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INTRODUCTION

The City of Boca Raton provides a defined benefit pension plan for its police
officers and firefighters and the pension trust is administered by an independent
board of trustees. The board of trustees engages an actuary to prepare a
valuation report to determine the actuarially determined contribution. Under
Florida Statutes the City is required to make the actuarially determined
contribution to the pension plan.

The City also receives State of Florida Premium Tax Revenues (PTR) under Florida
Statutes 175 and 185; it requires that certain minimum pension benefits be
established for police officers and firefighters. Any growth in premium tax
revenues must first be used to meet the established minimum benefits and then
must be used to provide extra benefits.

The City Council, as part of its annual goal setting, established Pensions: Long-
Term Sustainability as a top priority. The City Council recognized the need to
establish a strategy to fund the pension plan on a long-term sustainable basis.
The City Council directed staff to engage an outside actuary to review the 2012
valuation report, benefit structure and funding levels for the pension plan and to
prepare a special study on pension reform to achieve long-term sustainability.

Actuarial Concepts, Inc. has prepared a special study on pension reform and
contained within are various alternatives for pension reform along with
projections of estimates of future City contributions if such reform is enacted.
This Special Study is found in Section 1 of this document.

Section 2 provides pension reform options along with recent pension reform by
the State and other cities. Sections 3 and 4 provide comparisons of Minimum
Benefits under Florida Statutes 175 and 185 to the Florida Retirement System
(FRS) and to the City of Boca Raton, respectively.

The Graphs in Section 5 provide a snapshot of historical City contributions and the
Unfunded Actuarial Accrued Liability (UAAL), which is the difference between the
actuarial value of the assets of the pension plan and the actuarial present value of



the plan’s pension obligations (accrued liability). There are also various historical

graphs on various factors.

Section 6 provides a glossary of terms and Section 7 is a copy of the 2012
Actuarial Valuation Report prepared by John Lessl of AON Hewitt, the pension
plan actuary.

The pension ordinances adopted by the City for the police officer and firefighter
pension plan is contained within Section 8.

Section 9 contains Pension Funding: A Guide for Elected Officials and Section 10
provides the Government Finance Officers Association (GFOA) Best Practices:

Designing and Implementing Sustainable Pension Benefit Tiers
Guidelines for Funding Defined Benefit Pensions

Reviewing, Understanding and Using the Actuarial Valuation Report
and Its Role in Plan Funding

Sustainable Funding Practices of Defined Benefit Plans
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City of Boca Raton
201 West Palmetto Park Road
Boca Raton, Florida 33432

CITY OF BOCA RATON POLICE AND FIREFIGHTERS' RETIREMENT SYSTEM
PENSION REFORM SPECIAL STUDIES

This report presents the results of the pension reform special studies for the City of Boca
Raton. Actuarial Concepts was retained by the City to perform the studies and prepare
this report.

Although the projections of estimated City future contributions were made using
appropriate actuarial techniques, the accuracy of the projections is subject to many
variables, and the estimates may differ notably from the future reality, especially for
those estimates further in the future. However, the differences between current and
proposed should be somewhat less variable and thus more likely to be representative of
the future differences.

The information and recommendations contained in this report should be considered as
a whole and use of portions of the report out of context cannot be used without specific
written advance approval from Actuarial Concepts. The use of the study results for
financial or administrative purposes other than those outlined in the report is not
recommended without an advance review by Actuarial Concepts of the appropriateness
of such application.

Members of our staff are available to discuss this report and related issues.
Very truly yours,

ACTUARIAL CONCEPTS

Michael J. Tierney
ASA, MAAA, FCA, EA #11-01337

By:

2950 Haleyon Lane, Suite 402, Jacksonville, FL 32223
Phone: (904) 262-3020, Fax: (904) 268-3374
E-mail: ac@actygriplconcepts.com
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INTRODUCTION

Actuarially Sound Funding

The Florida Constitution (Section 14) as well as Florida Statutes (Chapter 112) require
the actuarially sound funding of pensions since January 1, 1977. Thus, the plan’s current
funding policy is already based on an actuarially determined contribution. The
implication of an actuarially determined contribution is that, if the plan is funded as
required and the actuarial assumptions are realized, all promised benefits will be fully
funded. Actuarial valuations by design determine contribution requirements as a level
percentage of present and future payroll. Current actuarial reports present summary
information on when the plan will be fully funded, as required under current Florida

Statute report guidelines.

However, actuarially sound funding does not limit the financial risk associated with
promised benefits. The risk of costs greater than expected, usually resulting from
actuarial assumptions not being met, makes it difficult to manage sustainable cost

levels as well as cost volatility. This report addresses these financial risk elements.

Basis of Special Studies

Estimated liabilities with respect to the various reform alternatives and the estimated
contributions required to fund alternatives have been estimated as of October 1, 2012,
based upon:
1. the provisions of the current plan in effect as of October 1, 2012, as summarized
in Appendix A;
2. the actuarial assumptions and actuarial cost method used by the plan actuaries
in effect as of October 1, 2012, as summarized in Appendix B;
3. the active member data and plan assets as of September 30, 2012, provided by the
City; and
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4. the inactive member valuation results and plan assets as of September 30, 2012,

from the 2012 actuarial valuation report.

Since Actuarial Concepts is not responsible for preparing the official 2012 actuarial
valuation report, the Study presents an independent actuarial analysis of the proposed
changes to the current plan applicable to current active members. Current members in
DROP and retired members are not impacted, as the recommended reforms are not
applicable to them. Actuarial assumptions used for this analysis are comparable and, in
most cases, identical to those used by the Plan actuary in order to achieve consistency of
results. However, the results are not intended to match or necessarily be consistent with

the official actuarial valuation report.

Study Presentation

The projections of estimated contributions for the current and proposed reformed plan
alternatives are based on current pensionable payroll, so the various comparisons will
be consistent with the way current plan percentages are determined. Future
pensionable payroll was estimated by applying the payroll growth percentage of 4.5%

used for the current plan to current pensionable payroll.

Composite contribution percentages were developed for the reformed plan alternative
by combining the estimated contribution percentage and contribution dollars of current
members with the estimated contribution percentage and contribution dollars of future
members. Eventually (30+ years from now) the estimated composite contribution
percentage and contribution dollars would be the same as the estimated new plan

contribution percentage and contribution dollars for future members.
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Actual Costs

It should be noted that the actual costs of a retirement plan or any plan changes cannot
be determined until its future unfolds. No one can precisely predict the return earnings
on fund assets, member termination rates, future salary levels, mortality experience, etc.
Estimates based on experience with similar groups, along with the judgment of the
actuary and the City, can provide a reasonable approximation of this actual cost. While
these projections of estimated contributions are believed to be reasonable, it should be
recognized and noted that future year estimates are subject to more volatility than near

term estimates.
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SECTION 1
EXECUTIVE SUMMARY

Objective

Develop a structure of pension benefits that is affordable and sustainable over the long-
term. A key element is the management of financial risk associated with the pension
plan, especially the risk of significantly higher contributions than expected and the

volatility of contributions.

City financial risk can be reduced by transferring the risk to current members, sharing

the risk with members and/or limiting the risk through flexible benefit promises.

Recommended Pension Benefit Structure

A reduction in several benefit provisions applicable to future service of active members
(members currently in DROP and retired are also excluded) combined with a flexible
benefit structure would lower the permanent cost of the plan as well as provide
significant City contribution stability. This approach has the advantage of providing
“full” targeted benefits if investment returns and other plan experience were as
anticipated, while not promising full benefits in advance if it turns out plan experience
is adverse. The recommended reforms are:

e Remove pay elements that can be varied; eliminate overtime counted for
pensions for future service for Police Officers (currently up to 300 hours is
included).

e Lengthen averaging period of pensionable pay to 5 years (currently 2 years).

e Limit maximum initial pension at retirement to $100,000 (currently unlimited).

e Limit maximum multiplier to 81% (currently 87.5% for Police; 100% for Fire).

e Reduce multiplier to 3% for future service (currently 3.5% for Police; 3.4% for

Fire).
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e Lower guaranteed retiree COLA to 1.5% annual increase for future benefit
accruals (currently 3% at age 52 for Fire; Police 2%).

e Delay retiree COLA start date to 7 years.

e Modify DROP benefit to permit longer funding period by replacing DROP with
Backdrop.

e Establish maximum target City contribution expressed as a percentage of payroll.
City contribution target is net of (after) member contributions and premium tax
refunds (PTRs) received per Florida Statute Chapters 175 and 185.

e Member contributions increased or decreased if City contributions go over a
maximum or under a minimum targeted amount.

e Retiree COLA in addition to the 1.5% guaranteed COLA up to an additional 1.5%
applicable to future service, variable depending on whether the COLA can be

fully advance funded* within the maximum City targeted contribution amount.
y y targ

* Fully advance funded means that the valuation results are based on the premise that the assumed level
of retiree COLA adjustments would be applicable, and that the City contribution percentage based on

those results is less than the maximum City targeted contribution amount.

The recommended benefit structure is intended to be taken as a package to accomplish
the stated objective, and is not intended as a “shopping list” of changes. All the
recommendations, if implemented, would still result in the plan continuing to comply

with all the minimum benefit provisions of Chapters 175 and 185, Florida Statutes.

Also, it is important to note that the recommended elements of change are not
independent; that modification of any element affects the effect of the other element. It
is the combined interactive effect on estimated future contributions that the projections

present.
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The major challenge to plan reform to control City pension costs is attributable to the
increase in unfunded liability associated with current retirees. Retiree liabilities
previously had been fully funded as of retirement, assuming that plan assets associated
with retiree liabilities continued to earn the assumed investment return (retiree
liabilities are discounted at the assumed rate to coordinate with the timing of future
retiree payments), and lived as long as the assumed longevity table predicted. But the
shortfalls in assumed returns, combined with retirees living longer than expected
resulted in new Unfunded Actuarial Accrued Liabilities (UAALSs) associated with the
retiree obligations. And all retiree benefits are guaranteed; the City cannot reduce those
benefits to remain fully funded for retirees. And those new liabilities need to be paid
through City costs that are normally assigned to current members, thus needing to

lower current and future benefit promises to stay within City contribution targets.

Several sets of projections of the estimated current and proposed reformed plan
contributions were developed. In addition to projecting the estimated City costs using
the current valuation rate of 8%, two alternative lower assumed investment rates were
used to demonstrate the difference in estimated City contributions if plan returns were
less than assumed over the long term. Two composite charts presenting the results of
these projections follows. The first chart projects the estimated City contribution
requirements as a percentage of payroll; the second chart projects the estimated City
contribution requirements as a dollar amount. Estimated City contributions are net of
member contributions and premium tax refunds (labeled PTRs in the legend below the

chart). The backup data to the summary charts is contained in Appendix C.
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City of Boca Raton Policeand Firefighters' Retirement System
Projection of Contribution Requirements as a Percentage of Payroll
(%)
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- Current Plan Cost net of Member Contributions and PTR (incl. expenses) @ 8%

—-Reform Plan Cost net of Member Contributions and PTR (incl expenses), as % of Current Payroll @ 8%
Reform Plan Cost net of Member Contributions and PTR (incl. expenses)as % of Current Payroll @ 7.5%

—o—Reform Plan Cost net of Member Contributions and PTR (incl expenses), as % of Current Payroll @ 7%

These projections demonstrate that the reformed plan is expected to reduce current City
contribution requirements even if the actual long-term rate of return is less than the
current rate of assumed return by up to one percentage point less. It would appear that
actual returns would have to average less than 6.5% over the long term before City
contributions under reform would not see a reduction over current levels. Of course, if
actual returns were at those lower levels, the current plan cost would also be

significantly greater than the top line (red) in the chart estimates.

To obtain an estimate of the contribution effect of the reform, the top line (red) and the
bottom line (blue) of the chart can be compared. Pages 4-1, 4-7 and 4-13 present the

estimated reform effect as a percentage of payroll separately for each of the three
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alternative assumed rates of return, and pages 4-4, 4-10 and 4-16 present the same
comparisons as a dollar amount. The backup to the projection charts are after each

chart.

The initial drop in the projected future levels is due to an unfunded “mortgage” (one of
the UAAL components) being fully paid off. The later jumps in the projected future
levels are due to prior “gain mortgages” being fully recognized (no more contribution
credit). The later drops in projected levels occur due to more UAAL “loss mortgages”

(or previously granted benefit liability increases) being fully paid off.

At the end of the projection period the estimated UAAL levels shown are based on the
estimated future normal costs of the plan, with all current UAAL “mortgages” being

fully paid off.

See Section 6, Other Considerations, for a discussion of how the “backloading” of the

UAAL payments might be addressed.
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A projection of the estimated growth in Unfunded Actuarial Accrued Liability (UAAL),
based on the current plan at 8% investment return compared to the reform plan at the
three alternative assumed rates of investment return (8%, 7.5%, 7%), follows below.

Backup data for the chart is in Appendix C.

City of Boca Raton Policeand Firefighters' Retirement System
2 $190 1 Remaining Amount of Unfunded Actuarial Accrued Liability (UAAL)
= 4180 T $)

——Total Remaining UAAL: Base @ 8%

—i-Total Remaining UAAL: Reform @ 8%
Total Remaining UAAL: Reform @ 7.5%

—>Total Remaining UAAL: Reform @ 7%

The above chart presents projections of the estimated Unfunded Actuarial Accrued
Liabilities (UAALs) of the plan for the current plan and its current assumed rate of
return of 8%, along with similar projections of the UAAL for the reformed plan using
the three alternative assumed rates of return (8%, 7.5%, 7%). The chart demonstrates
that the UAAL would not be initially reduced if 7% were assumed to be actually earned
over the long term, and thus the initial UAAL, after reform, could actually increase

from current assumed levels if actuarial returns were less than 7%. Of course, if actual
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returns were at those lower levels, the current plan would also cost significantly more

than the top line (red) in the chart estimates.

To obtain an estimate of the UAAL effect of the reform, the top line and the bottom line
can be compared. Pages 5-2, 5-5 and 5-8 present the estimated reform effect as a dollar
amount for each of the three alternative assumed rates of return. The backup to the

projection charts are after each chart in Section 5.

Note UAAL levels increase for a period of years before starting to decrease after 13
years or so. The reason why this increase occurs is because the “mortgage method” is
based on “negative amortizations” (initial payments less than the interest charges).
Even though the UAAL is eventually repaid, this back loaded repayment plan delays

repayment over more than one generation of taxpayers.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.

Conclusion

Significant reforms are necessary to achieve and sustain lower levels of City
contribution requirements within City targeted contribution objectives. Increased City
cost stability can be addressed through variable member contributions and variable
pension benefits dependent on the ability to prefund the desired benefit level, as well as

through revisions to the UAAL amortization method currently in use.
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SECTION 2
ALTERNATIVES CONSIDERED

Defined Contribution Plan

Converting the current defined benefit plan to a defined contribution plan would
address the current financial risk of the plan. The City would only be obligated for
agreed upon City and member contributions and would have no further financial risk.
In effect, financial risk would be transferred to plan members. There would be no
sharing of risk, either with the City or other plan members. The two major elements of

risk that would be absorbed by individual plan members are:

1. The risk of investment return on individual account balances. If investment
returns are less than expected, account balances will be inadequate relative to
retirement expectations. On the other hand, if returns are greater than expected,

retirement funds would be greater than planned for.

2. The risk of survival. The major risk of an account balance benefit for plan
members is the risk of living longer than average, thus running out of money
before the end of a member’s life. On the other hand, if one dies early then the

beneficiary would receive the residual pension benefit.

We do not recommend adoption of a defined contribution plan to control the pension
plan financial risk of the City. We do not believe a transfer of risk to members is an
appropriate way to manage pension costs. The City is significantly better equipped to
assist the members in sharing the financial risks among themselves, as well as with the
City. It is one of the benefits that the City can provide for its members to assist in the

management of this risk. Also, It is unlikely that a defined contribution plan would be
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accepted by Police Officer and Firefighter members, as there are virtually no defined

contribution plans in the State of Florida for Police Officers and Firefighters.

Hybrid Plan (part defined benefit, part defined contribution)

A plan that is part defined benefit and part defined contribution, referred to here as a
“hybrid plan,” would reduce the financial risk by eliminating the City’s financial risk
for the defined contribution portion. The financial risk associated with the defined
contribution portion would be transferred to the plan members. The hybrid approach
would reduce overall City risk, but would not address the financial risk of the defined
benefit portion. This approach has merit providing a defined benefit anchor
(guaranteed benefit) that the City is responsible for along with a defined contribution
portion that the City and members contribute to but that the members are responsible
for. However, we believe there is a more effective way of addressing financial risk, and

we have outlined that approach below.

Reformed Defined Benefit Plan (lower guaranteed benefits)

One of the usual ways to address financial risks is to lower guaranteed benefit levels. In
effect a lower level of benefits lowers expected future contribution requirements but
still has the financial risk associated with those requirements. It would also lower the
“worst case” higher contribution levels of the current plan. This approach is necessary
to reduce expected plan costs, but is not sufficient to address the financial risk volatility.
Another element is needed in order to have relatively stable City contribution

requirements as well as affordable levels of City contributions.

Reformed Defined Benefit Plan (lower flexible benefits and variable member

contributions)

A reformed defined benefit plan including the elements of lower flexible benefits and

variable member contributions addresses both the cost level issue as well as
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contribution stability issues. The details of how this approach would work is outlined in
later sections of this report. It is our belief that this reform approach would permit the
City to have a structure of pension benefits that is affordable and sustainable over the
long term. It has elements of risk sharing via benefit variability for current plan
members as well as intergenerational pooling of risk for current and future members

taken as a group.
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SECTION 3
ELEMENTS OF REFORM

The recommended benefit structure is intended to be taken as a package to accomplish
the stated objective, and is not intended as a “shopping list” of changes. Also, it is
important to note that the recommended elements of change are not independent; that
modification of any element affects the reform value of the other element. It is the
combined interactive effect on estimated future contributions that the projections
illustrate. The recommended structure would apply both to current and future

members.

Minimize Individual Choice Affecting Benefit Levels

e Remove pay elements that can be varied; eliminate overtime counted for pensions
for future service for Police Officers.
Since most actuarial valuations use current overtime to project the cost of including
overtime, any increased overtime near retirement results in actuarial losses and
increased unfunded liabilities not planned for. It is not the members fault that rules
exist that permit “spiking” of pensionable pay; members are just maximizing their
pensions based on the rules that exist. It is better to have plan rules that treat every
member the same; removing overtime eliminates the “spiking” potential and bring
members on a level playing field. Note that Firefighter members participating in the
plan already exclude overtime from pensionable pay. The reason why overtime has
been included for Police Officers is because, until recently, overtime up to 300 hours
was required to be included per Florida Statutes, and that requirement has been
removed. Overtime already earned in the past would still be counted and be
included if within the pay-averaging period. So the phase out of overtime would be
over a period of years. The Florida Retirement System currently does include

overtime up to 300 hours per year.
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e Lengthen averaging period of pensionable pay to 5 years.
Lengthening the averaging period dampens the effect of increases to any pay
element close to retirement, and lessens the potential for unfunded earned benefits.
For example, if a member is promoted in the last year or two before retirement, this
increase is not expected actuarially and thus increases the unfunded liabilities and
their related contribution requirements. It is not uncommon for senior employees to
get promoted toward the end of their careers. Since benefit funding was based on
earnings before the promotion, and members did not pay member contributions on
this increase previously, actuarial losses usually result. Lengthening the averaging
period does not eliminate this potential occurrence, but it does dampen its effect.
The reform would be implemented over a 3 year phase-in period. The Florida

Retirement System currently uses 5 years as the averaging period.

