR. MILLER:  Yes.  And I don't believe that

      25        will or can change.  That's more of a legal
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       1        question than it is a finance question, because

       2        if you are -- try to make it where you can't

       3        change it, then you may be interfering with the

       4        rights of labor relations and negotiations.

       5             THE CHAIRMAN:  Derrel, do you want to touch

       6        on that for me?

       7             MR. CHATMON:  Yes, sir.  I think Mickey was

       8        leading you down the right direction there.

       9             When you say that something is absolute,

      10        especially when it comes to benefits, that

      11        becomes a problem for collective bargaining.

      12        The idea of looking ultimately at whether the

      13        benefits should alter or not is not problematic

      14        for council as long as the consideration is

      15        subject to collective bargaining negotiations.

      16             For example, if you were to pass an

      17        ordinance that said you would not have benefits

      18        increased unless the funding for a potential

      19        plan is up to a hundred percent, subject to the

      20        collective bargaining negotiations, that would

      21        be appropriate.  But to leave that last line out

      22        and not have clarity on those issues might have

      23        a prohibition for the executive branch or even

      24        the unions themselves, which would be against

      25        Florida law.
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       1             THE CHAIRMAN:  So my conversation,

       2        Councilmember Joost, I don't think there's any

       3        reason why we can't.  That would be done through

       4        an introduction of an ordinance to change

       5        that -- to change that percentage from

       6        90 percent to whatever new percent we want to

       7        do.  So that's fine.

       8             Let me ask you this, John, if you don't

       9        mind.  As you talk to other funds around the

      10        country, what is -- when you consider doing well

      11        or operating well on a percentage of funding,

      12        what is the number that is typically used, or is

      13        there one?

      14             MR. KEANE:  Well, everybody is suffering.

      15        Some are suffering less than others, but a

      16        recent Wilshire study said that 240 of the

      17        largest plans are now down into the low to mid

      18        80s.  But, I mean, there's been a 30 to

      19        40 percent drop in most large pension plans

      20        during these very troubled economic times.

      21             THE CHAIRMAN:  And our police and fire,

      22        where would you put that as far as -- you know,

      23        are we in the top 10 percent or top 50?  As far

      24        as size, I guess, is what I'm really asking.

      25             MR. KEANE:  Okay.  Well, there's two ways
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       1        to answer that question.  Our returns are in the

       2        top 20 percent.  Our assets are less than the

       3        normal because of two things.  One, the

       4        prolonged period of reduced contributions; and

       5        second, because of the Florida statutory

       6        limitations on what police and fire pension

       7        plans can invest in.

       8             So you have this outrageous situation of

       9        those folks sitting over there in Tallahassee

      10        saying you ought to do something and at the same

      11        time they say you can't invest in this and you

      12        can't invest in that.

      13             Slowly but surely we're getting their hands

      14        off of those investment restrictions.  We got

      15        two of them changed this year and we're going to

      16        be back to change some more of them.

      17             THE CHAIRMAN:  Okay.  Thank you.

      18             Any other questions or comments or

      19        corrections?

      20             John.

      21             MR. KEANE:  As I said earlier,

      22        Mr. Chairman, I made a presentation -- I thought

      23        your instructions were -- he made one and I made

      24        one.  I would like to just -- we'll pass them

      25        out and --
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       1             THE CHAIRMAN:  Sure.

       2             MR. KEANE:  -- put one in the file.

       3             THE CHAIRMAN:  I'm fine if you touch on --

       4             MR. KEANE:  But we also got an e-mail from

       5        your office that we're going to have a hearing

       6        about Social Security with the human resources

       7        chief here today.

       8             THE CHAIRMAN:  We may do that in the

       9        future.  I had some questions.  There was

      10        definitely a misunderstanding of what I asked

      11        them to present and what they were ready to

      12        present, so I said we will scratch that for

      13        today and clarify to them --

      14             MR. KEANE:  Okay.

      15             THE CHAIRMAN:  I will take credit or blame

      16        for both of them.  My instructions were not

      17        crystal clear.

      18             MR. JOOST:  Most of the blame.

      19             THE CHAIRMAN:  Most of the blame?  Thanks.

      20        I appreciate it.

      21             And on the Social Security, I pulled them

      22        back on that one.

      23             MR. KEANE:  All right.  Well, we'll take a

      24        few minutes.  We'd like to go through this

      25        handout we want to give you.
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       1             THE CHAIRMAN:  That's fine.  That's fine.