Limit Automatic Escalations in Initial Retirement Benefit Levels and Make subject to

Future Negotiations for Increases

e Limit maximum initial annual pension at retirement to a fixed dollar amount of
$100,000.
Limiting the maximum initial annual pension to a fixed dollar amount of $100,000 at
retirement currently affects only a few current members, but would have significant
impact on projected liabilities. This is an important element in cost control; rather
than having large pensions increasing automatically, future increases in the initial
limit at retirement would have to be negotiated by the unions and the City, thus
requiring increases in the maximum benefit to be identified and an actuarial
statement of impact prepared before any increase would apply. Any member
currently at or above this $100,000 limit would keep the current higher earned limit.
The Florida Retirement System currently does not have a maximum dollar pension

amount.
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Note that the benefit payable, if limited at retirement, does not restrict future retiree
COLA increases to the initial benefit. So if the $100,000 limit applies at retirement,
then all applicable future retiree COLA increases would apply to the $100,000 limit

maximum multiplier to 81%.

Limiting the multiplier to 81% is more of an employment and “reasonable but not
excessive” benefit item than just pension contribution control. Members who stay
longer earn pay at a higher rate than members who would replace them if they were
to leave after earning a “full” pension. While what is a “full pension” is debatable, it
is better to consider future increases in the target percentage when considering
alternatives (like increasing the funded amount of retiree COLA) and what might be
more important to increase. Where the City contribution money is spent is an
important element of managing the cost of pensions. Any members who have
already earned multipliers greater than 81% would keep the higher percentage. The
Florida Retirement System currently has a 100% limit. In addition, the not in line of
duty multiplier would be changed to be the same as the regular pension multiplier,

recommended at 3% as discussed below.

Reduce Higher Cost Elements to Lower Expected Costs

e Reduce multiplier to 3% for future service.
A 3% multiplier is the prevalent multiplier used throughout the State, and the
Florida Retirement System Special Risk benefits are also based on a 3% multiplier. A
higher multiplier for service earned prior to the date of reform would continue to

apply; the 3% multiplier would apply for future service only.

e Lower guaranteed retiree COLA to a 1.5% annual increase for future benefit

accruals.
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One of the more significant costs of pensions is related to guaranteeing cost-of-living
adjustments (COLA) to retiree benefits. Lowering the guaranteed retiree COLA
would notably reduce future projected liabilities and related City costs. The 1.5%
guaranteed annual increase for future retirees would apply only to future benefit
accruals of current active members. The current retiree increase percentage would
continue to apply to benefits based on service earned to date of reform. Current
retirees and current DROP members’ future COLA increases would not be affected
by this revision. The Florida Retirement System has suspended COLA accruals for

future service earned after July 1, 2011.

e Delay retiree COLA start date to 7 years.
Delaying the COLA start date further reduces the costs associated with retiree
COLA benefits. This revision would not apply to current DROP members or current

retirees.

Convert DROP to BackDROP

e Convert DROP to BackDROP to permit longer funding period.
Under a BackDROP provision, instead of electing the option at the beginning of the
period, the election to participate would be at the end of employment, and would
“look back” to the earlier eligibility date where DROP would have been elected. The
lump sum benefit would be similar as for the current DROP, and the length of
DROP would be the same. However, there would not be a self-directed option, as
there is no ability to retroactively elect individual investment accounts. The basic
annuity to be accumulated would be the same, the accrued benefit determined as of
the elected date. Members would have the flexibility to choose any “look back” date
they wished, based on knowledge of the past, and also could choose not to elect an
annuity accumulation option at all. Members would continue to contribute until a

BackDROP date is chosen.
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Although the benefits and related plan liabilities remain essentially the same,
funding would now extend to the BackDROP date, permitting a longer period to
spread out normal cost payments and thus a lower cost per year. This funding
difference results from the State funding policy of requiring funding not to extend
beyond the beginning of DROP; since BackDROP is elected as of the end of

employment, funding can be extended up to 5 more years.

Add Variable Member Contribution and Benefit Provisions

e Member contributions would be increased or decreased if City contributions are
over a maximum or under a minimum targeted amount. Contribution increases
would be coordinated with flexible COLA benefits; if any COLA over the 1.5%
guaranteed COLA can no longer be advance funded, then member contributions
would be increased (reduction of advance funding down to the guaranteed COLA

would occur first).

The current member contributions of 10.2% could be increased up to 16% (the
maximum member contribution) in the event the City maximum targeted
percentage amount would otherwise be exceeded. Any contribution requirements in
excess of the targeted City and maximum member contribution percentages would
be the responsibility of the City. In the event that City contributions, after the full
additional retiree COLA is advance funded, are less than 10.2%, then member
contributions would be reduced from the current 10.2%. The reduction below the
City 10.2% contribution would be split 50/50, with half the percentage used to

reduce member contributions and half used to reduce City contributions.

The target maximum City contribution percentage is 18%, approximately the

average City contribution rate over the past 25 years or so. Since the estimated City
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rate for the first two years (through 9/30/2014) may be in excess of 18%, special City
contribution targets in excess of 18% could be established during the initial 2 year

period.

e Additional Retiree COLA increased or decreased based on City contribution
requirements.
If retiree COLA in addition to the 1.5% guaranteed retiree COLA for future service
can be advance funded*, and City contribution requirements can stay below the
targeted percentage amount, then up to an additional 1.5% retiree COLA benefits
can be credited over the 1.5% guaranteed COLA. The additional COLA benefit must
be fully advance funded as of the retirement date to then be applicable. But the
additional COLA payment is not guaranteed. If full advance funding cannot be
attained in any later year, then the additional COLA for future increases would be
cut back to the level that can be fully funded (but not less than 1.5% guaranteed
COLA). Any COLA that was previously granted would continue to be paid (no
reductions from the then current amount being paid). For example, if for future
members in the year of initial COLA adjustment the full initial additional COLA can
be fully advanced funded, then an initial annual benefit of $60, 000 would increase
by 3% (1.5% guaranteed COLA and 1.5% additional COLA), resulting in an
increased benefit of $61,800. Then if in year two of COLA adjustment, only 1%
additional COLA can be advanced funded, the $61,800 benefit would keep the prior
additional COLA and receive a year two COLA of 2.5% (1.5% guaranteed COLA
plus the 1% additional COLA) for an increased benefit of $63,345. However, advance
funding of the retiree additional COLA would occur before any advance funding for

then active members, so retiree advance funding of the COLA would take priority.

* Fully advance funded means that the valuation results are based on the premise that the assumed level
of retiree COLA adjustments would be applicable, and that the City contribution percentage based on

those results is less than the maximum City targeted contribution amount.
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Consider benefit multiplier for future service modified to a lower guaranteed

amount and an additional amount based on City contribution requirements (not

included in current reform elements).

o If the City desires additional protection against costs greater than the maximum City
targeted contribution amount, then more benefits would need to be split into a
guaranteed portion and a contingent portion based on advance funding. The
multiplier would be another benefit that lends itself to this treatment. Since the State
minimum multiplier under Florida Statute 175 and 185 is 2%, the guaranteed
multiplier for future service would be 2%, with an additional 1% payable only if
fully advanced funded (or a lesser additional amount equal to that which can be
advance funded). The provision would operate the same way as the Additional
retiree COLA described above. However, this provision has not been included in the
recommended reforms; it is to provide an additional option if additional cost
protection is needed, or as an alternative to increased member contributions if the

City target contribution percentage of 18% would otherwise be exceeded.
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SECTION 4
PROJECTIONS OF ESTIMATED
FUTURE CITY CONTRIBUTION REQUIREMENTS

Projections of the estimated contribution requirements at several assumed discount
rates (8%, 7.5%, 7%) are displayed on the following pages. The 8% basis is presented

below and the alternative discount rates are presented on pages 4-7 and 4-13.

City of Boca Raton Policeand Firefighters' Retirement System
Projection of Contrribution Amounts as a Percentage of Payroll (at 8%)
(%)

~#— Current Plan Cost net of Member Contributions and PTR (incl. expenses) @ 8%

=o—Reform Plan Cost net of Member Contributions and PTR (incl expenses), as % of Current Payroll @ 8%

These projections demonstrate that the reformed plan is expected to reduce current City
percentage contribution requirements if the assumed long term rate of return were 8%.

The current 44% of pay requirement would be immediately reduced to about 31% of
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pay, and the 13% point difference is expected to expand to about 16% less over the next

several years and continue at that differential, plus or minus a few percentage points.

The initial drop in the projected future City percentage contributions is due to an
unfunded “mortgage” (one of the UAAL components related to Firefighters) with only
two remaining years of payments before being fully paid off (balance as of 10/1/2012
was $2.286 million). The later rises in the projected future percentage contributions are
due to prior “gain mortgages” being fully recognized (no more contribution credit). The
later drops in projected City contribution percentages occur due to more UAAL

“mortgages” being fully paid off.

At the end of the projection period the estimated City percentage contributions shown
are based on the estimated future normal costs of the plan, with all current UAAL

“mortgages” being fully paid off.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-1

Current Plan Cost Reform Plan Cost

net of Member net of Member
Contributions and Contributions and
PTR (incl. PTR (incl

Year expenses) @ 8% expenses) @8%
2013 44.12% 31.12%
2014 43.96% 26.74%
2015 35.51% 18.70%
2016 34.81% 18.33%
2017 34.95% 18.71%
2018 35.09% 19.09%
2019 35.22% 19.41%
2020 35.35% 19.63%
2021 35.48% 19.81%
2022 35.61% 19.98%
2023 35.74% 20.10%
2024 35.86% 20.23%
2025 34.17% 18.47%
2026 35.36% 19.55%
2027 39.00% 23.05%
2028 42.96% 26.86%
2029 41.18% 24.93%
2030 43.31% 26.94%
2031 42.16% 25.63%
2032 39.79% 23.10%
2033 36.87% 20.03%
2034 31.03% 14.05%
2035 36.26% 19.15%
2036 34.76% 17.54%
2037 32.60% 15.26%
2038 29.10% 11.69%
2039 24.70% 7.22%
2040 21.09% 3.56%
2041 15.31% 2.80%
2042 15.41% 2.87%
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City of Boca Raton Police and Firefighters' Retirement System
Projection of Contribution Requirementsin Dollar Amounts (at 8%)
)
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—#—Current Plan Cost net of Member Contributions and PTR (incl. expenses) @ 8%

—o—Reform Plan Cost net of Member Contributions and PTR (incl expenses) @8%

These projections demonstrate that the reformed plan is expected to reduce current City
dollar contribution requirements if the assumed long term rate of return were 8%. The
current $12 million requirement would be immediately reduced to about $9 million,
and the $3 million difference is expected to expand to about $5 million less over the next

several years and continue to expand the difference thereafter as pay increases.

The initial drop in the projected future City dollar contributions is due to an unfunded
“mortgage” (one of the UAAL components related to Firefighters) with only two
remaining years of payments before being fully paid off (balance as of 10/1/2012 was
$2.286 million). The later rises in the projected future dollar contributions are due to two

reasons: (1) The funding method in use by all plans in the State of Florida develops
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dollar contributions as a level percentage of current and future payroll; as future payroll
increases, contributions will increase in dollar amount even if all assumptions are
realized. (2) Prior “gain mortgages” being fully recognized (no more contribution
credit). That occurs where the lines in the chart increase their slope. The later drops in

projected dollar contributions occur due to more UAAL “mortgages” being fully paid

off.

At the end of the projection period the estimated levels shown are based on the
estimated future normal costs of the plan, with all current UAAL “loss mortgages”
being fully paid off. Note the dollar contribution amounts are still expected to decrease

due to the operation of the funding method described above.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-4

Current Plan Cost
net of Member

Reform Plan Cost

net of Member

Contributions and Contributions and

PTR (incl. PTR (incl

Year expenses) @ 8% expenses) @8%

2013 $12,499,246 $8,814,749
2014 13,012,274 7,914,510
2015 10,984,998 5,785,316
2016 11,254,104 5,924,217
2017 11,806,978 6,320,660
2018 12,386,124 6,737,539
2019 12,992,767 7,161,595
2020 13,628,187 7,567,649
2021 14,293,724 7,979,640
2022 14,990,777 8,411,202
2023 15,720,813 8,840,241
2024 16,485,365 9,302,080
2025 16,413,687 8,871,423
2026 17,750,611 9,813,647
2027 20,462,021 12,092,239
2028 23,551,904 14,723,358
2029 23,589,892 14,284,046
2030 25,928,856 16,126,265
2031 26,375,070 16,036,502
2032 26,012,676 15,099,101
2033 25,192,164 13,683,474
2034 22,150,626 10,033,362
2035 27,048,911 14,285,634
2036 27,098,165 13,673,362
2037 26,556,122 12,435,374
2038 24,776,280 9,948,557
2039 21,975,946 6,420,279
2040 19,604,940 3,313,012
2041 14,878,362 2,716,616
2042 15,645,122 2,915,825
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The 7.5% projection chart is presented below

City of Boca Raton Policeand Firefighters' Retirement System
Projection of Contribution Requirementsas a Percentage of Payroll (at 7.5%)
(%)
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~#—Current Plan Cost net of Member Contributions and PTR (incl. expenses) @7.5%

—o—Reform Plan Cost net of Member Contributions and PTR (incl. expenses) as % of Current Payroll@7.5%

These projections demonstrate that the reformed plan is expected to reduce current City
percentage contribution requirements if the assumed long term rate of return were
7.5%. The current pro-forma 50% of pay requirement would be immediately reduced to
about 35% of pay, and the 15% point difference is expected to expand to about 19% less
over the next several years and continue at that differential, plus or minus a few

percentage points.

The initial drop in the projected future City percentage contributions is due to an
unfunded “mortgage” (one of the UAAL components related to Firefighters) with only

two remaining years of payments before being fully paid off (balance as of 10/1/2012
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was $2.286 million). The later rises in the projected future percentage contributions are
due to prior “gain mortgages” being fully recognized (no more contribution credit). The
later drops in projected City contribution percentages occur due to more UAAL

“mortgages” being fully paid off.

At the end of the projection period the estimated percentage contributions shown are
based on the estimated future normal costs of the plan, with all current UAAL

“mortgages” being fully paid off.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-7

Current Plan Cost
net of Member

Reform Plan Cost

net of Member

Contributions and Contributions and

PTR (incl. PTR (incl

Year expenses) @7.5% expenses) @7.5%

2013 50.08% 34.71%
2014 49.69% 29.58%
2015 41.14% 21.49%
2016 40.45% 21.16%
2017 40.59% 21.58%
2018 40.72% 21.98%
2019 40.86% 22.34%
2020 40.99% 22.57%
2021 41.12% 22.77%
2022 41.25% 22.96%
2023 41.37% 23.08%
2024 41.50% 23.24%
2025 39.86% 21.53%
2026 41.02% 22.59%
2027 44.55% 25.99%
2028 48.38% 29.67%
2029 46.66% 27.82%
2030 48.72% 29.76%
2031 47.62% 28.51%
2032 45.35% 26.08%
2033 42.56% 23.15%
2034 36.98% 17.44%
2035 41.97% 22.31%
2036 40.55% 20.78%
2037 38.50% 18.62%
2038 35.19% 15.23%
2039 31.03% 11.00%
2040 27.62% 7.55%
2041 21.26% 4.58%
2042 19.15% 4.66%
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City of Boca Raton Police and Firefighters' Retirement System
Projection of Contribution Requirements in Dollar Amounts (at 7.5%)
)
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—#—- Current Plan Cost net of Member Contributions and PTR (incl. expenses) @7.5%

—o—Reform Plan Cost net of Member Contributions and PTR (incl. expenses) @7.5%

These projections demonstrate that the reformed plan is expected to reduce current City
dollar contribution requirements if the assumed long term rate of return were 7.5%. The
current pro-forma $14 million requirement would be immediately reduced to about $10
million, and the $4 million difference is expected to expand to about $6 million less over

the next several years and continue to expand the difference thereafter as pay increases.

The initial drop in the projected future City dollar contributions is due to an unfunded
“mortgage” (one of the UAAL components related to Firefighters) with only two
remaining years of payments before being fully paid off (balance as of 10/1/2012 was
$2.286 million). The later rises in the projected future dollar contributions are due to two

reasons: (1) The funding method in use by all plans in the State of Florida develops
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dollar contributions as a level percentage of payroll; as future payroll increases,
contributions will increase in dollar amount even if all assumptions are realized. (2)
Prior “gain mortgages” being fully recognized (no more contribution credit). That
occurs where the lines in the chart increase their slope. The later drops in projected

dollar contributions occur due to more UAAL “mortgages” being fully paid off.

At the end of the projection period the estimated levels shown are based on the
estimated future normal costs of the plan, with all current UAAL “mortgages” being
fully paid off. Note the dollar contribution amounts are still expected to decrease due to

the operation of the funding method described above.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-10

Current Plan Cost Reform Plan Cost

net of Member net of Member
Contributions and Contributions and
PTR (incl. PTR (incl.

Year expenses) @ 7.5%  expenses) @ 7.5%
2013 $14,187,307 $9,831,565
2014 14,709,086 8,755,432
2015 12,727,301 6,649,358
2016 13,076,705 6,840,445
2017 13,711,596 7,288,723
2018 14,376,450 7,760,020
2019 15,072,658 8,239,907
2020 15,801,673 8,701,657
2021 16,565,016 9,171,203
2022 17,364,278 9,663,653
2023 18,201,122 10,155,053
2024 19,077,287 10,683,567
2025 19,146,637 10,344,131
2026 20,590,464 11,341,581
2027 23,370,786 13,634,071
2028 26,520,598 16,267,348
2029 26,730,893 15,939,469
2030 29,165,951 17,814,087
2031 29,788,863 17,835,143
2032 29,646,616 17,049,650
2033 29,078,015 15,814,390
2034 26,400,668 12,453,167
2035 31,313,449 16,641,651
2036 31,614,491 16,198,812
2037 31,367,205 15,169,707
2038 29,960,714 12,965,682
2039 27,605,323 9,787,275
2040 25,675,572 7,020,922
2041 20,658,647 4,453,804
2042 19,446,313 4,732,006
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The 7% projection chart is presented below

City of Boca Raton Police and Firefighters' Retirement System
Projection of Contribution Requirements as a Percentage of Payroll (at7%)
(%)
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~#—Current Plan Cost net of Member Contributions and PTR (incl. expenses) @ 7%

—o—Reform Plan Cost net of Member Contributions and PTR (incl expenses), as % of Current Payroll @7 %

These projections demonstrate that the reformed plan is expected to reduce current City
percentage contribution requirements if the assumed long term rate of return were 7%.
The current pro-forma 56% of pay requirement would be immediately reduced to about
38% of pay, and the 18% point difference is expected to expand to about 21% less over
the next several years and continue at that differential, plus or minus a few percentage

points.

The initial drop in the projected future City percentage contributions is due to an
unfunded “mortgage” (one of the UAAL components related to Firefighters) with only

two remaining years of payments before being fully paid off (balance as of 10/1/2012
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was $2.286 million). The later rises in the projected future percentage contributions are
due to prior “gain mortgages” being fully recognized (no more contribution credit). The
later drops in projected City contribution percentages occur due to more UAAL

“mortgages” being fully paid off.

At the end of the projection period the estimated percentage contributions shown are
based on the estimated future normal costs of the plan, with all current UAAL

“mortgages” being fully paid off.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-13

Current Plan Cost Reform Plan Cost

net of Member net of Member
Contributions and Contributions and
PTR (incl. PTR (incl.

Year expenses) @7.5% expenses) @7.5%
2013 56.44% 38.33%
2014 56.04% 32.60%
2015 47.56% 24.64%
2016 46.87% 24.35%
2017 47.00% 24.80%
2018 47.14% 25.25%
2019 47.27% 25.64%
2020 47.40% 25.90%
2021 47.53% 26.12%
2022 47.66% 26.33%
2023 47.79% 26.48%
2024 47.91% 26.66%
2025 46.32% 25.03%
2026 47.45% 26.07%
2027 50.87% 29.38%
2028 54.57% 32.95%
2029 52.92% 31.19%
2030 54.91% 33.06%
2031 53.85% 31.88%
2032 51.68% 29.56%
2033 49.03% 26.78%
2034 43.70% 21.34%
2035 48.46% 25.99%
2036 47.12% 24.55%
2037 45.18% 22.51%
2038 42.05% 19.31%
2039 38.11% 15.32%
2040 34.90% 12.07%
2041 28.92% 6.72%
2042 23.42% 6.80%
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City of Boca Raton Police and Firefighters' Retirement System
Projection of Contribution Requirements in Dollar Amounts (at7%)
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~#—Current Plan Cost net of Member Contributions and PTR (incl. expenses) @ 7%

—>=Reform Plan Cost net of Member Contributions and PTR (incl expenses) @ 7%

These projections demonstrate that the reformed plan is expected to reduce current City
dollar contribution requirements if the assumed long term rate of return were 7%. The
current pro-forma $16 million requirement would be immediately reduced to about $11
million, and the $5 million difference is expected to expand to about $7 million less over

the next several years and continue to expand the difference thereafter as pay increases.

The initial drop in the projected future City dollar contributions is due to an unfunded
“mortgage” (one of the UAAL components related to Firefighters) with only two
remaining years of payments before being fully paid off (balance as of 10/1/2012 was
$2.286 million).
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The later rises in the projected future dollar contributions are due to two reasons: (1)
The funding method in use by all plans in the State of Florida develops dollar
contributions as a level percentage of payroll; as future payroll increases, contributions
will increase in dollar amount even if all assumptions are realized. (2) Prior “gain
mortgages” being fully recognized (no more contribution credit). That occurs where the
lines in the chart increase their slope. The later drops in projected dollar contributions

occur due to more UAAL “mortgages” being fully paid off.

At the end of the projection period the estimated levels shown are based on the
estimated future normal costs of the plan, with all current UAAL “mortgages” being
fully paid off. Note the dollar contribution amounts are still expected to decrease due to

the operation of the funding method described above.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 4-16

Current Plan Cost Reform Plan Cost

net of Member net of Member
Contributions and Contributions and
PTR (incl. PTR (incl

Year expenses) @ 7% expenses) @ 7%
2013 $15,987,665 $10,857,851
2014 16,590,460 9,650,504
2015 14,711,670 7,621,032
2016 15,150,370 7,870,343
2017 15,878,576 8,378,531
2018 16,640,944 8,912,787
2019 17,439,055 9,457,350
2020 18,274,558 9,984,053
2021 19,149,181 10,521,015
2022 20,064,730 11,085,140
2023 21,023,094 11,650,392
2024 22,026,247 12,258,016
2025 22,252,370 12,022,537
2026 23,820,105 13,090,131
2027 26,687,794 15,413,038
2028 29,917,086 18,066,102
2029 30,318,253 17,865,815
2030 32,870,338 19,791,114
2031 33,690,364 19,941,770
2032 33,788,834 19,328,046
2033 33,493,102 18,292,985
2034 31,199,483 15,238,115
2035 36,155,609 19,390,171
2036 36,732,972 19,138,829
2037 36,805,231 18,341,128
2038 35,796,214 16,440,286
2039 33,909,379 13,630,733
2040 32,446,050 11,223,980
2041 28,095,125 6,530,049
2042 23,782,554 6,903,866
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SECTION 5
PROJECTIONS OF UNFUNDED ACTUARIAL ACCRUED LIABILITIES (UAALs)

Basis of Projections

The projection of UAALs was based on the Plan’s amortization methods that calculate
amortization amounts as a level percentage of expected future payroll, assuming that
payroll increases at 4.5% per year. The projection also assumes that all assumptions are
realized in the future (no future actuarial gains or losses), and therefore no future
additional UAAL components. The reason why the UAALs increase before they are
reduced (meaning the UAALs are then starting to be paid off) is that initially, longer
term UAAL bases do not even have full interest credited at the valuation rate on the
UAAL balance. The amount of unpaid interest is added to the then outstanding UAAL
balance. For example, if 8% were charged as interest, and only 5% were actually paid by
the amortization method, the additional 3% would be added to the UAAL balance. This
initial “not full payment of interest” is the result of the application of the 4.5% payroll
increase methodology used by the plan. Eventually, the growth of future payroll is
sufficient to have the dollar amount be enough to pay both interest as well as reduce the

UAAL balance.

The current total UAAL at an 8% discount basis is about $130 million The individual
components for the current Plan UAAL components at 8% interest are presented in
Appendix C. There are currently 36 separate UAAL components with differing
remaining amortization periods. The reform UAAL projections at the three different
assumed returns include the reduction in UAAL due to the reform, as well as the

change in the unfunded due to the change in assumed interest rate.
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The 8% UAAL projection chart is presented below. Backup to the chart entries follows

the commentary.

City of Boca Raton Policeand Firefighters' Retirement System

Remaining AmountofUnfunded Actuarial Accrued Liability (UAAL)
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~#—Total Remaining UAAL: Base @ 8% —o—Total Remaining UAAL: Reform @ 8%

The above chart presents projections of the estimated unfunded AAL (UAALSs) for the

current plan and for the reformed plan at the current assumed rate of return of 8%.

The projections of UAAL for the current plan at 8% assumed investment return starts
out at about $130 million, increases to about $142 million in 2025, then finally starts to
decrease as amortization payments finally exceed the interest charges. The UAAL is

tully paid off after 30 years.
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To obtain an estimate of the UAAL effect of the reform, the top line (red) and the
bottom line (blue) can be compared. The reformed plan immediately lowers the UAAL

by about $30 million, and differential expands thereafter to about a $35 million

differential by 2025.
The backup to the projection chart follows below.

Note UAAL levels increase for a period of years before starting to decrease after 13
years or so. The reason why this increase occurs is because the “mortgage method” is
based on initial payments less than the interest charges. This type of mortgage is often
referred to as a deferred interest or graduated payment mortgage. Even though the
UAAL is eventually repaid, this back loaded repayment plan delays repayment over

more than one generation of tax payers.

Section 6, Other Considerations, for a discussion of how the volatility of the UAAL

mortgage payments might be addressed.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 5-2

Total Remaining
Total Remaining UAAL: Reform @

Year UAAL: Base @ 8% 8%

2013 $129,010,166 $100,007,040
2014 129,797,756 100,091,311
2015 130,219,359 99,826,090
2016 130,226,390 99,167,388
2017 132,583,297 100,884,762
2018 134,766,003 102,459,805
2019 136,744,248 103,868,543
2020 138,484,615 105,084,518
2021 139,950,249 106,078,563
2022 141,100,543 106,818,560
2023 141,890,803 107,269,173
2024 142,271,883 107,391,567
2025 142,189,791 107,143,090
2026 141,585,259 106,476,945
2027 141,334,775 106,283,314
2028 139,962,934 105,101,822
2029 135,913,919 101,393,135
2030 128,583,255 94,570,840
2031 121,021,276 87,705,051
2032 110,746,074 78,335,508
2033 99,604,313 68,332,551
2034 88,421,314 58,547,386
2035 77,711,209 49,522,421
2036 69,933,017 43,747,558
2037 56,777,340 32,947,106
2038 43,073,862 21,987,523
2039 29,444,663 11,530,997
2040 17,260,673 2,992,173
2041 7,769,348 (2,333,851)
2042 754,651 (4,611,218)
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The 7.5% UAAL projection chart is presented below. Backup to the chart entries follows

the commentary.

City of Boca Raton Policeand Firefighters' Retirement System

Remaining AmountofUnfunded Actuarial Accrued Liability (UAAL)

, $190 T (at7.5%)
g $180 +
E $170 T
$160 +
$150 +
$140 +
$130 +
$120 +
$110 +
$100 +
$90 T
$80 T+
$70 T
$60 T+
$50 T+
$40 +
$30 T+
$20 +
$10 +
$0

—#—Total Remaining UAAL: Base @7.5% —o—Total Remaining UAAL: Reform @7.5%

The above chart presents projections of the estimated unfunded AAL (UAALSs) of the

plan for the current plan and its current assumed rate of return of 7.5%.

The projections of UAAL for the current plan at 7.5% assumed investment return starts
out at about $146 million, increases to about $160 million in 2025, then finally starts to
decrease as amortization payments finally exceed the interest charges. The UAAL is

tully paid off after 30 years.
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5-6

To obtain an estimate of the UAAL effect of the reform, the top line (red) and the
bottom line (blue) can be compared. The reformed plan immediately lowers the UAAL

by about $32 million, and differential expands thereafter to about a $38 million

differential by 2025.
The backup to the projection chart follows below.

Note UAAL levels increase for a period of years before starting to decrease after 13
years or so. The reason why this increase occurs is because the “mortgage method” is
based on initial payments less than the interest charges. This type of mortgage is often
referred to as a deferred interest or graduated payment mortgage. Even though the
UAAL is eventually repaid, this back loaded repayment plan delays repayment over

more than one generation of tax payers.

See Section 6, Other Considerations, for a discussion of how the volatility of the UAAL

mortgage payments might be addressed.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 5-5

Total Remaining

Total Remaining

UAAL: Base @ UAAL: Reform @

Year 7.5% 7.5%

2013 $146,539,069 $114,921,429
2014 147,499,993 115,168,701
2015 148,081,658 115,057,786
2016 148,235,311 114,544,867
2017 150,699,649 116,374,099
2018 152,959,412 118,036,250
2019 154,981,737 119,505,097
2020 156,730,502 120,751,833
2021 158,166,055 121,744,847
2022 159,244,909 122,449,486
2023 159,919,416 122,827,793
2024 160,137,412 122,838,230
2025 159,841,839 122,435,375
2026 158,970,334 121,569,599
2027 158,367,999 121,099,927
2028 156,595,077 119,601,816
2029 152,145,703 115,586,009
2030 144,443,519 108,494,272
2031 136,433,687 101,291,530
2032 125,721,624 91,604,737
2033 114,081,927 81,231,947
2034 102,295,939 70,980,039
2035 90,840,001 61,353,139
2036 82,039,392 54,706,744
2037 67,949,847 43,129,437
2038 53,173,716 31,259,261
2039 38,283,912 19,707,895
2040 24,555,813 9,792,807
2041 13,135,633 2,705,894
2042 3,776,982 (1,749,672)
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The 7.0% UAAL projection chart is presented below. Backup to the chart entries follows

the commentary.

City of Boca Raton Policeand Firefighters' Retirement System

Remaining AmountofUnfunded Actuarial Accrued Liability (UAAL)

L, $190 T (at 7%)
g $180 +
= $170
$160 +
$150 +
$140 +

$130
$120 +
$110 +
$100 +
$90 T
$80 T
$70 T
$60 T
$50 T
$40 T
$30 T
$20 T
$10 T+

$0

~#-Total Remaining UAAL: Base @7% =o—Total Remaining UAAL: Reform @7%

The above chart presents projections of the estimated unfunded AAL (UAALSs) of the

plan for the current plan and its current assumed rate of return of 7%.

The projections of UAAL for the current plan at 7% assumed investment return starts
out at about $170 million, increases to about $180 million in 2025, then finally starts to
decrease as amortization payments finally exceed the interest charges. The UAAL is

tully paid off after 30 years.

Concépts

01-49



5-9

To obtain an estimate of the UAAL effect of the reform, the top line (red) and the
bottom line (blue) can be compared. The reformed plan immediately lowers the UAAL

by about $40 million, and differential expands thereafter to about a $43 million

differential by 2025.
The backup to the projection chart follows below.

Note UAAL levels increase for a period of years before starting to decrease after 13
years or so. The reason why this increase occurs is because the “mortgage method” is
based on initial payments less than the interest charges. This type of mortgage is often
referred to as a deferred interest or graduated payment mortgage. Even though the
UAAL is eventually repaid, this back loaded repayment plan delays repayment over

more than one generation of tax payers.

See Section 6, Other Considerations, for a discussion of how the volatility of the UAAL

mortgage payments might be addressed.

See Section 6, Other Considerations, for a discussion of how the “back loading” of the

UAAL mortgage payments might be addressed.
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Backup to Projection Chart on Page 5-8

Total Remaining
Total Remaining UAAL: Reform @

Year UAAL: Base @ 7% 7%

2013 $167,927,781 $130,622,121
2014 169,067,490 130,986,384
2015 169,809,292 130,981,077
2016 170,103,838 130,562,553
2017 172,663,692 132,449,641
2018 174,982,102 134,142,472
2019 177,023,238 135,612,763
2020 178,747,911 136,829,588
2021 180,113,298 137,759,167
2022 181,072,650 138,364,636
2023 181,574,969 138,605,792
2024 181,564,676 138,438,832
2025 180,981,239 137,816,063
2026 179,758,778 136,685,594
2027 178,711,035 135,876,393
2028 176,433,018 134,000,030
2029 171,467,311 129,617,097
2030 163,264,100 122,197,342
2031 154,664,210 114,602,835
2032 143,357,905 104,546,891
2033 131,048,016 93,757,349
2034 118,472,093 82,998,866
2035 106,069,041 72,739,727
2036 96,033,495 65,206,384
2037 80,777,372 52,845,204
2038 64,679,800 40,072,600
2039 48,265,429 27,453,553
2040 32,716,729 16,214,153
2041 19,082,298 7,450,150
2042 7,087,758 938,119

5-10
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OTHER CONSIDERATIONS

e Volatility of contributions due to the multitude of UAAL components with differing

remaining amortization periods.

The “saw tooth” nature of the projections of estimated costs in later years starting
after 2024 is caused by the combination of the many UAAL “mortgages” that are
being amortized. When experience gain credits are complete, the contributions
“jump up”; when the loss debits are complete, the contributions “jump down”. The
resulting volatility of contributions can be lessened by adopting a methodology to
smooth these fluctuations. One example of this would be to offset gain UAALs with

loss UAALs.

e Intergenerational issues with the use of the payroll growth assumption and length of

funding.

The implication of the use of a 4.5% payroll growth assumption has been discussed
earlier in Section 5. Also, the use of the State maximum funding period of 30 years
(shorter periods can be chosen) spreads UAAL repayments over more than one
generation even if no future payroll growth is assumed (no assumed payroll growth
results in “level dollar” amortization payments). The combination of a 4.5% payroll
growth assumption and a 30 year amortization period results in the increase of
each initial UAAL base in the early years, a subsequent reduction in each UAAL
to its original amount in the middle years, and virtually all of the initial UAAL
principal reduction occurring in the last 9 years of the 30 year period. So a future

generation is responsible for any UAAL principle repayment created today.

The City can address this issue by considering some or all of the following

adjustments to the amortization methodology:
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1. Lower the assumed payroll growth rate assumption. If negative amortization
is to be avoided, then an assumed payroll rate should be no more than that
would result in at least full interest paid toward each UAAL mortgage. That
assumption would be around 2% assumed future payroll growth rate.

2. Shorten the current 30 year amortization period for new UAAL mortgages,
and lower current ones that have more than 20 or 25 years remaining.
Although the period chosen would depend on the acceptability of City
contribution levels, the objective would be to have at least one half of the
mortgage principal repayment occur in the first 15 or 20 years (whatever is
viewed as a generation of taxpayers). Although there would be remaining
UAAL principal to be repaid by a future generation, the amount would be
significantly reduced.

3. Consider shorter periods of amortization for retiree UAALs. Even though
retirees” benefit promises do not change, adverse experience can increase
UAAL:s attributable to retirees. Investment returns on assets “assigned” to
retirees less than assumed or retirees living longer than assumed create
experience losses that add to the UAAL. Since all these additional UAALSs are
not created by current members, faster repayment of these additional
amounts to keep all repayments within the current generation of taxpayers
seems prudent. Thus, a shorter amortization period of 15 to 20 years with no
assumed payroll growth should be considered.

4. Since these UAAL amortization methodologies result in greater payments
than otherwise are currently applicable, there is an effect on the current City
contribution target. Although the contribution target includes UAAL
mortgage repayments based on the current methodology, it may not initially
allow sufficient recognition of these suggested changes. So repayment
priorities would be needed to decide which of the above can be accomplished

within the target contribution objective.

- A W s =

Concépts

01-53



6-3

o Effect of current percent funded status in addressing long term sustainability.

Every actuarial valuation is based on the principle of “actuarial balance”; that is, the
valuation estimates expected future plan liabilities and establishes contribution
requirements so as to discharge those expected liabilities that, if paid and all the
assumptions are realized, the plan will have sufficient assets to meet all the
promised benefit of the plan in the future for all current members and current

retirees.

Thus, the current funded status is of little value in judging long term sustainability.
As long as the required contributions are paid the plan will meet its obligations and

be sustainable over the long term.