       2             MR. KEANE:  What she's handing out now is a

       3        surprise handout, and that's the information on

       4        the recovery in the last 189 days.

       5             True, we've been in some --

       6             MR. MOSLEY:  John, I wanted to -- you said

       7        something about prolonged reduced

       8        contributions.  What were you -- what was that?

       9             There was two issues.  You said prolonged

      10        reduced contribution.  I thought I was going to

      11        let it pass, but you were talking about the use

      12        of PEC?

      13             MR. KEANE:  No, sir.  No, sir.

      14             MR. MOSLEY:  Okay.  You were talking

      15        about -- help me understand.

      16             MR. KEANE:  Exhibit A from our December 29

      17        letter that outlined the historical

      18        contributions to the Police and Fire Pension

      19        Fund and the general employees from 1979 to

      20        1999.

      21             MR. MOSLEY:  Okay.  The inference was that

      22        we paid less than what was actuarially

      23        required?

      24             MR. KEANE:  I didn't make that inference,

      25        no, sir.
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       1             (Simultaneous speaking.)

       2             MR. KEANE:  Let me make it perfectly clear

       3        once again -- and I've said it up here many

       4        times -- the City of Jacksonville, since 1987,

       5        has paid every penny that they're required to

       6        pay into the Police and Fire Pension Fund.

       7             MR. MOSLEY:  Thank you for that

       8        clarification.

       9             MR. KEANE:  And I've said that before.

      10             Might have been one of those days you was

      11        away, but I've said that many times.

      12             MR. MOSLEY:  I'm present often, but --

      13             THE CHAIRMAN:  And it's a present for you

      14        to be here.

      15             MR. KEANE:  Now, sorrily, they can't say

      16        that was their position for some other periods

      17        of time, but nevertheless, since 1987 -- and

      18        that's all you care about.

      19             MR. MOSLEY:  Appreciate that.

      20             MR. KEANE:  Let me know when you have

      21        another question.

      22             What was just handed out was a subsequent

      23        report on the recovery since March.  In our last

      24        meeting, we presented a report and let you know

      25        where we're at.  We're now up 28.54 percent
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       1        since the bottom of the market in March, and

       2        we're very happy with that.

       3             THE CHAIRMAN:  So are we.

       4             MR. KEANE:  This is the report we'd like to

       5        hand out next so we can talk about -- which has

       6        brief --

       7             THE CHAIRMAN:  John, while she is passing

       8        those out, let me comment on the first

       9        memorandum.

      10             This is why -- I mean, I've obviously spent

      11        hours and hours and hours talking to subject

      12        matter experts and to Gerard Miller and a number

      13        of other experts about pension obligation bonds,

      14        capital appreciation bonds, everything else.

      15             I just think that the performance of our

      16        fund is the most effective way for us to get to

      17        where we eventually need to get, and that's why

      18        I haven't pushed this committee at this point to

      19        look at aggressive methods because I have faith

      20        in the past history and the future, so I just

      21        kind of wanted to put that on the record today.

      22             Go ahead, John.

      23             MR. KEANE:  Okay.  This report is an

      24        overview of the current benefits of the police

      25        and fire pension fund.  And to give the
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       1        committee members and the other subject matter

       2        experts additional information, I pointed out

       3        that Article 16 of the charter created the

       4        pension system.  Article 22 of the charter

       5        creates the board of trustees, which manages the

       6        Police and Fire Pension Fund.

       7             In answer to the six questions that you

       8        sent out, I answered each one of them and

       9        pointed out that this information comes from

      10        Chapter 121 of the ordinance code.

      11             All police officers and firefighters are

      12        required by law to be members of the Police and

      13        Fire Pension Fund.

      14             Some new employees have preexisting

      15        conditions and they are admitted to the fund in

      16        accordance with the law and they sign a waiver

      17        for their preexisting condition.

      18             Seven percent of their base salary and

      19        longevity, city college, enhanced certification,

      20        emergency operation and hazardous duty and shift

      21        differential pay gets paid as a pension

      22        contribution.

      23             In addition to that, the trustees transfer

      24        one percent from the member reserve account,

      25        effectively making the employee contribution
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       1        8 percent.  All City officials know this, but

       2        they sometimes want to slip and say police and

       3        fire only pay 7.  The pension fund gets 8 for

       4        every employee.

       5             THE CHAIRMAN:  John, explain what a member

       6        reserve account is.