The nature of the payment requirements of the plan allows focus on the long term,
not current status. Since retiree payments are made monthly over an expected
period of 20 to 30 years, not all at once, and benefit promises for active members are
deferred even longer (the combination of remaining active employment period and
the retiree payment period), plan assets do not need to be available “up front”. So
there is an extended period for funding of the cash flow needs of the plan. The focus

instead should be on the management of the contribution requirement over time.

e Assumptions and methods — expected versus more conservative.

Adoption of actuarial assumptions that are somewhat more conservative than the
expected would lessen the impact of future adverse experience. However, there is an
opportunity cost for this approach, as City contributions would initially be greater
than if the current assumptions were used. If the assumptions were realized, then
the City contributions would be less in the future than otherwise, receiving a credit

for the favorable experience.
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It is important to understand the implications of use of expected assumptions;
expected means half the time experience would be more favorable, the other half the
experience would be less favorable than assumed. So half the time, an increased
UAAL would result, with additional mortgage amortizations required (and the
other half a decreased UAAL would result with an UAAL credit). This is what
creates volatility on City funding requirements, the actual experience different than
that assumed. So if it is more important to have less exposure to contributions
greater than expected, assumptions should be chosen a little to the conservative side
of the expected assumption. So the City could pay a little more than otherwise and

hedge against losses measured against expected experience.
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CITY OF BOCA RATON
POLICE AND FIREFIGHTERS’ RETIREMENT SYSTEM
PENSION REFORM SPECIAL STUDIES
APPENDIX A

PLAN PROVISIONS SUMMARY

A-1
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SUMMARY OF PLAN PROVISIONS THAT AFFECT THE VALUATION

Definitions

1. Eligibility Requirements: Employment by the City as a sworn Police
Officer or Firefighter upon satisfactory physical
and attainment of age 18. All Members are
presumed to execute the waiver related to claims
concerning State monies and are therefore
eligible for the modified benefits under the Code
of Ordinances, as reflected below.

2. Continuous Service: Uninterrupted service (except for leave and
military service) as a qualifying employee,
measured in years and completed months,
excluding service for which Member
contributions were refunded and not repaid
within 6 months of rehire.

3.  Earnings — Firefighters: Fixed remuneration, including basic wages,
regular longevity, EMT, paramedic, fire
inspection, hazardous materials, assignment,
acting in a higher capacity, standby, pickup
contributions, and IRC Section 457 deferred
compensation, but excluding overtime, holiday,
state incentive, bonuses, Time Pool pay,
accumulated sick time and annual leave, and
any other payments.

4.  Earnings — Police Officers: Total cash remuneration, including regular
longevity, assignment, crash-free bonus, pickup
contributions, and Section 457 deferred
compensation, and including up to 300 hours of
overtime compensation per 12-month period
(with a limited lookback provision), but
excluding other bonuses, accumulated sick time
and annual leave, and any other payments.

5. Average Monthly Earnings: Average Monthly Earnings (AME) during the
highest 2 years preceding the date on which the
Member retires or terminates.
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6. Normal Retirement Eligibility: =~ Attainment of age 55 and 10 years of Continuous
Service, or completion of 20 years of Continuous
Service.

7.  Normal Retirement Benefit —
Firefighters: 3.4% times AME times years of Continuous
Service, subject to a maximum of 100% of AME.

8. Normal Retirement Benefit —
Police Officers: 3.5% times AME times years of Continuous
Service, subject to a maximum of the greater of
87.5% of AME or 2% of AME times years of
Continuous Service.

9.  Normal Retirement Form of Regular Pension — 10-year certain and life
Benefit for this and other monthly payments.
Retirement and Termination
Benefit: Supplemental — Life monthly payments.

Actuarially equivalent optional forms may be
elected for one or both benefits, and need not be
the same. Actuarial equivalence is based on
mortality in accordance with GAM-1983 Male
mortality table for Members and GAM-1983
Female mortality table for joint annuitants, and
7.5% interest.

10. Regular Early Retirement: Eligibility — Age 50 with 10 years of Continuous
Service.

Benefit — Computed as for Normal Retirement
based upon Continuous Service and AME as of
Early Retirement Date, but reduced by 0.25% for
each month Early Retirement precedes Normal
Retirement.

11. Disability Retirement: Eligibility = Service Incurred - Total and
permanently disabled in the line of duty,
meaning incapacity to perform regular duty as
Firefighter or Police Officer.
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Eligibility Non-service Incurred - Total and
permanently disabled not in the line of duty,
meaning incapacity to perform regular duty as
Firefighter or Police Officer, and completion of at
least 10 years of Continuous Service.

Benefit Service Incurred — 75% of AME as of the
date of disability, or the accrued benefit if
greater. May be offset by other disability
benefits.

Benefit Non-service Incurred — 3.25% of AME
per year of Continuous Service or the accrued
benefit, minimum of 25% of AME (per State
requirements) on the date of disability.

12. Pre-Retirement Death Benefit: Eligibility Service Incurred — Death in the line of
duty.

Eligibility Non-service Incurred — Death other
than in the line of duty after 5 years of
Continuous Service. (If less than 5 years, only a
$5,000 lump sum is payable; if less than 1 year,
only a $2,500 lump sum.)

Benefit Service Incurred — If the designated
beneficiary is the spouse, the greater of A or B,
plus C, plus D, below; otherwise B, plus C, plus
D, below:

A. To spouse, 75% of AME payable for life,
beginning immediately.

B. If the Member had at least 10 years of
Continuous Service, the accrued benefit,
payable for 10 years certain only, beginning
when the Member would have reached
Early or Normal Retirement Age.

C. Minor children receive 7.5% of AME until
death, marriage or attainment of age 18 (if
full time student, attainment of age 22).
Total monthly benefit under A and C not to
exceed 90% of AME. Upon death of the
surviving spouse, the allowance shall be
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increased to 15% for each child, subject to a
maximum combined total of the greater of
50% AME or the accrued benefit.

D. A lump sum of $5,000.

Benefit Non-service Incurred — If the designated
beneficiary is the spouse, the greater of A or B,
plus C, plus D, below; otherwise B, plus C, plus
D, below:

A. To spouse, 65% of accrued benefit, with a
minimum of 20% of AME payable for life,
beginning immediately.

B. If the Member had at least 10 years of
Continuous Service, the accrued benefit,
payable for 10 years certain only, beginning
when the Member would have reached
Early or Normal Retirement Age (i.e., same
as Service Incurred).

C. Minor children receive 7.5% of AME until
death, marriage or attainment of age 18 (if
full time student, attainment of age 22).
Total monthly benefit under A and C not to
exceed the greater of 50% of AME or the
accrued benefit. Upon death of the
surviving spouse, the allowance shall be
increased to 15% for each child, subject to a
maximum combined total of the greater of
50% of AME or the accrued benefit.

D. A lump sum of $5,000 (i.e., same as Service
Incurred).

HEART Act — In accordance with the HEART
Act, a Member who dies while performing
qualified military service shall be treated for
purposes of survivor benefits as if he or she
resumed employment and then terminated on
account of death. The Member’s survivor(s) shall
be eligible for any additional benefits
attributable to such “reemployment,” other than
benefit accruals related to the qualified military
service. (The liability or the additional benefits
attributable to the deemed reemployment is
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relatively small and has a small probability of
occurrence; therefore it is not anticipated or
funded in advance.)

13.  Employee Contributions: Firefighters — 10.2% of annual earnings (9.2%
prior to October 26, 2010).

Police Officers — 10.2% of annual earnings (9.2%
prior to October 26, 2010).

(8% interest is paid on refunds of Member
contributions. Each Member is guaranteed
benefit payments at least equal to his Member
contributions plus 3% interest.)

14. Termination Benefit: If termination occurs after the completion of 10
years of Continuous Service, the full accrued
retirement benefit is payable at Normal
Retirement Date, or, at the Member’s option, a
refund of accumulated contributions is made.
For purposes of determining the Normal
Retirement Date, Continuous Service includes
the period of time after termination. If
termination occurs prior to completion of 10
years of Continuous Service, a refund of
accumulated contributions is made.

15. DROP Plan: A Deferred Retirement Option Plan (DROP) is
available to Members who are eligible for
Normal Retirement, with a maximum DROP
participation of 5 years. DROP accounts are
credited with the same overall rate of return on
pension fund investments, or DROP Members
may elect a self-directed account option. No

Disability or Pre-Retirement Death Benefits are
provided while a Member is in DROP.

16. Cost-of-Living Adjustments: Provided to retired, disabled, and terminated
Members (after their pensions commence), and
to DROP Members, and to all their survivors and
beneficiaries, but not those receiving Pre-
Retirement Death Benefits and not with respect
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to the Supplement. Other COLAs applied in the
past, but for current active Members the
following apply:

Firefighters — Retirements and terminations on

or after December 9, 2008, receive a 3% annual

COLA, with the first increase:

e With 22 years of service, the later of 1 year
after retirement and age 52

e With 21 but less than 22 years of service, the
later of 2 years after retirement and age 52

e With 20 but less than 21 years of service, the
later of 3 years after retirement and age 52

Police Officers — Retirements and terminations
on or after October 1, 2001, receive a 2% annual
COLA commencing 1 year after retirement, or in
the case of Disability, 1 year after eligibility for
Normal Retirement.

17.  Supplement: Each Member who retires from the City receives
a supplement of $10.50 ($10.00 for retirements
prior to October 26, 2010, but after July 19, 1999)
per month per completed year of Continuous
Service (including DROP service).

18. Past Service: Members may purchase up to 5 years of past
service for prior military, police or firefighter
service for the full actuarial cost, in accordance
with the provisions of the Code of Ordinances.

19. Transfers: Employees who transfer from the General

Employees’ Pension Plan to this Plan:

1. Have their Member and City contributions
transferred to this Plan (considered in total to
be the Entry Age Actuarial Accrued Liability
and Normal Cost through the effective date
of the employee’s transfer), and

2. Have their accrued benefits provided by this
Plan, based on their respective multipliers
and Continuous Service under each plan and
on their AME under this Plan, subject to a
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maximum of 75% of AME for Police Officers
and 100% of AME for Firefighters.
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CITY OF BOCA RATON
POLICE AND FIREFIGHTERS’ RETIREMENT SYSTEM
PENSION REFORM SPECIAL STUDIES

APPENDIX B

ACTUARIAL ASSUMPTIONS AND COST METHOD SUMMARY
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ACTUARIAL ASSUMPTIONS AND ACTUARIAL COST METHOD SUMMARY

Actuarial Assumptions

1. Mortality: Healthy Mortality is based on the RP-2000
(Retirement  Plans-2000) Tables  projected
according to the year of valuation. The RP-2000
Tables are sex-distinct. The tables for annuitants,
i.e., Members already in pay status, are projected
7 years beyond the valuation date. The tables for
nonannuitants are projected 15 years beyond the
valuation date. [ProVal name: IRS 2008+ Static
(Dynamic)]

2. Disabled Mortality: Disabled Mortality is based on the 1994 Group
Annuity Mortality Table (with no projected
mortality improvements) set forward 5 years.

3. Investment Return: 8.0%, compounded annually, net of investment
related expenses, and are split equally between
Police and Firefighters.

4.  Allowances for Expenses or
Contingencies: Estimated expenses are assumed to equal actual
expenses for the prior year, net of investment
related expenses.

5. Actuarial Value of Assets: The Actuarial Value of Assets is determined
using a 4-year smoothing method, with an
80%/115% corridor. Each year the prior year’s
Actuarial Value is increased by the non-
investment net cash flow and by the net
investment income excluding the net
appreciation in the fair value of investments.
This net appreciation is only recognized over a
4-year period, i.e., the amount from the previous
sentence is further increased by only 25% of the
appreciation for each of the last four years. This
preliminary  Actuarial Value is further
constrained to be within a corridor of 80% to
115% of fair market value. A characteristic of this
asset valuation method is that, over time, it is
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Marital Assumptions:

Payroll Growth Projection:

State Contributions:

Assumed Rate of Salary
Increase:

B-3

more likely to produce an actuarial value of
assets that is less than the market value of assets,
and hence it is considered a conservative
smoothing method. The Actuarial Value of
Assets was reset to the Market Value of Assets as
of September 30, 2005.

80% of active members are assumed to be
married. Female spouses are assumed to be 3
years younger than male spouses. No remarriage
is assumed for surviving spouses of deceased
Members.

4.5% per annum.
It is assumed that State tax revenue paid to the

Plan for the upcoming year will be 5% greater
than the actual revenue for the prior year.

Sample ultimate rates are as follows:

Salary Salary
Age Increase Age Increase
20 7.5% 40 4.7%
25 7.5% 45 4.7%
30 7.1% 50 4.7%

35 5.6% 55 4.6%

Annualized compensation is provided by the
client for new hires. A reduction of 1% per year
in the rate of salary increases for Firefighters for
3 years beginning October 1, 2008, is now
expired.
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10. Assumed Rates of Employment
Termination and Disability:
Annual Rate of Employment Termination
Police Firefighters

Years of Rates of Rates of

Age Service Withdrawal Withdrawal
All 0 13.0% 10.0%
1 13.0% 10.0%
2 10.0% 1.0%
3 10.0% 1.0%
4 10.0% 1.0%
20 5 and over 3.0% 1.0%
25 3.0% 1.0%
30 3.0% 1.0%
35 3.0% 1.0%
40 3.0% 1.0%
45 3.0% 1.0%
50 3.0% 1.0%

Annual Rate of Disability

Age Disability
20 0.030%
25 0.045%
30 0.045%
35 0.071%
40 0.105%
45 0.143%
50 0.180%
55 0.240%

100% of pre-retirement deaths and disabilities are assumed to be Service Incurred.

11. Assumed Rate of Retirement:

Years of Firefighters
Service Under Age 50 Above Age 49
20 20% 20%
21 15% 25%
22 3% 5%
23 3% 5%
24 -29 10% 15%
30-32 40% 40%
33+ 100% 100%

Police
20%*
30%
33%
67%
100%
100%
100%
*10% under age 50

After age 70 rates for both Police and Firefighters are 100% regardless of service.
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12.  Assumed Rates Used for Backdrop Provision:

Years of Service

Age 20 21-23 24 2526
40 10% 5% 10% 50%
45 10% 5% 10% 50%
50 20% 10% 20% 50%
55 20% 10% 20% 50%
60+ 100% 100% 100% 100%

Actuarial Funding Method — Normal Retirement, Termination, Disability and Death
Benefits

Entry Age Actuarial Cost Method. Under this method the normal cost for each active
employee is the amount which is calculated to be a level percentage of pay that would
be required annually from his age at hire to his assumed retirement age to fund his
estimated benefits, assuming the current Plan has always been in effect. The normal cost
for the Plan is the sum of such amounts for all employees. The actuarial accrued liability
as of any valuation date for each active employee or inactive employee who is eligible
to receive benefits under the Plan is the excess of the actuarial present value of
estimated future benefits over the actuarial present value of current and future normal
costs. The unfunded actuarial accrued liability as of any valuation date is the excess of
the actuarial accrued liability over the actuarial value of assets of the Plan.

Unfunded actuarial accrued liability bases are funded as a level percentage of
increasing payroll, assuming payroll increases at 4.5% per year.
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CITY OF BOCA RATON
POLICE AND FIREFIGHTERS’ RETIREMENT SYSTEM
PENSION REFORM SPECIAL STUDIES

APPENDIX C

BACKUP DATA TO CHARTS IN EXECUTIVE SUMMARY
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Projection of Contribution Requirements as a Percentage of Payroll

Current Plan Cost Reform Plan Cost Reform Plan Cost Reform Plan Cost

net of Member net of Member net of Member net of Member
Contributions and Contributions and Contributions and Contributions and
PTR (incl. PTR (incl PTR (incl. PTR (incl

Year expenses) @ 8% expenses) @8%  expenses) @7.5%  expenses) @ 7%
2013 44.12% 31.12% 34.71% 38.33%
2014 43.96% 26.74% 29.58% 32.60%
2015 35.51% 18.70% 21.49% 24.64%
2016 34.81% 18.33% 21.16% 24.35%
2017 34.95% 18.71% 21.58% 24.80%
2018 35.09% 19.09% 21.98% 25.25%
2019 35.22% 19.41% 22.34% 25.64%
2020 35.35% 19.63% 22.57% 25.90%
2021 35.48% 19.81% 22.77% 26.12%
2022 35.61% 19.98% 22.96% 26.33%
2023 35.74% 20.10% 23.08% 26.48%
2024 35.86% 20.23% 23.24% 26.66%
2025 34.17% 18.47% 21.53% 25.03%
2026 35.36% 19.55% 22.59% 26.07%
2027 39.00% 23.05% 25.99% 29.38%
2028 42.96% 26.86% 29.67% 32.95%
2029 41.18% 24.93% 27.82% 31.19%
2030 43.31% 26.94% 29.76% 33.06%
2031 42.16% 25.63% 28.51% 31.88%
2032 39.79% 23.10% 26.08% 29.56%
2033 36.87% 20.03% 23.15% 26.78%
2034 31.03% 14.05% 17.44% 21.34%
2035 36.26% 19.15% 22.31% 25.99%
2036 34.76% 17.54% 20.78% 24.55%
2037 32.60% 15.26% 18.62% 22.51%
2038 29.10% 11.69% 15.23% 19.31%
2039 24.70% 7.22% 11.00% 15.32%
2040 21.09% 3.56% 7.55% 12.07%
2041 15.31% 2.80% 4.58% 6.72%
2042 15.41% 2.87% 4.66% 6.80%
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Projection of Contribution Requirements as a Dollar Amount

Current Plan Cost Reform Plan Cost Reform Plan Cost Reform Plan Cost

net of Member net of Member net of Member net of Member
Contributions and Contributions and Contributions and Contributions and
PTR (incl. PTR (incl PTR (incl. PTR (incl

Year expenses) @ 8% expenses) @8% expenses) @ 7.5%  expenses) @ 7%

2013 $12,499,246 $8,814,749 $9,831,565 $10,857,851
2014 13,012,274 7,914,510 8,755,432 9,650,504
2015 10,984,998 5,785,316 6,649,358 7,621,032
2016 11,254,104 5,924,217 6,840,445 7,870,343
2017 11,806,978 6,320,660 7,288,723 8,378,531
2018 12,386,124 6,737,539 7,760,020 8,912,787
2019 12,992,767 7,161,595 8,239,907 9,457,350
2020 13,628,187 7,567,649 8,701,657 9,984,053
2021 14,293,724 7,979,640 9,171,203 10,521,015
2022 14,990,777 8,411,202 9,663,653 11,085,140
2023 15,720,813 8,840,241 10,155,053 11,650,392
2024 16,485,365 9,302,080 10,683,567 12,258,016
2025 16,413,687 8,871,423 10,344,131 12,022,537
2026 17,750,611 9,813,647 11,341,581 13,090,131
2027 20,462,021 12,092,239 13,634,071 15,413,038
2028 23,551,904 14,723,358 16,267,348 18,066,102
2029 23,589,892 14,284,046 15,939,469 17,865,815
2030 25,928,856 16,126,265 17,814,087 19,791,114
2031 26,375,070 16,036,502 17,835,143 19,941,770
2032 26,012,676 15,099,101 17,049,650 19,328,046
2033 25,192,164 13,683,474 15,814,390 18,292,985
2034 22,150,626 10,033,362 12,453,167 15,238,115
2035 27,048,911 14,285,634 16,641,651 19,390,171
2036 27,098,165 13,673,362 16,198,812 19,138,829
2037 26,556,122 12,435,374 15,169,707 18,341,128
2038 24,776,280 9,948,557 12,965,682 16,440,286
2039 21,975,946 6,420,279 9,787,275 13,630,733
2040 19,604,940 3,313,012 7,020,922 11,223,980
2041 14,878,362 2,716,616 4,453,804 6,530,049
2042 15,645,122 2,915,825 4,732,006 6,903,866
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Remaining Amount of Unfunded Actuarial Accrued Liability (UAAL)

Total
Total Total Remaining Total
Remaining  Remaining UAAL: Remaining
UAAL: Base UAAL: Reform @ UAAL:
Year @ 8% Reform @ 8% 7.5% Reform @ 7%
2013 $129,010,166 $100,007,040 $114,921,429 $130,622,121
2014 129,797,756 100,091,311 115,168,701 130,986,384
2015 130,219,359 99,826,090 115,057,786 130,981,077
2016 130,226,390 99,167,388 114,544,867 130,562,553
2017 132,583,297 100,884,762 116,374,099 132,449,641
2018 134,766,003 102,459,805 118,036,250 134,142,472
2019 136,744,248 103,868,543 119,505,097 135,612,763
2020 138,484,615 105,084,518 120,751,833 136,829,588
2021 139,950,249 106,078,563 121,744,847 137,759,167
2022 141,100,543 106,818,560 122,449,486 138,364,636
2023 141,890,803 107,269,173 122,827,793 138,605,792
2024 142,271,883 107,391,567 122,838,230 138,438,832
2025 142,189,791 107,143,090 122,435,375 137,816,063
2026 141,585,259 106,476,945 121,569,599 136,685,594
2027 141,334,775 106,283,314 121,099,927 135,876,393
2028 139,962,934 105,101,822 119,601,816 134,000,030
2029 135,913,919 101,393,135 115,586,009 129,617,097
2030 128,583,255 94,570,840 108,494,272 122,197,342
2031 121,021,276 87,705,051 101,291,530 114,602,835
2032 110,746,074 78,335,508 91,604,737 104,546,891
2033 99,604,313 68,332,551 81,231,947 93,757,349
2034 88,421,314 58,547,386 70,980,039 82,998,866
2035 77,711,209 49,522,421 61,353,139 72,739,727
2036 69,933,017 43,747,558 54,706,744 65,206,384
2037 56,777,340 32,947,106 43,129,437 52,845,204
2038 43,073,862 21,987,523 31,259,261 40,072,600
2039 29,444,663 11,530,997 19,707,895 27,453,553
2040 17,260,673 2,992,173 9,792,807 16,214,153
2041 7,769,348 -2,333,851 2,705,894 7,450,150
2042 754,651 -4,611,218 -1,749,672 938,119
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CITY OF BOCA RATON
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UAAL CHARTS
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SECTION 2

Pension Funding, Pension
Reform Options and
Recent Pension Reform






Pension Funding Law

e State law requires that defined benefit pension
plans be funded on a “sound actuarial basis”

e This means the cost of current benefits cannot
be shifted to future taxpayers.

e City is ultimately responsible for paying current
pension costs (“normal cost”) plus amortizing
unfunded liabilities over period of not more
than 30 years.

e City bears the risk of pension fund investment
losses.
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Pension Cost Components

1.Normal Cost — ongoing cost of benefits, with no
UAAL (unfunded actuarial accrued liability)
2.UAAL Amortization Payment to cover past:
» Actuarial losses
» Plan improvements
» Changes in actuarial assumptions &
methods
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What Are the Options to
Reduce City Pension Costs?

e No “silver bullet”

e Keep current City pension plans, but:
» Reduce benefits, and/or
» Increase employee contributions

e Terminate, freeze or close exiting pension plans,
and set up lower cost plans
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Pension Reform Options

Join FRS

Set up Defined Contribution (DC) plan

Reduce Benefits for New Hires

Reduce Benefits for All Employees

Hybrid Plan

* Increase Employee Contributions and/or Cost-
Sharing
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Key Concepts

e “Close” — existing plan closed to new members;
current members stay in existing plan until they
retire or leave the city; future employees join
new plan.

* “Freeze” - accrued benefits of current
employees in existing plan “frozen” and paid
out at retirement; all current and future
employees join new plan.

 “Terminate” — existing plan liquidated; accrued
benefits paid out to plan members; City
responsible for any deficit; all current and
future employees join new plan.
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Join FRS for New Hires

Advantages Disadvantages
 Reduced cost over time | ¢ Noimmediate savings -
(FRS rates are going up) - may take many years

to achieve cost savings;
City still must pay off
current plan liabilities

e Standardized FRS e Lose premium tax
benefits revenues immediately

* 3% employee e Portability — City
contribution employees can move

to another FRS
employer and take
their pension with

them
e Portability — easier for e State legislature sets
City to attract benefits and
employees from other contributions

FRS agencies

e Gets City out of
pension business
(eventually)
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Join FRS for All Employees

Advantages

Disadvantages

Reduced city cost in
shorter time (but FRS
rates are going up)

Current City pension
plans must be
terminated or frozen

Standardized FRS
benefits

City still must pay off
current plan liabilities

3% employee
contribution

Lose premium tax
revenues immediately

Portability — easier for
City to attract
employees from other
FRS agencies

Portability — City
employees can move
to another FRS
employer and take
their pension with
them

Gets City out of
pension business
(eventually)

State legislature sets
benefits and
contributions
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Reduce Benefits for New Hires
(2 Tier Plan)

Advantages Disadvantages

 Reduced cost over time | ¢ Noimmediate savings -
- may take many years
to achieve cost savings

e Current employees e Creates lower level of
keep current benefits benefits for new hires

e Can be designed to  New hires can be
keep premium tax expected to press for

greater benefits

e City stays in pension
business

02-8




Reduce Future Benefits for All
Employees

Advantages Disadvantages

Immediate cost savings e Reduces future
benefits for current
employees (employees
keep what they have
already earned)

 Reduces UAAL e City stays in pension
business

e Same benefits for all
employees going
forward

e Can be designed to
keep premium tax
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Defined Contribution Plan

Advantages

Disadvantages

Predictable employer
costs

Employees bear
investment risk

City does not bear
investment risk

Possible that DC
benefits will run out
while employee is still
alive

Appeals to younger,
mobile employees

No inflation protection
(COLA)

Portability — DC
account balance may
be “rolled over” to an
IRA or other retirement
plan

Portability — employees
can easily move to
another employer and
take their DC balance
with them

Lower admin. costs

Loss of premium tax
revenues

No actuarial liabilities
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Hybrid Plan

DB plan plus separate DC plan

» DB plan provides guaranteed “base” benefit
(eg. 1.25%)

» DC plan reduces risk and cost to City

DB plan plus DC plan — variable DC

contribution

» If DB cost goes up, city contribution to DC
plan goes down

“Variable Annuity” DB Plan

» If DB cost goes up, DB benefit goes down (eg.
multiplier reduced from 2% to 1%)

Hybrid plan results in sharing of risk and cost

between the City and employees
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Increase Employee
Contributions or Cost — Sharing

 One percent increase in employee contribution
= one percent reduction in City contribution

e Legal issue: Ch. 175/185 says employee
contributions can be increased only if union
agrees (but equivalent pay reduction can be
imposed).

e Cost sharing: if City contribution goes up,
employees pay one-half of increase

02-12



2011 Florida Retirement
System Changes

Changes for current members:
e 3% employee contribution eff. 7/1/11 (was
zero)
* No COLA for service after 7/1/11 (was 3%)

Changes for new hires:
e Delayed normal retirement age
»Regular: age 65 or 33 years service (was age
62 or 30 years serv.)
» Special Risk: age 60 or 30 years service (was
age 55 or 25 yrs serv.)
 Average final compensation: highest 8 years
(was high 5)
e 8 year vesting period* (was 6 years)
 DROP interest = 1.3% for members who enter
DROP after 7/1/11 (was 6.5%)
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Pension Reform:
What Florida Cities Have Done

Miami Beach (2010) — All Employees
e Wage freeze
e Pension changes for current employees:
»Increased employee pension and health plan
contributions by 2%
» 5 year final averaging period (phased in)
» Reduced pension benefits for new hires
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Pension Reform:
What Florida Cities Have Done

Miami (2010) — Pension Changes (All Employees)*
[Financial urgency declared — City Commission
adopted wage and benefit reductions 8/31/10]:
e Later normal retirement age (to “Rule of 70”
with min. age 50 from Rule of 64/68)
e 5 year average final compensation (was highest
year)
e Reduce benefit formula for future service (to
3% from 3.5% after 15 yrs)
e Normal form of benefit: life and 10 vyears
certain (PF); life annuity (General)
$100,000 cap on benefits

* Litigation pending
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Pension Reform:
What Florida Cities Have Done

Palm Bay (2011) — Fire
e 3 year wage freeze
e Reduction in pension benefits for current
employees:
» Reduction in supplemental benefit (from $25
to S12 per month per year of future service)
e Reduction in pension benefits for future
employees:
» Reduced multiplier - 3.2% after 20 yrs (was
5% after 20 yrs)
» 2% COLA deferred 6 yrs (was 3%)
» Line of duty disability benefit - 66% (was 75%)
» Stop/Restart — increased premium tax “frozen
amt. from S437K to $825K (can be used each
year to offset City contribution); also one-
time transfer of $825K excess premium tax
reserve to reduce city contribution
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Pension Reform:
What Florida Cities Have Done

Hollywood (2011) — All Employees [City declared
financial urgency; pension changes approved by
referendum on 9/13/11]*
e Pension benefits frozen for all employees
e Pension changes for current and future
employees:

» Delayed normal retirement date (Police/Fire -
age 55 w/10 yrs or age 52 w/25 yrs; General —
age 65 or age 62 w/25yrs or age 60 w/30yrs)

» Reduced benefit multiplier (2.5% - police/fire;
2.0% - general)

» 5 year final averaging period (was 3 years)

» No COLA for future service

> No DROP

* Litigation pending — police/fire
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Pension Reform:
What Florida Cities Have Done

Naples (2012) — Police [Agreement with FOP
ratified 10/11; pension changes implemented in
March 2012]
e Pension changes for current and future
employees:
» Benefits frozen
» Multiplier reduced from 3.63% to 3.0%
» Final averaging period lengthened from 3 to 8
years
» COLA eliminated (was 3% per year from age
55 to 62)
»Salary reduced to exclude leave payouts
» Normal retirement delayed for future
employees to age 60 with 8 yrs service or 30
yrs service (was age 50 or 25 yrs service)
» New DROP plan — 1.3% interest on DROP
account
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Pension Reform:
What Florida Cities Have Done

Town of Palm Beach (2012) — All Employees
e Pension benefits frozen
e Pension changes for current and future
employees:

» “Hybrid Plan “ - Defined contribution plan on
top of DB plan

» Reduced multiplier for future service under
DB Plan (to 1.25%)

» Delayed normal retirement date (from age 50
with 10 yrs service or 20 yrs service for police
& fire, and age 55 or 30 yrs service for
general; to age 65 for all employees (but DC
plan distributions may begin earlier)

» Automatic joint & survivor annuity replaced
with life annuity (member may purchase
survivor benefit)

»No COLA

»Town has withdrawn from Ch. 175 & 185
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Pension Reform:
What Florida Cities Have Done

Sarasota (2011) — Police [City Commission took final
action to resolve impasse on 10/17/11;
implemented July 2012]
e Pension changes for current and future
employees:
» 5 year final averaging period (was 3 years)
» Reduce COLA from 3.2% beginning one year
after retirement to 1.0% beginning at age 65
» Overtime pay included in pensionable
earnings limited to 300 hours per year
» Standard form of benefit: 10 years certain &
life (was 67% automatic spouse survivor
benefit for life of spouse)
» Reduce DROP interest to 2.0% (was 6.5%)
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Pension Reform:
What Florida Cities Have Done

Coral Gables (2012) — Police [City Commission took
final action to resolve impasse on 9/11/12]
e Pension changes for current and future
employees:
» 5 year final averaging period (was 3 years)
» Reduce multiplier to 2.5% after 10 years
of service (was 3%)
» Reduce definition of pensionable earnings
to exclude all OT and leave payouts
» Defer normal retirement date to age 55
w/10 years of service or 25 years of
service regardless of age (was “Rule of
70”)
» Eliminate early retirement
» 5% Reduction in pay (in lieu of increase in
member pension contribution
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Pension Reform:
What Florida Cities Have Done

Port Orange — Fire [Implemented 12/20/12]
e Employee contribution increased by 7% (from
0.5% to 7.5%)
 Reduced pension benefits for current and
future employees
» Normal retirement date — changed to age 52
with 25 yrs service or age 55 with 10 yrs
service (was 20 and out). For vested
members: alternate normal retirement date
of age 48 with 25 yrs service.
» Reduced pensionable earnings (exclude
overtime, incentive pay and specialty pay)
» Extended final averaging period from 3 to 5
years
» Reduced maximum benefit to lesser of 90% or
$95,000
» Reduced COLA
» Reduced DROP earnings
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Pension Reform:
What Florida Cities Have Done

Port Orange — Fire - Continued

Reduced benefits for new hires:
»2.5% multiplier
» Maximum benefit: 80%
»No COLA
> No DROP
» No supplemental benefit
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Pension Reform:
What Florida Cities Have Done

Palm Beach Gardens (2012) — Fire [Changes agreed
to by IAFF and implemented in 2012]

e Pension changes for current and future

employees:

» Redefine pensionable compensation to base
pay (was total comp.)

» Reduce COLA from 3.0% at age 55 to 1.5% for
future service

»75% maximum benefit cap (was 100%)

» Premium tax transfer from share plan - S507K

» First year savings (reduction in City
contribution): $1.15 million
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Pension Reform:
What Florida Cities Have Done

Palm Beach Gardens (2012) — Police [Changes
imposed by City Council and implemented in 2012]

e Pension changes for current and future

employees:

» Reduce multiplier from 3.5% to 2.75% for
future service

» Redefine pensionable compensation to base
pay (was total comp.)

» Eliminate COLA (was based on actuarial gains)

»75% maximum benefit cap (was 100%)

» Defer normal retirement to age 59 with 10
years (was 20 and out)

» First year savings (reduction in City
contribution): $1.1 million
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Pension Reform:
What Florida Cities Have Done

City of Oakland Park (2013) — Firefighters [imposed
by City Commission and implemented in February
2013]

e Pension changes for current and future

employees:

» Pension Benefits Frozen

» Multiplier reduced to 2.25% (was 3% for first
10 yrs, 4% for next 10 yrs, and 3% thereafter)

» Normal retirement date changed to age 55
w/10 yrs service or age 52 w/25 yrs service
(was 25 and out)

» Eliminate COLA

» Reduce DROP period to 3 years (was 5 years)

» Close share plan
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The preceding pages are excerpts from a
presentation at the FGFOA Annual Conference June
24, 2013 “Pension Reform Primer” by James W.

Linn, pension attorney with Lewis, Longman and
Walker, P.A.
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SECTION 3

Minimum Benefits under F.S. 175
and 185 and a comparison to FRS
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SECTION 5

Historical City Pension
Contributions and Other Graphs
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Glossary of Terms






GLOSSARY OF TERMS

Accrued Benefit: The pension benefit a member earns through participation
in a plan as of a specific date. In a defined benefit pension plan, once
vested, this is the annual benefit a member receives at normal retirement age.
In a defined contribution plan, this is the balance in the plan account,
whether vested or not.

Accrual/Accrued Income: Pro-rated income earned, but not yet paid, is
called accrued income.

Accrual Rate: The percentage of salary level at which a pension benefit builds
up, or accrues, over years of credited service in a defined benefit pension
plan.

Accrued Liability: The actuarial present value of the defined benefit plan's
pension obligations as determined by an actuarial cost method. It is the
projection of the total obligation to fund the costs to provide pensions for
former and present members and builds these assets over time to fund the
liabilities.

Active Member: An employee not yet retired, participating in a retirement
plan, whereby contributions are made to the plan by the active employee, the
employer or both.

Actuarial Assumptions: Projections of anticipated behavior associated with
certain plan variables (such as retirement rates) that are developed by an
actuary and then used to make estimates of future plan costs.

Actuarial Cost Method: A formal actuarial process used to measure the
present value of future pension benefits and perhaps administrative
expenses. Its purpose is to develop an allocation of pension costs and
needed contributions to ensure that the plan is sufficiently funded to meet all
pension obligations.

Actuarial Equivalent: Any benefit payable under the terms of this retirement

system in a form other than the normal form of benefit, shall have the same

actuarial present value on the date payment commences as the normal form of

benefit. For purpose of establishing the actuarial present value of any form of
06-1



payment, all future payments shall be discounted for interest and mortality by
using the interest rate and the annuity mortality table provided in internal
revenue rules. For purposes of a lump sum distribution, the actuarial present
value shall be determined on the basis of the same annuity mortality table as
described above and the 30-year treasury security interest rate for the month
prior to the member's date of termination.

Actuarial Gains and Losses: Measures of the differences between actual
plan experience and the experience that the plan's actuary had predicted
based on the actuarial assumptions.

Actuarial Impact Statement: A description of the liabilities and funding
requirements related to a proposed change in the retirement system, typically
as a result of collective bargaining.

Actuarial Valuation: The amount of the pension contributions the employer
will have to make each year to fund the actuarial liability.

Actuarial Value of Assets: The total value of a plan’s assets used for
performing an actuarial valuation.

Actuary: Professional who guides those charged with governance of
a defined benefit pension plan with information for making sound short and
long term planning decisions. Actuarial, accounting, legal, financial,
investment and human resource planning assumptions are used to assist with
the projections.

Annual Required Contribution (ARC): The employer’s periodic required
contributions to a defined benefit plan, as defined by GASB. If an
employer’s contributions fall below the ARC, the shortfalls must appear in the
employer's financial statements.

Annualized Return: Rate of return calculated for an interval of greater than
1 year, such as 2 years or 5 years, expressed in terms of the "average” return
for each of the years in the period.

Annuity: A series of regular payments, usually from an insurance company,
guaranteed to continue for a specific time, usually the annuitant's lifetime, in
exchange for a single payment to the company. With a deferred annuity,
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payments begin sometime in the future.

Asset: Something with monetary value, e.g., stocks, real estate, accounts
payable. Net assets are assets minus liabilities.