       7             MR. KEANE:  We receive payments from the

       8        State of Florida as a rebate of the casualty

       9        insurance premiums.  When that check comes in,

      10        4 percent is transferred into the main pension

      11        fund to pay for some of these benefits we have.

      12        It's been enacted since 1990.

      13             The cost of the benefit was calculated by

      14        the actuary and in some cases we said we want

      15        that benefit.  Our members voted and said we

      16        want that.  How much does it cost?  They say

      17        X percent, and we then charge this account for

      18        that.

      19             So some of the benefits our members have,

      20        we're buying and paying for them.  So when the

      21        question comes up, why do they have this and

      22        other people don't, the answer is we're paying

      23        for them out of that 175 or 185 money.

      24             What's left over, after we make that first

      25        4 percent payment, we use to pay this additional
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       1        1 percent.  So that's where the source of that

       2        money comes from.

       3             Does that -- so far --

       4             THE CHAIRMAN:  So that one percent is made

       5        from the 181 money?

       6             MR. KEANE:  175 and 185.  It's a

       7        combination.

       8             THE CHAIRMAN:  Right.  But -- so the

       9        employee doesn't pay the one percent?  It's paid

      10        out of the money --

      11             MR. KEANE:  It's paid out of money that's

      12        sent over here for them, but the pension fund

      13        gets 8 percent from -- from or for each

      14        employee.

      15             No deduction is made on overtime or relief

      16        sellback.

      17             The City contribution is established after

      18        the actuarial study.  State law says we have to

      19        have a study every three years.  And a couple

      20        years ago, y'all did something up here -- it's

      21        really not clear -- it talks about having an

      22        actuarial study every year.

      23             That's a bad idea because if we had to do

      24        another one, on top of the one we just did, the

      25        council president couldn't run any of you
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       1        fellows down to be on the Finance Committee

       2        because nobody would want to come up here and

       3        have to put up with the huge increases that come

       4        not only to the Police and Fire Pension Fund but

       5        the correctional officers and the general

       6        employees.

       7             The City contribution is in two parts.

       8        It's a normal cost.  If they didn't have

       9        $700 million in unfunded liability, the City

      10        contribution would be 8.1 to 8 percent, and

      11        that's established in the current budget.

      12             Because the City owes the pension fund and

      13        its members a substantial amount of money, they

      14        have to pay another 24.93 percent of the payroll

      15        base for interest and payment on the unfunded

      16        accrued liability.

      17             So the total City contribution set up in

      18        this year's budget is 32.11 percent.  That's

      19        going to increase in the next budget, as you

      20        folks on the Finance Committee already know.

      21             As Mickey pointed out, our retirement

      22        benefits are earned at the rate of 3 percent for

      23        the first 20 years of service and 2 percent for

      24        the next ten.

      25             Our benefits are calculated -- once a
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       1        person reaches 20 years of service and they want

       2        to retire, it's based on their last 52 pay

       3        periods, which is usually two years, immediately

       4        preceding the time to retirement.

       5             I gave you an illustration there.  If

       6        someone's making $4,000 a month and if he

       7        retires at 20 years, he gets 60 percent benefit

       8        of 2,400.  If they stick around another ten

       9        years, he gets an 80 percent benefit, which

      10        would be 3,200.

      11             They can vest after five years.  General

      12        employees, vesting is six.  The State is six.

      13        Most of the others are now five.  Everyone is

      14        going to that five years.

      15             Of course, we have a DROP.  And Mickey gave

      16        a good summary of the DROP, but he didn't tell

      17        you, when employees go into DROP, the City

      18        doesn't make a contribution for five years or

      19        however long the guy works.

      20             So instead of bashing the DROP, they kind

      21        of like the DROP there when the people go in

      22        because in the current budget, instead of having

      23        to pay 32 percent, they -- they take it.

      24             Getting back to the point you raised a

      25        minute ago, Mr. Chairman, if that money would
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       1        have continued to flow in since 1999, we'd have

       2        over 40 million more dollars in the pension fund

       3        that the City fathers and mothers took, decided

       4        not to pay the pension contribution, and used

       5        that $40 million for other very important

       6        purposes, none of which I can identify right

       7        now, but over the years they've used it for

       8        different things out of the general fund,

       9        because they keep the money in the general fund.

      10             The members of the Police and Fire Pension

      11        Fund do not participate in Social Security, as

      12        Mickey pointed out.

      13             And we have copy of this for the record,

      14        and I'll be happy to answer your questions.

      15             THE CHAIRMAN:  Mr. Joost.

      16             MR. JOOST:  So you're saying -- I'm in the

      17        DROP plan right now and the City's contribution

      18        of 32.11 percent is not being paid.  I'm just

      19        paying my --

      20             MR. KEANE:  Your 2 percent.

      21             When you go in the DROP, your contribution

      22        is reduced to 2 percent because you stop

      23        accruing benefits.

      24             In the illustration that we showed you, we

      25        showed 20 and 30.  Let's just assume for
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       1        discussion's sake that you've worked 25 years.

       2        You're now entitled to a 70 percent benefit.

       3             You get in the DROP for five years.  Your

       4        benefit is frozen when you get in the DROP.

       5        That's why you'd only have to pay 2 percent, and

       6        you pay 2 percent because the thinking at the

       7        time was -- correctly -- that if you didn't

       8        pay anything into the pension fund, you would

       9        have to start paying Social Security.

      10             So the member pays 2 percent, but the City

      11        gets the advantage of an employee with no

      12        pension costs for five years.  No pension

      13        contribution, no Social Security for five

      14        years.  That's a great windfall for the City.

      15             MR. JOOST:  And you're not recommending

      16        that we would continue to pay some money in

      17        while someone is in the DROP, or would you

      18        recommend that we just leave it how it is?

      19             MR. KEANE:  Well, I certainly would

      20        recommend that the City contribution continue to

      21        flow in there for two reasons.  Number one, it's

      22        already budgeted; and two, it would help

      23        strengthen the fund long-term.

      24             There's been a number of discussions in the

      25        news media about kicking the can down the road.
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       1        Well, the can's been kicked down the road a long

       2        way and it's here before you.

       3             Had that $40 million continued to go in the

       4        fund, the fund would be strengthened by that

       5        much, plus the earnings on that $40 million, and

       6        it reduces the unfunded.

       7             If you just changed it -- since you don't

       8        know who is going to enter the DROP next year

       9        and provided that -- once they enter the DROP,

      10        that contribution, if nothing else, shifts over

      11        and is applied totally to the unfunded.  That

      12        will chip away at it some.

      13             On one hand, some City officials don't want

      14        people to get in the DROP, and on the other hand

      15        they're cheering when they do because they save

      16        this 32 percent contribution.

      17             MR. JOOST:  Yeah.  Well, on the one hand,

      18        it saves us the five years.  And when the five

      19        years is up, then it starts costing again.

      20             MR. KEANE:  Well, it doesn't cost again.

      21             Are you talking about because a new

      22        employee comes to work and you have to start

      23        paying?

      24             MR. JOOST:  Right.  And then you have to

      25        start paying the DROP money out.
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       1             MR. KEANE:  Well, we pay the DROP money

       2        out.  But when that five-year employee in the

       3        DROP leaves, you're going to replace him with a

       4        junior employee at the bottom of the pay scale.

       5             THE CHAIRMAN:  Well, I don't know if I

       6        agree with that, because what happens is the

       7        employee that leaves, a new employee takes his

       8        position, so you're still paying that salary.

       9             MR. KEANE:  But you're paying a new

      10        employee at the bottom of the pay scale.

      11             THE CHAIRMAN:  I think there's always -- I

      12        think everybody just keeps stepping up.  I mean,

      13        if you've got -- I think it starts at 20, 25,

      14        30, 35, 40.  The guy that leaves at 80 gets

      15        replaced -- a guy at 80 and a new guy comes in

      16        at 20.  I mean, I don't see -- I've never --

      17             (Simultaneous speaking.)

      18             MR. JOOST:  A captain is replaced with a

      19        captain.  A chief is replaced with a chief.  A

      20        lieutenant is replaced with a lieutenant.

      21             MR. KEANE:  No, sir.  That's not what I

      22        said.

      23             You are in the DROP, Councilman Jones is

      24        not.  You leave at the end of five years --

      25             MR. JOOST:  I'm a captain.  He's a chief.
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       1             MR. KEANE:  You know, whatever.

       2             The person -- someone is going to get

       3        promoted up the line, but the person that's

       4        coming on the payroll to replace you is this

       5        rookie police officer or firefighter over here.

       6             THE CHAIRMAN:  And, John, you've hit a

       7        great point because this is what we struggle

       8        with all the time.