Asset Allocation: Proportion in which investments are divided among various
types of securities, such as equities, bonds, cash equivalents of other assets.
There are different levels of risks associated with different asset allocation.
Overall risk, however, is reduced with an allocation to more than one type of
security.

Average Monthly Earnings (AME): Formula used to help determine the
member’s final accrued benefit.

Beneficiary: Person entitled to receive any benefits at the death of a member
who has been designated in writing by the member and filed with the board of
trustees.

Benefit: A payment received from a pension plan, which could include
pension, disability or survivor benefits.

Benefit Payment Forms: The payments from a pension plan to a beneficiary
can be made in several ways: single-life, 50% joint & survivor, 100% joint &
survivor, period certain, certain and life.

Board of Trustees: The fiduciaries entrusted with the governance of the
pension plan and who administer and manage the pension plan as provided in
the pension ordinance.

Buyback: A member may purchase eligible periods of other qualifying
employment as a police officer or firefighter that have not been previously
been included as credited service. Purchasing eligible period of employment
increases the amount of your pension benefit.

Cost of Living Adjustment (COLA): A device to prevent inflation from

eroding the value of a pension payment. A COLA can be a flat adjustment or
can be tied to an index.
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Compensation: Regular payment of salary to a member for work performed
in a covered position, which may include certain overtime payments.

Contribution: Regular payment by employers and employees of the percentage
of reported compensation required by law to fund the members' retirement
benefits. Note that the term may also refer to contributions either required of
or voluntarily made by Plan Members. Finally, the term may also refer to
payments made by Plan members or their employers to purchase service credit
or pay for upgraded service credit.

Contribution Rate: The percentage of compensation required to fund each
member’s future retirement benefits (through employer and employee
contributions). Contribution rates vary, depending on retirement plan,
membership class and other factors.

Continuous (Creditable) Service: Service for which retirement credit is earned
by the member through paid employment in a regularly established position
with an employer participating in a pension plan, as well as any
additional service that may be credited under the plan, such as military service
or other governmental service.

Death Benefit: Funds paid to the designated beneficiary of a deceased
member.

Deferred Benefit: A benefit to which a member or his designated beneficiary is
entitled, but for which application is voluntarily delayed until a later date. When
the benefit application is filed by the member, the deferred monthly benefit will
be calculated based on his/her actual continuous service, average final earnings
at termination, and age at the time of application. If the benefit
application is filed by the member's surviving beneficiary, the deferred
monthly benefit will be calculated based on the member' creditable service,
the member's average final compensation at termination, and the age the member
would have been had he/she lived to the date of application.

Deferred Retirement Option Program (DROP): A retirement feature allowing a
member, eligible to retire and receive normal benefits from the defined
benefit plan, to defer the monthly benefits while continuing to work. The
benefit payments are placed in a separate account until the deferred retirement
period ends. During this time the calculation for years of continuous service
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and final average earnings formula used to calculate pension benefits is frozen.

Defined Benefit Plan (DB): A retirement plan in which the amount of the
pension benefit is set by a formula established through the plan. Benefits are
calculated based on age, length of service, and final salary. The benefit is
payable as a lifetime annuity and possibly for the lifetime of the designated
beneficiary. Benefits are typically paid out in substantially equal periodic
payments. The plan funds these benefits through a combination of employee
contributions, employer contributions, and investment returns. There are no
individual accounts.

Defined Contribution Plan (DC): A plan that provides for an individual
account for each participant and the benefits are based solely on the amount
contributed to the participant's account plus any income, expenses, gains and
losses, and forfeitures of accounts. An IRC 401(a), 401(k) and 457(b) are
defined contribution plans. At retirement, the account balance is the total funds
available to provide an individual’s retirement benefits and an individual can
outlive the fund’s balance.

Disability: Total and permanent disability by reason of a medically determinable
physical or mental impairment that prevents a member from rendering useful
and efficient service as an officer or employee. Service-Incurred Disability is one
where the disability results from an injury or illness arising out of and in. the
actual performance of duty required by a member's employment during his
regularly scheduled working hours or irregular working hours as required by the
employer. Non-Service Incurred Disability means disability due to injury or
illness suffered other than in the line of duty.

Early Retirement: Under a defined benefit plan, "early retirement" is an
elective, service-based retirement that occurs before the member reaches his or her
normal retirement age or date. If a member retires early, he or she will receive
a reduced retirement benefitl because he or she has not yet qualified for
normal retirement.

Florida Retirement System (FRS): The retirement system established in
December 1970 to consolidate the existing pension plans (now closed
retirement systems) and provide a retirement, disability, and survivor
benefit program for participating state and local government employees.
Today, the FRS is a single retirement system consisting of two primary
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retirement plans and other nonintegrated programs administered under
Chapter 121, Florida Statutes. (The primary plans are the FRS Pension Plan, a
defined benefit plan established under Part I, and the FRS Investment Plan, a
defined contribution plan established under Part Il.) In addition to the two
primary plans, alternative optional defined contribution programs are
available for specified employee groups under Part I, including the SUSORP,
the CCORP, and the SMSOAP.

Funded Ratio: The funded ratio places the unfunded liabilities in the
context of the pension plan's assets. Expressed as a percentage of a plan's
liabilities, the funded ratio is calculated by dividing net assets by the
actuarial accrued liabilities. The result is the percentage of the accrued
liabilities that are covered by assets.

Hybrid Plan: Benefit plan that incorporates features of both defined
benefit and a defined contribution plan.

In-Line-of-Duty: In the performance of the duties required by your
employer during regular scheduled work hours or irregular work hours

Interest: The term may refer to the amount charged on money owed to a
trust fund, or, for participants of the Deferred Retirement Option Program,
the term may refer to the amount earned on retirement benefits that accrue
on a participant's behalf. Interest owed is charged from the date required
for the type of creditable service purchased and is compounded annually,
while DROP interest is earned from the month following deposit and is
compounded monthly.

Joint Annuitant: A type of beneficiary who is eligible to receive certain
continuing benefits upon a Pension Plan member's death.

Member: Any employee who is covered by the provisions of the pension
plan.

Normal Retirement Date: The date when a member first becomes eligible to
retire under the pension plan with unreduced benefits, by meeting the age or
service requirements for his/her class of membership. The normal retirement
date occurs on the first day of the month that a vested member attains the
required age, or on the first day of the month following the date that a
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member completes the required service.

Rate of Return: A mathematical measure of the rate of change in the market
value of a fund's assets. Rates of return reflect both realized and unrealized
capital gains and losses, as well as total earnings from interest and dividends.
Contributions of distributions that increase or decrease the total value of the
fund have no effect on investment performance.

Risk: The uncertainty associated with the possibility that actual investment
results may not coincide with the expected rate of return associated with a given
level of assumptions about asset mix, quality of investments and other factors.

Unfunded Actuarial Accrued Liability (UAAL): The unfunded liability of the
pension plan is the difference between the actuarial value of the pension plan
assets and the actuarial accrued liability.

Vest, Vested, or Vesting: Meeting the length-of-service requirements under a
retirement plan necessary for a member to qualify for a future benefit under
that plan.

401 (a) Qualified Plans: A retirement plan that meets the requirements of IRC
401 (a) and certain other sections. The plan, its employees and its retirees
receive favorable tax status.

401(k) Plan: An employer-sponsored retirement plan that permits employees
to divert part of their pay into the plan and avoid current taxes and that
income. Money directed to the plan may be partially matched by the
employer, and investment earnings within the plan accumulate tax until they
are withdrawn. The 401 (k) is named for the section of the federal tax code that
authorizes it.

457(b) Plan: A defined contribution plan, also called a deferred compensation
plan, available to all state and local governmental entities. Such plans permit
employees to defer (that is, move into a tax-favored account) a portion of
their pay. The employee typically directs the investments. Because of the tax-
favored treatment, the employee pays no tax on contributions and
earnings until the individual separates from service or meets other criteria.
The IRC limits the amount of the yearly deferrals. The limit is adjusted for
inflation.
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CITY OF BOCA RATON
POLICE AND FIREFIGHTERS' RETIREMENT SYSTEM

Comparison of Cost Data as of October 1, 2011, and October 1, 2012. Valuations

A. Members
1. Active Employees
2. Terminated Vested
3. Receiving Benefits
4. DROP Members
5. Expected Active Payroll for Val. Year
B. Total Normal Costs
C. Total Actuarial Accrued Liability
D. Actuarial Value of Assets
E. Unfunded Actuarial Accrued Liability

F. Expected State Contribution - Val. Year

G. Net City Mimnimum Funding Payment -
Contribution Year*

H. Actuarial Gain (Loss)

I. Unfunded Actuanal Present Value of
Vested Accrued Benefits

J. Vested Benefit Security Ratio

K. Accrued Liability Funded Ratio

October 1, 2011

Tabtle 11

October 1, 2012

Cost % of Annual Cost % of Annual
Data Payroll Data Payroll

333 N/A 343 N/A

4 N/A 5 N/A

215 N/A 22 N/A

51 N/A 50 N/A
$ 28,591,197 100.00% $ 29,457,656 100.00%
$ 9,019,143 3155% § 9,411,961 31.95%
$ 327,580,198 1145.74%  § 346,647,021 1176.76%
$ 205,429,026 718.50%  § 217.636,857 738.81%
$ 122,151,172 427.23%  § 129.010,164 437.95%
$ 2,809,874 9.83% § 2,833,242 9.62%
$ 12.266,180 41.03% $ 13,182,553 42.82%
$ (22,827,047) (79.84%) § (4,078,972) {13.85%)
$ 80,869,127 282.85% § 84,862,691 288.08%
71.75% N/A 71.95% N/A
62.71% N/A 62.78% N/A

* As a percent of Expected Compensation for Contribution Year; October 1, 2011, has been restated to also be
payable as of the first day of the Contribution Year
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Normal Cost

Active Members
Service pensions
Vested termination pensions
Survivor pensions
Disability pensions
Administrative Expenses
Total - Active Members

Accrued Liability

Retired Members and Beneficiaries
(including DROP)
Vested Terminated Members

Active Members
Service penstons
Vested termination pensions
Survivor pensions
Disability pensions

Subtotal - Active Members

Total Accrued Liability
Present Value of Future Benefits

Retired Members and Beneficiaries
(including DROP)
Vested Terminated Members

Active Members
Service pensions
Vested termination pensions
Sarvivor pensions
Dhsability pensions
Subtotai - Active Members

Table II

(Cont'd)
CITY OF BOCA RATON
POLICE AND FIREFIGHTERS' RETIREMENT SYSTEM
Normal Cost. Accrued Liability and Present Value of Future Benefits
10/1/2009 10/1/2010 10/1/2011 10/1/2012
Final Fizial Final Final
6,856,923 6,515,300 7,041,314 1305972
1,032,783 999,135 1,030,592 1,070,481
292,576 294,715 202,012 207,765
266,378 267,791 278,850 290,768
422,639 407,626 466,375 466,976
8,871,299 8,784,565 9,019,143 9,411,96]
146,083,938 168,162,864 202,989,677 219,827,409
1,780,710 940,255 1,042,956 664,279
120,053,259 120,399,387 116,691,009 118,734,651
4,539,354 4,849,635 5,172,840 5,750,153
1,389,610 1,476,076 770,373 760,008
887,859 913,475 913,344 910,521
126,870,082 127,638,573 123,547,565 126,155,334
274,734,730 296,741,692 327,580,198 346,647,021
146,083,938 168,162,864 202,989,677 219,827,409
1,780,710 940,255 1,042,956 664,279
185,104,556 186,869,878 186,093,133 192,189,800
13,580,950 13,912,395 14,559,600 15,535,518
4,241,137 4,396,541 2,712,096 2,768,117
3,439,643 3,526,298 3,624,840 3,756,539
206,366,286 208,705,113 206,989,669 214,249.974
354,230,934 377.808.232 411,022,302 434,741,661

Total Present Value of Future Benefits
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Table XV
{Cont’d)

H. Pre-Retirement Death Benefit

i

Eligibility

Service Incurred: Death in the line of duty.

Non-service Incurred: Death other than in the line of duty after 5 years of Continuous
Service. (If less than 5 years, only a $5,000 lump sum is payable; if less than 1 year, only a
$2,500 lump sum.)

Benefii

Service Incurred: If the designated beneficiary is the spouse, the greater of A or B, plus C,
plus D, below; otherwise B, pius C, plus D, below:

A. To spouse, 73% of AME payable for life, beginning immediately.

B.

If the Member had at least 10 years of Continuous Service, the accrued benefit,
payable for 10 years certain only, beginning when the Member would have reached
Early or Normal Retirement Age.

Minor children receive 7.5% of AME until death, marriage or attainment of age 18
(if full time student, attainment of age 22). Total monthly benefit under A and C not
to exceed 90% of AME. Upon death of the surviving spouse, the allowance shall be
increased to 15% for each child, subject to a maximum combined total of the greater
of 50% AME or the accrued benefit.

D. A lump sum of $5,000.

Non-service Incurred: If the designated beneficiary is the spouse, the greater of A or B,
plus C, plus D, below; otherwise B, plus C, plus D, below:

A. To spouse, 65% of accrued benefit, with a minimum of 20% of AME payable for

B.

life, beginning immediately.

If the Member had at least 10 years of Continuous Service, the accrued benefit,
payable for 10 years certain only, beginning when the Member would have reached
Early or Normal Retirement Age (i.e., same as Service Incurred).

Minor children receive 7.5% of AME until death, marriage or attainment of age 18
(if full time student, attainment of age 22). Total monthly benefit under A and C not
to exceed the greater of 50% of AME or the accrued benefit. Upon death of the
surviving spouse, the allowance shall be increased to 15% for each child, subject to a
maximum combined total of the greater of 50% AME or the accrued benefit.

D. A lump sum of $5,000 (i.e., same as Service Incurred).

40
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Table XVI

CITY OF BOCA RATON
POLICE AND FIREFIGHTERS’ RETIREMENT SYSTEM
October 1, 2012

Actuarial Assumptions and Actuarial Cost Methed
Used in the Valuation

A. Mortality

Healthy Mortality is based on the RP-2000 (Retirement Plans-2000) Tables projected according
to the year of valuation. The RP-2000 Tables are sex-distinct. The tables for annuitants, i.e.,
Members already in pay status, are projected 7 years beyond the valuation date. The tables for
nonannuitants are projected 15 years beyond the valuation date. [ProVal name: IRS 2008+
Static (Dynamic)]

Disabled mortality is based on the 1994 Group Annuity Mortality Table (with no projected
mortality improvements) set forward 5 years.

B. Investment Return

8.0%, compounded annually, net of investment related expenses
C. Allowances for Expenses or Contingencies

Estimated expenses are assumed to equal actual expenses for the prior year, net of investment-
related expenses, and are split equally between Police and Firefighters.

D. Actuaarial Value of Assets

The Actuarial Value of Assets is determined using a 4-year smoothing method, with an
80%/115% corridor. Each year the prior year’s Actuarial Value is increased by the non-
investment net cash flow and by the net investment income excluding the net appreciation in
the fair value of investments. This net appreciation is only recognized over a four-year period,
i.e., the amount from the previous sentence is further increased by only 25% of the appreciation
for each of the last four years. This preliminary Actuarial Value is further constrained to be
within a cotridor of 80% to 115% of fair market value. A characteristic of this asset valuation
method is that, over time, it is more likely to produce an actuarial value of assets that is less
than the market value of assets, and hence it is considered a conservative smoothing method.

The Actuarial Value of Assets was reset to the Market Value of Assets as of September 30,
2005.

43
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i 2

Assumed Rates of Employment Termination and Disability

Table XVI
(Cont’d)

Annual Rate of Employment Termination

Annual Rate of Disability

Police Firefighters
Years of Rates of Rates of
Age Service Withdrawal Withdrawal Age Disability
All 0 13.0% 10.0% 20 0.030%
1 13.0% 10.0% 25 0.045%
2 10.0% 1.0% 30 0.045%
3 10.0% 1.0% 35 0.071%
4 10.0% 1.0% 40 0.105%
20 5 and over 3.0% 1.0% 45 0.143%
25 3.0% 1.0% 50 0.180%
30 3.0% 1.0% 55 0.240%
35 3.0% 1.0%
40 3.0% 1.0%
45 3.0% 1.0%
50 3.0% 1.0%

100% of pre-retirement deaths and disabilities are assumed to be Service Incurred.

Assumed Rate of Retirement

Firefighters’ Rate of Retirement Police
Years of Rate of
Service Under Age 50 Above Age 49 Retirement

20 20% 20% 20%*

21 15% 25% 30%

22 3% 5% 33%

23 3% 5% 67%
24-29 10% 15% 100%
30-32 40% 40% 100%

33+ 100% 100% 100%

*10% under age 50

After age 70 rates for both Police and Firefighters are 100% regardless of service.
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SECTION 8

Pension Ordinance for Police
Officers and Firefighters
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Boca Raton, Flotida, Code of Ordinances >> PART Il - CODE OF ORDINANCES >> Chapter 12 -
PENSIONS AND RETIREMENT >> ARTICLE IV. PENSION PLAN FOR POLICE AND FIREFIGHTERS >>

ARTICLE IV. PENSION PLAN FOR POLICE AND FIREFIGHTERS M4

Sec. 12-126. Definitions.

Sec. 12-127. Eligibility,

Sec. 12-128. Application.

Sec. 12-129. Change in designation of beneficiary.
Sec. 12-130. Retirement dates and benefits—Firefighters.
Sec. 12-131. Same—Police officers,

Sec. 12-132. Optional forms of retirement benefils.
Sec. 12-133. Contributions.

Sec. 12-134. Adrninistration.

Sec. 12-135. Establishment and operation of fund.
Sec. 12-136. Medical board.

Sec. 12-137. Discharged members.

Sec. 12-138. Recovery from disability.

Sec. 12-139. Nonassignability.
Sec. 12-140. Duration of pension.

Sec. 12-141. Pension validity.
Sec. 12-142. Incompetents.

Sec. 12-143. Actuarial computations.

Sec. 12-144. Certain transfers; vested rights on transfer.
Sec. 12-145. Nonrevision clause.

Sec. 12-146. Contributions remain in plan.

Sec. 12-147. Termination or discontinuance.

Sec. 12-148. Reentry.

Sec. 12-149. Reserved,

Sec. 12-150. Transfer of certain employees.

Sec. 12-151. Retirement dates and benefits; optignal provisions for firefighters,

Sec. 12-152. Internal Revenue Code compliance.
Sec. 12-152.5_Rellovers or transfers into the fund.

Sec. 12-153. Retirement dates and benefits; optional provisions for police officers.
Sec. 12-154. Purchase of past service

Sec. 12-155. Survivor payiments with respect to gualified military service.

Secs. 12-156—12-159. Reserved.

Sec. 12-126. Definitions.