       9             If right now Stephen has to leave and we

      10        all get up and move over one seat and somebody

      11        else comes from downstairs, the cost is exactly

      12        the same.  We haven't saved any money --

      13             MR. JOOST:  Does the new captain make the

      14        same as an old captain?  How -- what is the --

      15        within a given rank, what can the pay difference

      16        be, I guess, is the question.

      17             MR. KEANE:  It's not the people in the top

      18        of the rank that all bump up one.

      19             You've got winking, blinking, and nod here,

      20        and one is making 45,000 and one is making

      21        42,000 and one is making 40,000.  The 45,000 guy

      22        moves out, blinking and nod move up, and the guy

      23        that gets hired at the bottom to replace him is

      24        not a lieutenant or a sergeant or a captain or a

      25        chief or an admiral; he's a police patrolman or
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       1        a firefighter, and that's where the saving comes

       2        in because the salary saving is there.

       3             You're off the payroll at 45, true.  The

       4        next guy moves into your position, he's making

       5        45, but he was making 42 yesterday, and the guy

       6        that moves in his place was making 40.

       7             The vacancy goes all the way to the bottom,

       8        and that's where the dollar saving comes in in

       9        payroll costs as well as pension costs.

      10             MR. JOOST:  I guess you'll just have to

      11        show it to me because my understanding is it's

      12        so competitive right now -- I mean, as soon

      13        as -- you know, that list that they have to go

      14        through every three years is so long, as soon as

      15        the chief retires, there's the next guy in line

      16        to take his place or a captain and so forth.

      17             MR. KEANE:  That's correct.  There's not a

      18        lapse.  Somebody has got to be the captain of

      19        the ship, but when -- let's think in military

      20        terms.

      21             The general leaves, another guy gets

      22        promoted to general.  But in the table of

      23        organization, the new person that's coming in is

      24        the seaman recruit or the Army private at the

      25        bottom to still keep them at a hundred people.
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       1             Everybody bumps up, but the highest paid

       2        guy went off the payroll and he is replaced with

       3        that lower guy.  Right, chief?

       4             (Simultaneous speaking.)

       5             MR. MOSLEY:  I think everybody just moves

       6        like it's cascading, I think, John.

       7             Isn't the 2 percent DROP thing, isn't that

       8        all embedded in the agreement too that we have,

       9        the --

      10             MR. KEANE:  It sure is.  The settlement

      11        agreement we talked about before.

      12             MR. MOSLEY:  Are you advocating opening

      13        that up and talking about changing things in

      14        there?

      15             MR. KEANE:  I didn't advocate anything.  I

      16        answered his question.

      17             MR. MOSLEY:  Okay.  All right.  I was just

      18        checking.

      19             MR. JOOST:  I was just going to say, if you

      20        have, like, one day ten chiefs and the next day

      21        ten chiefs and one of them happens to be new, at

      22        the end of the day, isn't it the same money

      23        being paid out on your payroll?  And if you've

      24        got --

      25             THE CHAIRMAN:  But I'm telling you, this is
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       1        what the council has struggled with so much --

       2             MR. JOOST:  If you've got 20 captains and

       3        one of them just -- you know, he got bumped up

       4        to the chief guy that just retired, you still

       5        have 20 captains, 20 lieutenants, and now you

       6        just brought one brand new guy.  And at the

       7        bottom, you have a hundred --

       8             MR. KEANE:  That's right, but it's that

       9        brand new guy that the City saved on his salary

      10        because he's at brand new guy level and -- the

      11        City pension contribution.  That's where the

      12        saving is, with the turnover employee.

      13             If all 20 of those captains left, they're

      14        going to promote 20 people to captain or

      15        lieutenant or chief or sergeant or whatever, but

      16        they're going to be replaced with new employees

      17        at the bottom of the pay scale to keep the

      18        hundred.  There's where the saving is.

      19             And you're right, it's difficult to follow.

      20             THE CHAIRMAN:  I would love to see that on

      21        paper because I've never been able to understand

      22        it.

      23             MR. JOOST:  Where I'm confused, don't

      24        captains make the same -- I guess where I'm

      25        confused is, don't captains make the same
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       1        amount?  Don't the chiefs make the same amount?

       2        Don't lieutenants make the same amount?

       3        Don't --

       4             MR. KEANE:  They have ranges.  They don't

       5        all make the same.  There's ranges.  There's

       6        steps, depending on how long they have worked

       7        and how long they have been in the those steps.

       8             THE CHAIRMAN:  Okay.  I think we need to

       9        spend some time on that one, so . . .