As used in this article, unless otherwise defined or required by the context, the following
words and phrases shall have the meanings indicated:

"Actuarial equivalent" shall mean that any benefit payable under the terms of this retirement
system in a form other than the normal form of benefit, shall have the same actuarial present value
on the date payment commences as the normal form of benefit. For purpose of establishing the
actuarial present value of any form of payment, all future payments shall be discounted for interest
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and mortality by using the interest rate and the annuity mortality table provided in internal
revenue rules. For purposes of a lump sum distribution, the actuarial present value shall be
determined on the basis of the same annuity mortality table as described above and the 30-year
treasury security interest rate for the month prior to the member's date of termination.

"Agreement” shall mean this written instrument setting forth the provisions of the retirement
system.

"Average monthly earnings" shall mean 1/12 of the arithmetic average of annual earnings for
the highest 2 years preceding the actual retirement or termination date of a member or the date the
member begins participation in the deferred retirement option plan, whichever is earlier. The
fimitation on compensation for an employee who was a member of the retirement system before
October 1, 1996, shall not be less than the amount which was allowed to be taken into account
under this section as in effect on July 1, 1993.

"Beneficiary" shall mean the person entitled to receive any benefits hereunder at the death of
a member who has been designated in writing by the member and filed with the board. If nc such
designation is in effect at the time of death of the member, or if no person so designated is living at
that time, the board shall have the authority to designate the beneficiary as provided herein.

"Board" shall mean the hoard of pension trustees, which shall administer and manage the
system provided in this article and serve as trustee of the fund.

"Continuous service" shall mean the aggregate number of years of service by a member
(expressed as years and completed months), where service for each period of employment shall
start from the date the member entered employment as an employee and end on the date the
member begins participation in the deferred retirement option plan or the date the member's
employment shall be terminated by death, retirement, resignation or discharge; however, there shall
be no service credit for periods of employment for which the member accepted a refund of his
contributions and such contributions are not repaid, with interest as determined by the board, within
6 menths following the date he was last rehired. The continucus service of any member shall not be
deemed to be interrupted by:

{8) Any authorized leave of absence or vacation, provided that all members similariy
situated in similar circumstances shall be treated alike pursuant to uniform,
nondiscriminatory rules. However, the member shall not receive more than 6 months
of continuous service credit for benefit computation purposes for the period of such
leave of absence or vacation.

(b} Any service, voluntary or involuntary in the armed forces of the United States,
provided the member is legally entitied to reemployment under the provision of the
Uniformed Services Employment and Reemployment Rights Act (USERRA) and any
amendment thereto, or any law applicable to such reemployment, and provided,
further, that the member shall apply for reemployment within 3 months following
termination of such service. Notwithstanding any provision of this retirement system to
the contrary, contributions, benefits and service credit with respect to qualified military
service will be provided in accordance with section 414(u) of the Internal Revenue
Code.
“Earnings,” for firefighters, shall mean the fixed monthly remuneration including basic wages,
EMT and paramedic certification pay, fire inspection pay, hazardous materials certification pay,
assignment pay, acting in a higher capacity pay, stand by duty pay, and continuous service benefit
(annual longevity) paid to a member, but excluding overtime, holiday pay, state incentive pay,
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bonuses, accumulated sick and annual leave and any other payments. Earnings shall be
calculated prior to salary reductions for contributions picked up by the city pursuant to_section 12-
133(5) or deferred compensation pursuant to section 457 of the Internal Revenue Code. Earnings
shall include any elective deferral (as defined in code section 402(e)(3) of the Internal Revenue
Code), and any amount which is contributed or deferred by the employer at the election of the
member and which is not includible in the gross income of the member by reason of section 125 or
457 of the Internal Revenue Code. For limitation years beginning on and after January 1, 2001, for
the purposes of applying the limitations described in subsection (1) of section 12-152 hereof,
earnings shall for any limitation year shall include elective amounts that are not includible in the
gross income of the member by reason of section 132(f)(4) of the Internal Revenue Code.

Effective October 1, 2004, "earnings," for police officers, shall mean the total cash
remuneration paid by the primary employer for services rendered, assignment pay, crash-free
bonus and continuous service benefit (annual longevity) paid to a member, including up to 300
hours of overtime compensation earned by a member in each 12-month period during the 24
consecutive months immediately preceding the member's date of retirement or termination of
employment, whichever occurs first. If a member does not earn 300 hours of overtime
compensation in each 12-month period during the 24 consecutive months immediately preceding
the member's date of retirement or termination of employment, then up to 100 hours of overtime
compensation earned by the member prior to the 24 consecutive months immediately preceding the
member's date of retirement or termination of employment shall be added to the overtime
compensation earned by a member in each of the final 2 consecutive 12-month periods to make up
te 300 hours. Provided, in no event shall the total amount of overtime compensation included in a
member's earnings exceed 300 hours in any 12-month period, and overtime compensation, added
to a member's earnings as provided above, shall be at the member's average overtime rate for the
24 consecutive month period immediately preceding the member's date of retirement or termination
of employment, whichever occurs first. Payments for extra duty or special detail work performed on
behalf of an cutside employer, overtime in excess of 300 hours, other bonuses or accumulated sick
and annual leave and other payments will not be included. Total cash remuneration shall be
calculated prior to salary reductions for contributions picked up by the city pursuant to_section 12-
133(5) or deferred compensation pursuant to section 457 of the Internal Revenue Code. Earnings
shall include any elective deferral (as defined in code section 402(e}(3) of the Internal Revenue
Code), and any amount which is contributed or deferred by the employer at the election of the
member and which is not includible in the gross income of the member by reason of section 125 or
457 of the Internal Revenue Code. For limitation years beginning on and after January 1, 2001, for
the purposes of applying the limitations described in subsection (1} of section 12-152 hereof,
earnings shall include for any limitation year, elective amounts that are not includible in the gross
income of the member by reason of section 132(f)(4) of the Internal Revenue Code.

"Effective date" shall mean the date on which QOrdinance Number 1806 became effective.

"Employees" shall mean all regular and all probationary full-time employees of the city
classified as sworn police officers or firefighters, but shall exclude all civilian members thereof.

"Fiscal agent" shall mean any person or entity designated to serve as investment agent or
custodian of the fund of the retirement system.

"Fung" shall mean the trust fund established in this article as part of the plan.

"Member" shall mean an employee who fulfills the prescribed participation requirements.
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"System" shall mean the city police and firefighters' retirement system as contained in this
article and all amendments thereto.

{Code 1966, § 17-31, Ord. No. 4011, § 1, 7-14-92; Ord. No. 4281, § 2, 8-27-96; Ord. No. 4334, § 1, 6-24-97; Ord.
No. 4471, § 1, 10-26-99; Ord. No. 4504, § 1, 4-11-00; Ord. No. 4523, § 1, 7-11-00; Ord. No. 4838, § 1, 12-14-04;
Ord. No. 5154, § 1, 11-9-10; Ord. No. 5186, § 1, 5-10-11)

Sec. 12-127. Eligibility.

(1) All police officers or firefighters shall become members if at least 18 years of age provided
that:

(@  such employee satisfactorily completes all required medical examinations for an
employee of his classification; and

(b)  Such employee mests all requirements of the civil service board of the city;

(€)  The fire chief and police chief may waive participation. Such waiver is irrevocable and
must be exercised in writing within 60 days of the effective date of this ordinance or
initial employment as or promotion to the chief position.

(2)  Anyone previously ineligible hereunder because of being hired after attaining the age of 32

shall be eligible for participation as provided in_section 12-150

{Code 1966, § 17-32(1); Ord. No. 3878, § 1, 9-25-90, Ord. No. 4504, § 2, 4-11-00}
Cross reference— Definitions and rufes of construction generally, § 1-2.

Sec. 12-128. Application.

Each eligible employee shall complete an application form covering the following peints, as
well as such other points or items as may be prescribed by the board:

(a)  Such employee's acceptance of the terms and conditions of the pension plan and
pension trust agreement; and, if requested,

(b)  Such employee's designation of a beneficiary or beneficiaries.
(Code 1966, § 17-32(2))

Sec. 12-129. Change in designation of beneficiary.

A member may from time to time change his designated beneficiary in accordance with F.S.
chs. 175 and 185 by written naotice to the board upon forms provided by the board. Upon such
change, the rights of all previously designated beneficiaries to receive any benefit under the plan
shall cease.

(Code 1966, § 17-32; Ord. No. 4504, § 3, 4-11-00)

Sec. 12-130, Retirement dates and benefits—Firefighters.

Firefighters who do not execute the waiver described in_section 12-151 shall only receive the
benefits in this section. Firefighters who execute the waiver shall receive the benefits in this section
except as modified in_section 12-151.

(1) Nermal retirement date. Firefighters may elect to retire on the first day of the month
coincident with or subsequent to attainment of age 52 and the completion of 20 years
of continucus service or attainment of age 55 and completion of 10 years of
continuous service.
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Normal retirement benefit.

(8)  Duration. A member retiring hereunder on his or her normal retirement date
shall receive a monthiy benefit, which shall commence on said normal
retirement date and be continued thereafter during his or her lifetime, but in no
event for less than 10 years. Upon reaching normal retirement age a member's
benefits shall be fully vested.

(b)  Amount.

1. The amount of normal retirement benefit for members who became
members prior to April 17, 1973, shall be the greater of 50 percent of
average monthly earnings or 2% percent of average monthly earnings
multiplied by years of continucus service subject in any event to a
maximum of 75 percent of average monthly earnings.

2. The amount of normal retirement benefit for members who became
members on or after April 17, 1973, shall be 2% percent of average
monthly earnings multiplied by years of continuous service, subject in
any event to a maximum of 75 percent of average monthly earnings. In
no event, however, shall a member's normal retirement benefit be less
than 2% of average monthly earnings multiplied by years of continuous
service.

Early retirement date. A member may retire on the first day of any month following the
completion of 20 years of continuous service or the attainment of age 50 and
completion of 10 years of continuous service.

Early retirement benefit. A member retiring hereunder on his or her early retirement
date may receive either a deferred or an immediate monthly retirement benefit as
follows:

(a) A deferred monthly retirement benefit which shall commence on the member's
normal retirement date and shall be continued on the first day of each month
thereafter during his or her lifetime, but in no event for less than 10 years. The
amount of each such deferred monthly retirement benefit shall be determined
in the same manner as for retirement at the member's normal retirement date
except that continuous service and average monthly earnings shall be
determined as of his or her early retirement date; or

(b} An immediate monthly retirement benefit which shall commence on the
member's early retirement date and shall be continued on the first day of each
month thereafter during his or her lifetime, but in no event for less than 10
years.

The maximum benefit payable, as determined in {a) above, shall be reduced by 3/12

of 1 percent for each month by which the actual early retirement date precedes the

member's regular narmal retirement date.

Disability.

(a) Service-incurred. Any firefighter member who receives a service-connected
injury, disease or disability, which injury, disease or disability permanently
incapacitates the member physically or mentally from regular and continuous
duty as a firefighter shall receive in equal monthly installments an amount
equal to 75 percent of average monthly earnings in effect at the date of
disability retirement or, if greater, the accrued normal retirement benefit. The
benefit shall be payable for life, unless the member recovers from the disability,
in which case the benefit shall cease. If the member does not recover and dies
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before 120 consecutive monthly payments have been made, the balance of the
120 payments shall be paid to the member's beneficiary.

(b} Non-service-incurred. Any member with 10 years of service who receives a
non-service-connected injury, disease or disability, which injury, disease or
disability permanently incapacitates or shall in the future permanently
incapacitate the member physically or mentally from regular and continuous
duty as a firefighter shall receive in equal monthly installments an amount
equal to the member's accrued normal retirement benefit. The benefit shall be
payable for life, uniess the member recovers from the disability, in which case
the benefit shall cease. If the member does not recover and dies before 120
consecutive monthly payments have been made, the balance of the 120
payments shall be paid to the member's beneficiary.

() Determination of disability. All questions relating to eligibility for continuance of
disability benefits shall be determined by the board of trustees based upon the
recommendation of the medical board.

(d)  Disability pension offset. A member receiving a service-incurred disability
pension from the city and who is receiving benefits for the same disability under
social security or worker's compensation, or who is receiving another
retirement benefit from another plan of the city, shall have a deduction made
from the monthly disability pension payment in an amount necessary to bring
the total of all disability payments to no more than 100 percent of the gross
monthly salary of the disabled person last paid by the city as of the time the
disability retirement occurred. However, in no event will the benefit be reduced
below the greater of the accrued normal retirement benefit or 42 percent of
average monthly earnings. The amount of gross monthly salary shall be
escalated bi-monthly, for the purpose of this calculation, by the percentage
increase, if any, in the Bureau of Labor Statistics Consumer Price Index, urban
wage earners, Miami index, measured on a bi-monthly basis. Lump sum
disability payments and lump sum scheduled injury disability payments shall
not be included in this computation.

(8)  Participants in the deferred retirement option plan shall not be eligible to
receive disability benefits from the retirement system.

® Any other provision of the system notwithstanding, a member shall not qualify
for disability retirement and payment of a disability pension if the board
determines the disability is a direct result of the excessive and habitual use of
drugs, intoxicants or narcotics or occurs after employment has terminated or

while:

1. Willfully and illegally participating in fights, riots, or ¢ivil insurrections
2. Committing a crime or

3. Serving in any armed forces.

(6)  Preretirement death.
(@  Service-incurred. A death benefit shall be payable on behalf of any member
who dies as a direct result of an occurrence arising in the performance of
service. The benefit shall be payable as follows:;

1. To the surviving spouse or other designated beneficiaries, as the case
may be, a lump sum payment of $56,000.00; plus
2. To the surviving spouse, for life, a monthly benefit equal to 75 percent of

the member's average monthly earnings; unless a member with 10 or
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more years of credited service has designated a beneficiary (which may
be the spouse) to receive the preretirement death benefit, in which case
the beneficiary is entitled to the benefits otherwise payable to the
member at the time the member would have reached early or normal
retirement age (a 10-year certain benefit); except that a survivor spouse
who is also designated as the early retirement benefit beneficiary is
entitled to elect between the 2 opticns; plus

3. For each child until he or she has reached the age of 18 years, and for
each child from age 18 until age 22 who is a full-time student in an
accredited school, there shall be paid in equal monthly instaliments an
amount equal to 7% percent of the average monthly earnings subject to
an overall limitation of a total of 90 percent of average monthly earnings
for the surviving spouse and children combined. The nonstudent child's
pension shall terminate on the earlier of death, marriage or the
attainment of age 18; the pension of a child who is a student shall
terminate on the earlier of death, marriage or the attainment of age 22.
Legally adopted children shall be eligible the same as natural children.

Upon the death of the surviving spouse, the 7Y% percent child allowance
shall be increased to 15 percent for each child, and shall be paid in trust
to eligible children, not to exceed a combined total of the greater of 50
percent of the member's average monthly earnings or the member's
accrued pansion benefit.

The trusteeship and disbursements of the pension to any child or
children shall be determined by the board of trustees. These benefits are
not to be limiting to other benefits available under state law.

Non-service-incurred. If any member shall die in active service from causes not
attributable to active duty or service, a death benefit shall be payable as
follows:

1. With less than 1 year of continuous service, a single sum amount of
$2,500.00.

2. With 1 but less than 5 years of continuous service, a single sum amount
of $5,000.00.
3. With & years of continuous service:
a. A single sum amount of $5,000.00; plus
b. To the surviving spouse in equal monthly payments an immediate
pension equal to 65 percent of such member's accrued pension
as of date of death or, if greater, the pension benefit otherwise
payable to the member starting at early or normal retirement age,
subject to a minimum of 20 percent of average monthly earnings;
unless a member with 10 or more years of credited service has
designated a beneficiary (which may be the spouse) to receive
the preretirement death benefit, in which case the beneficiary is
entitled to the benefits otherwise payable to the member at the
time the member would have reached early or normal retirement
age (a 10-year certain benefit); except that a survivor spouse who
is also designated as the early retirement benefit beneficiary is
entitled to elect between the 2 options; plus

c. To the child or children of such deceased member the same
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benefits as are payable by reason of service-connected death;
subject, however, to a maximum combined limitation of monthly
payments to the surviving spouse and children of the greater of
50 percent of the member's average monthly earnings or the
member's accrued pension benefit.
(¢)  The death benefit shall not be payable on behalf of any member who is
participating in the deferred retirement option plan.

(7)  Vesting. If a member terminates employment with the fire-rescue services
department, either voluntarily or by lawful discharge, and is not eligible for any other
benefits under this system, the member shall be entitled to the following:

(@) With less than 10 years of continuous service, refund of member contributions
plus 3 percent interest per annum or, pursuant to section 175.032(4)(b), Fla.
Stat., voluntarily leave his or her contributions in the fund for a period of up to
five (5) years. If, within five (5) years of termination of employment, the member
is not reemployed by the city in a position which reguires membership in this
plan, then the member's contributions shall be returned to him or her without
interest.

(b)  with 10 or more years of continuous service:

1. The pension benefit accrued to the member's date of termination, based
on the terms of the plan in effect on such date of termination, payable
commencing at his or her otherwise normal retirement date, provided
the member does not elect to withdraw member contributions; or

2. Refund of member contributions plus 3 percent interest calculated
annually.

() Any member of this system who, for whatever reason, has his or her
employment with the city as a firefighter terminated, but who remains or was
previously employed by the city in some other capacity so that the total period
of employment with the city is 10 years or more, shall have all benefits accrued
under this system preserved, provided he or she does not elect to withdraw his
or her member contributions. Such accrued benefits shall be paid at the
member's otherwise normal retirement date in accordance with the provisions
of this system.

(d)  If a member, with ten or more years of continuous service, dies prior to
retirement, his or her designated beneficiaries are entitied to the benefits
otherwise payable to the member at the normal retirement date.

For purposes of determining normal retirement age under this vesting provision,

continuous service shall include all employment with the city as well as the period of

time subsequent o termination as a member of this system; however, benefits shall
not be payable under this system during any period of continued employment by the
city.
{Crd. No. 3740, § 1, 1-23-89; Ord. No. 4011, § 2, 7-14-92; Ord. No. 4170, § 30, 9-27-94; Ord. No. 4223, § 1, 6-13-
95; Orel. No. 4504, § 4, 4-11-60; Ord, No. 4744, § 1, 11-12-03)

Sec. 12-131. Same—Police officers.

Palice officers who do not execute the waiver described in_sectign 12-153 shall receive the
following benefits:

(1) Normal retirement date. Police officers may elect to retire on the first day of the month
08-8
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coincident with or subsequent to the completion of 20 years of continuous service or
attainment of age 55 and completion of 10 years of continuous service.

Normal retirement benefit.

(a)

(b)

Duration. A member retiring hereunder on or after his or her normal retirement
date shali receive a monthly benefit, which shall commence on said normal
retirement date and be continued thereafter during the member's lifetime, but in
no event for fess than 10 years, Upon reaching normal retirement age a
member's benefits shall be fully vested.