      10             Any other questions?

      11             MR. MOSLEY:  I'm done.

      12             THE CHAIRMAN:  I bet you are.

      13             I mean, I still wrestle with DROP a lot

      14        because I see the benefit of it, but I also -- I

      15        see both sides.  I see the loss of revenue for

      16        you, I see the expense that we incur as a city,

      17        so -- but I also understand the unique benefit

      18        that it provides for our employees.

      19             That's probably -- of all the issues I've

      20        wrestled with, this one -- I mean, I go every

      21        month to either -- I call John or I call the

      22        administration and say, I think we ought to look

      23        at this, and they'll either talk me out of it or

      24        help me understand it, one or the other, so --

      25             MR. JOOST:  Or drop it.
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       1             THE CHAIRMAN:  Or tell me to drop it,

       2        exactly.

       3             Well, good.  This has been very beneficial

       4        to me.  I appreciate the explanation.  I

       5        apologize about the confusion of who is going to

       6        do what.  That is squarely on my shoulders, and

       7        I look forward to our -- I would -- if

       8        somebody -- if Alan and John can get together

       9        and bring some paperwork next time that shows

      10        kind of how -- help us understand better,

      11        because I know I hear still some confusion with

      12        Stephen and I's point anyway, so I would

      13        appreciate that.

      14             Is there anything else to be brought before

      15        the committee?

      16             Yes, David.

      17             MR. KILCREASE:  I'll make it quick because

      18        we have covered most of the things, but I did a

      19        plan as well, and I just want to give a few of

      20        the glaring differences.

      21             THE CHAIRMAN:  Sure.  I apologize about

      22        that.

      23             MR. KILCREASE:  No, no, not a problem.  Not

      24        a problem.

      25             Like I said, Mickey did a good job covering
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       1        it, and we are comparable with police and fire,

       2        but there are a few differences.

       3             One of the main ones, if I can get to -- is

       4        basically in determining our final average

       5        compensation.

       6             MR. JONES:  Page 2.

       7             MR. KILCREASE:  Yes, sir.  Page 2.  It's

       8        item number 4.

       9             Basically, ours is the highest 36

      10        consecutive pay periods -- or excuse me --

      11        months, 78 pay periods over the last ten years.

      12        That's basically the same as general employees

      13        pension plan.

      14             And one of the other distinguishing

      15        features that wasn't -- it's not in my

      16        presentation, but it did come up for comparison

      17        purposes.  In the Florida Retirement System, it

      18        shows on here that the general employees, police

      19        and fire and corrections, our maximum accrual is

      20        80 percent, but for FRS it's 100 percent, and

      21        that is a big difference.

      22             So --

      23             THE CHAIRMAN:  You'd be okay with that,

      24        right, if we change that?

      25             MR. KILCREASE:  If you want to change it to
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       1        100 percent, I'm sure --

       2             THE CHAIRMAN:  I wouldn't hold your breath

       3        there.

       4             MR. KILCREASE:  And one of the other

       5        things -- and this hits corrections especially,

       6        but I do believe it affects police and fire and

       7        general employees somewhat.

       8             When you're calculating out salary for

       9        pension purposes and FRS, you take into account

      10        overtime.  You don't do that in any of our

      11        plans.

      12             So that is -- when you base in your payment

      13        to the Florida Retirement System, that has to be

      14        in there as well, and that's included in your

      15        pension.

      16             So just a couple of things that definitely

      17        can make a difference.

      18             THE CHAIRMAN:  I guarantee you -- I

      19        appreciate that.

      20             As I read through this and listened to all

      21        three presentations, to me, the ideal is --

      22        which is not going to happen, but an employee

      23        that never DROPs and never has overtime is the

      24        maximum contributor into -- to all the funds,

      25        but that's not reality.
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       1             And often people say they want to do that,

       2        but it just doesn't work in a -- especially in a

       3        public safety environment, you just can't have

       4        it.  You can't provide total service and then

       5        have a zero overtime situation, so I understand

       6        that.

       7             David, I appreciate that.  Sorry I skipped

       8        your handout.

       9             Is there anything else to come before us?

      10             COMMITTEE MEMBERS:  (No response.)

      11             THE CHAIRMAN:  I appreciate it.

      12             Seeing that, we are adjourned and we will

      13        see you on October the 20th.

      14             (The above proceedings were adjourned at

      15        4:14 p.m.)

      16                         -  -  -
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