Amount.

1. The amount of normal retirement benefit for members who became
members prior to April 17, 1973, shall be the greater of 50 percent of
average monthly earnings or 2% percent of average monthly earnings
multiplied by years of continuous service subject in any event fo a
maximum of 75 percent of average monthly earnings.

2. The amount of normal retirement benefit for members who became
members on or after April 17, 1973 shall be 2% percent of average
monthly earnings multiplied by years of continuous service, subject in
any event to a maximum of 75 percent of average monthly earnings. In
nho event, however, shall a member's nermal retirement benefit be less
than 2 percent of average monthly earnings multiplied by years of
confinuous service.

Early retirement date. A member may retire on the first day of any month following the
attainment of age 50 and completion of 10 years of continuous service.

Early retirement benefit. A member retiring hereunder on his or her early retirement
date may receive either a deferred or an immediate monthly retirement benefit as
follows:

(a)

A deferred monthly retirement benefit which shall commence on the member's
normal retirement date and shall be continued on the first day of each month
thereafter during his or her lifetime, but in no event for less than 10 years. The
amount of each such deferred monthly retirement benefit shall be determined
in the same manner as for retirement at the member's normal retirement date
except that continuous service and average monthly earnings shall be
determined as of his or her early retirement date; or

An immediate monthly retirement benefit which shall commence on the
member's early retirement date and shall be continued on the first day of each
month thereafter during the member's lifetime, but in no event for less than 10
years. The maximum benefit payable, as determined in (a} above, shall be
reduced by 3/12 of 1 percent for each month by which the actual early
retirement date precedes the member's normai retirement date.

Disability.

(a)

Service-incurred. Any police officer member who receives a service connected
injury, disease or disability, which injury, disease or disability permanently
incapacitates him or her, physically or mentally, from regular and continucus
duty as a police officer shall receive in equal monthly installments an amount
equal to 75 percent of average monthly earnings in effect at the date of
disability retirement or, if greater, the accrued normal retirement benefit. The
benefit shall be payable for life unless the member recovers from the disability,
in which case the benefit shall cease. If the member does not recover and dies
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before 120 consecutive monthly payments have been made, the balance of the
120 payments shall be paid to the member's beneficiary.

(b}  Non-service-incurred. Any member with 10 years of service who receives a
non-service-connected injury, disease or disability, which injury, disease or
disability permanently incapacitates or shall in the future permanently
incapacitate the member physically or mentally from regular and continuous
duty as a police officer shall receive in equal monthly installments an amount
equal to the member's accrued normal retirement benefit. The benefit shall be

. payable for life unless the member recovers from the disability, in which case
the benefit shall cease. If the member does not recover and dies before 120
monthly payments have been made, the balance of the 120 payments shall be
paid to the member's beneficiary.

() Determination of disability. All questions relating to eligibility for continuance of
disability benefits shall be determined by the board of trustees based upon the
recommendation of the medical board.

(d)  Disability pension offset. A member receiving a service-incurred disability
pension from the city and who is receiving benefits for the same disability under
social security or worker's compensation, or who is receiving another
retirement benefit from another plan of the city, shall have a deduction made
from the monthly disability pension payment in an amount necessary to bring
the total of all disability payments to no more than 100 percent of the gross
monthly salary of the disabled person last paid by the city as of the time the
disability retirement occurred. However, in no event will the benefit be reduced
below the greater of the accrued normal retirement benefit or 42 percent of
average monthly earnings. The amount of gross monthly salary shall be
escalated bi-monthly, for the purpose of this calculation, by the percentage
increase, if any, in the Bureau of Labor Statistics Consumer Price Index, urban
wage earners, Miami index, measured on a bi-monthly basis. Lump sum
disability payments and lump sum scheduled injury disability payments shall
not be included in this computation.

(&) Any other provision of the system notwithstanding, a member shall not qualify
for disability retirement and payment of a disability pension if the board
determines the disability is a direct result of the excessive and habitual use of
drugs, intoxicants or narcotics or oceurs after employment has terminated or

while:

1. Willfully and illegally participating in fights, riots, or civil insurrections
2. Committing a crime or

3. Serving in any armed forces.

(6)  Preretirement death.
(@)  Service-incurred. A death benefit shall be payable on behalf of any member
who dies as a direct result of an occurrence arising in the performance of
service. The benefit shall be payable as follows:

1. To the surviving spouse, or other designated beneficiaries, as the case
may be, a lump sum payment of $5,000.00; plus
2. To the surviving spouse, for life, 2 monthly benefit equal to 75 percent of

the member's average monthly earnings; unless a member with 10 or
more years of credited service has designated a beneficiary (which may
be the spouse) to receive the preretirement death benefit, in which case
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the beneficiary is entitled to the benefits otherwise payable to the
member at the time the member would have reached early or normal
retirement age (a 10-year certain benefit), except that a survivor spouse
who is also designated as the early retirement benefit beneficiary is
entitled to elect between the 2 options; plus

3. For each child until he or she has reached the age of 18 years, and for
each child from age 18 until age 22 who is a full-time student in an
accredited school, there shall be paid in equal monthly installments an
amount equal to 7% percent of the average monthly earnings subject to
an overall limitation of a total of 90 percent of average monthly earnings
for the surviving spouse and children combined. The nonstudent child's
pensicn shall terminate on the earlier of death, marriage or the
attainment of age 18; the pension of a child who is a student shall
terminate on the earlier of death, marriage or the attainment of age 22.
Legally adopted children shall be eligible the same as naturatl children.

Upon the death of the surviving spouse, the 7% percent child allowance
shall be increased to 15 percent for each child, and shall be paid in trust
to eligible children, not to exceed a combined total of the greater of 50
percent of the a member's average monthly earnings or the member's
accrued pension benefit.

The trusteeship and disbursements of the pension to any child or
children shall be determined by the board of trustees. These benefits are
not to be limiting to other benefits available under state law.

Non-service-incurred. If any member shall die in active service from causes not
attributable to active duty or service, a death benefit shall be payable as
follows:

1. With less than 1 year of continuous service, a single sum amount of
$2,500.00.

2. With 1 but less than 5 years of continuous service, a single sum amount
of $5,000.00.

3. With 5 years of continuous service:
a. A single sum amount of $5,000.00; plus

b. To the surviving spouse in equal monthly payments an immediate
pension equal to 65 percent of such member's accrued pension
as of date of death or, if greater, the pension benefit otherwise
payable to the member starting at early or normal retirement age,
subject to a minimum of 20 percent of average monthly earnings;
unless a member with 10 or more years of credited service has
designated a beneficiary {(which may be the spouse) to receive
the preretirement death benefit, in which case the beneficiary is
entitled to the benefits otherwise payable to the member at the
time the member would have reached early or normal retirement
age {a 10-year certain benefit), except that a survivor spouse who
is also designated as the early retirement benefit beneficiary is
entitled to elect between the 2 options; plus

C. To the child or children of such deceased member the same
benefits as are payable by reason of service-connected death;
subject, however, to a maximum combined limitation of monthly
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payments to the surviving spouse and children of the greater of
50 percent of the member's average monthly earnings or the
member's accrued pension benefit.

Vesting. If a member terminates employment with the police services department,
either voluntarily or by lawful discharge, and is not eligible for any other benefits under
this system, the member shall be entitled to the fellowing:

(a

(b)

(c)

(d)

With less than 10 years of continuous service, refund of member contributions
plus 3 percent inferest per annum cor, pursuant to section 185.02(5)(b), Fla.,
Stat., voluntarily leave his or her contributions in the fund for a period of up to
five (6) years. If, within five (5) years of termination of employment, the member
is not reemployed by the city in a position which requires membership in this

- plan, then the member's contributions shall be returned to him or her without

interest.
With 10 or more years of continuous service:

1. The pension benefit accrued to the member's date of termination, based
on the terms of the plan in effect on such date of termination, payable
commencing at the member's otherwise normal retirement date,
provided the member does not elect fo withdraw his or her member
contributions; or

2. Refund of member contributions plus 3 percent interest calculated
annually.

Any member of this system who, for whatever reason, has employment with
the city as a police officer terminated, but who remains or was previously
employed by the city in some other capacity so that the total period of
employment with the city is 10 years or mare, shall have all benefits accrued
under this system preserved, provided the member does not elect to withdraw
member contributions. Such accrued benefits shall be paid at the member's
otherwise normal retirement date in accordance with the provisions of this
system.

If a member, with ten or mare years of continuous service, dies prior to
retirement, his or her designated beneficiaries are entitled to the benefits
otherwise payable to the member at the normal retirement date.

For purposes of determining normal retirement age under this vesting provision,

continuous service shall include all employment with the city as well as the period of
time subsequent to termination as a member of this system; however, benefits shall
not be payable under this system during any period of continued employment by the

city.

(Ord. No. 3740, § 1, 1-23-89; Ord. No. 3937, § 1, 7-9-91; Ord. No. 4170, § 33, 9-27-94; Ord. No. 4223. § 2, 6-13-95;
Qrd. No. 4504, § 5, 4-11-00; Ord. No. 4744, § 2, 11-12-03)

Cross reference— Refirement dates and benefits, oplional provisions for pofice officers. § 12-153.

Sec. 12-132. Optional forms of retirement benefits.

(1

Each member entitled to a benefit shall have the right at any time prior to retirement

{inclusive of entry into the deferred retirement option plan} to elect to have his or her benefit

payable under any 1 of the options hereinafter set forth in lieu of the benefits otherwise
provided herein, and to revoke any such elections and make a new election at any time prior

to retirement (inclusive of entry into the deferred retirement option plan). The value of
optional benefits shall be actuarially equivalent to the value of benefits otherwise payable.
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The members shall make such an election by written request to the board and such an
election shall be subject to the approval of the board.

(@8  Option 1: Joint and last survivor option. A retiring member may elect to receive a
decreased retirement benefit during the member's lifetime and have such decreased
retirement benefit (or a designated fraction thereof) continued after his or her death to
and during the lifetime of a joint pensioner designated by the member of 100 percent,
75 percent, 662/3 percent, or 50 percent. The election of this option shall be null and
void if the designated contingent annuitant dies before the member's retirement.

(b)  Option 2: Life of member only option. A retirement income of an increased amount,
payable to the member for his or her lifetime only.

(c) Option 3: Other. In lieu of the other optional forms enumerated in this section,
retirement benefits may be paid in any form approved by the board so long as
actuarial equivalence with the benefits otherwise payable is maintained. Such other
optional forms shall be limited to those which will result in the present value of
payments to the retiring member being at least 50 percent of the total present value of
payments to the retiring member and his or her beneficiary. If the present value of a
benefit is less than $5,000.00 and the payment of such benefit has not begun, the
board may, in its sole discretion, pay the actuarial equivalent of such benefit in a lump
sum, without the consent of the member. A lump sum payment of any benefit with a
present value in excess of $5,000.00 will only be made on consent of the retiring
member or, in the event the member is deceased, the member's beneficiary.

The member upon electing any option under subsection (1) shall designate a joint pensioner
or beneficiary (or beneficiaries) to receive the benefit, if any, payable under the plan in the
event of the member's death, and shall have the power to change such designation from
time to time but any such change shall be deemed a new election. Such designation shall
name a joint pensioner or 1 or more primary beneficiaries where applicable. If a member
elects an option with a joint pensioner or beneficiary and their retirement income benefits
have commenced, they may thereafter change the designated joint pensioner or beneficiary
up to two times without the approval of the board of trustees or the current joint annuitant or
beneficiary. The member need not provide proof of the good health of the joint annuitant or
beneficiary being removed, and the joint annuitant or beneficiary being removed need not be
living. Any subseguent change to the joint pensioner or beneficiary may be made but only if
the board of trustees consents to the change and the joint pensioner last previously
designated by the member is alive when the member files with the board of trustees a
request for such change. The consent of a member's joint pensioner or beneficiary to any
such change shall not be required. Additicnally, for such subsequent changes, the board of
trustees may request such evidence of the good health of the joint pensioner that is being
removed as it may require. The amount of the retirement income payable to the member
upon the designation of a new joint pensioner shall be actuarially redetermined taking into
account the age and sex of the former joint pensioner, the new joint pensioner, and the
member, with the new benefit actuarially equivalent to the original benefit. Each such
designation shall be made in writing on a form prepared by the board of trustees, and on
completion will be filed with the board of trustees. In the event that no designated beneficiary
survives the member, such benefits as are payable in the event of the death of the member
subsequent to their retirement shall be paid to the estate of the member.

A member participating in the deferred retirement option plan may, during the participation
pericd and with the approval of the board of trustees, make a one-time election to revoke his
or her benefit payable under any of the options set forth in subsection (1) above and make a
new election subject to the following conditions:
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A new election may be made by a deferred retirement option plan participant only in
the event of the participant's marriage, dissolution of marriage, or annulment.

If the participant's former spouse was the designated joint pensioner or beneficiary
prior to the new election, the written consent of the former spouse or a judicial order
shall be required.

If the participant had previously elected Option 1 under_section 12-132(1)(a) above, or
an option including a joint annuitant under section 12-132(1)(c) above, a new election
may be made only if the joint pensioner last previously designated by the participant is
alive when the participant files with the board of trustees a request for such change.
The board of trustees may request evidence of the good health of the participant or
the joint pensioner.

The participant shall be entitled to one election under this subsection (3) following
commencement of the participant's deferred retirement option plan participation and
such election shall be irrevocable. The amount of the retirement income payable to
the participant upon making a new election shall be actuarially redetermined taking
into account the age and sex of the former joint pensioner (if any), the new joint
pensioner (if any), and the participant, with the new monthly benefit being the lesser of
1. or 2. below:

1. The monthly benefit that results in no change in system accrued liabifity as of
the option change effective date, based on assumptions used for the actuarial
valuation; or

2. The monthly benefit that was available to the participant upon entry into the

deferred retirement option plan; or in the case of a new election of a joint and
survivor option, the maonthly benefit that would have been available to the
participant upon entry into the deferred retirement option plan had the new
election and new joint annuitant information been provided at that time;
increased with cost of living adjustments (if any) as they would have been
applied to the option change effective date.

(¢}  The participant shall request a new election pursuant to this subsection (3) by submitting a
written request to the board of trustees, and such election shall not be effective unless and
until approved by the board. The participant shall pay all administrative and actuarial costs
associated with an election made pursuant to this subsection.

(Code 1866, § 17-34, Ord. No. 4471, § 2, 10-26-99; Ord. No. 4504, § 6, 4-11-00; Ord. No. 5063, § 1. 10-28-08; Ordl.
No. 5115, § 1, 10-27-08)

Sec. 12-133. Contributions.

(1)  Member contributions.

(a)

Commencing October 1, 1899 and until October 28, 2010, firefighter members of the
retirement system shall make regular contributions to the trust fund at a rate equal to
9.2 percent of their annual earnings. Commencing October 26, 2010, firefighter
members of the retirement system shall make regular contributions to the trust fund at
a rate equal to 10.2 percent of their annual earnings. In the event the city's
contribution to the trust fund, made pursuant to subsection (3) herein, should
decrease to less than 10.2 percent as determined by the annual actuarial valuation
report for the plan establishing the required city contribution for the fiscal year
beginning on October 1, the contribution made by firefighter members shall be
reduced to 9.2 percent commencing with the second payday immediately following
October 1 of the plan year specified in the annual actuarial valuation report.
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(b} Commencing October 1, 2004 and until October 26, 2010, police officer members of
the retirement system shall make regular contributions fo the trust fund at a rate equal
to 9.2 percent of their annual earnings. Commencing October 26, 2010, police officer
members of the retirement system shall make regular contributions to the trust fund at
a rate equal to 10.2 percent of their annual earnings. In the event the city's
contribution to the trust fund, made pursuant to subsection (3) herein, should
decrease to less than 10.2 percent as determined by an annual actuarial valuation
report for the plan establishing the required city contribution for the fiscal year
beginning on October 1, the contribution made by police officer members shall be
reduced to 9.2 percent commencing with the second payday immediately following
October 1 of the plan year specified in the annual actuarial valuation report.

(c) Eligible employees, as a condition of membership, shall agree in writing upon
becoming a member to make the contribution specified herein. The contributions shall
be deducted from the earnings before the same are paid, until the member terminates
city employment or upon the effective date of a member's commencement of
participation in the deferred retirement option plan. Such member contributions shall
be deposited into the trust fund immediately following each payday.

(2)  State contributions. Any moneys received or receivable by reason of laws of the state for the
express purpose of funding and paying for retirement benefits for police and firefighters of
the city shall be deposited in the trust fund comprising part of this system. Such state
contributions shall be deposited immediately, and under no circumstances more than 5 days
after receipt, into the trust fund. In lieu thereof the city may authorize the division of
retirement to make direct payment to the board of trustees of the trust fund.

(3)  City contributions. So long as this plan is in effect, the city shall make an annual contribution
to the trust fund in an amount equal to the difference in each year as between the total of
aggregate member contributions for the year plus state contributions for the year and the
amount necessary for the year to maintain the plan on a sound actuarial basis as shown by
the most recent actuarial valuation and report for the plan. The total cost for any year shall
be defined as the total of normal cost plus the additional amount sufficient to amortize the
accrued past service liability in accordance with Florida Statutes.

(4} Guaranteed refund of member contributions. All retirement, death and disability benefits
payable under this system are in lieu of a refund of member contributions. In any event,
however, each member shall be guaranteed the payment of benefits at least equal in total
amount to his accumulated contributions plus 3 percent interest.

{5)  Additional city contributions. The city shall pick up the member contribution required by (1)
above for all compensation earned after January 1, 1985, the effective date of this
subsection. The contributions so picked up shall be treated as contributions being paid by
the employer in lieu of contributions by the employee in determining tax freatment under the
United States Internal Revenue Code. The city shall pick up the member contributions from
funds established and available in the salaries account, which funds would otherwise have
been designated as member contributions and paid to the pension plan. Member
contributions picked up by the city pursuant to this subsection shall be treated for all other
purposes of this and other laws of the city in the same manner and to the same extent as
member contributions made prior to the effective date of this subsection.

(6)  Employee option. No employee shall have the option of choosing to receive the contributed
amounts, pursuant to (5) above, directly instead of having them paid by the city to the
pension system.

(7} Deferred retirement opticn plan. Upon the effective date of a member's commencement of
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participation in the deferred retirement option plan, the member's contributions will be
discontinued and the city's contribution for the narmal cost of the member's service after the
effective date will be discontinued.

{Code 1866, § 17-35; Ord. No. 4011, § 3, 7-14-92; Ord. No. 4471, § 2. 10-26-99; Ord. No. 4504, § 7. 4-11-00; Ord.
No. 4838. § 2, 12-14-04; Ord. No. 5064, § 1, 10-28-08; Ord. No. 5154, § 2, 11-8-10)

Sec. 12-134. Administration.

(1)  The general administration and responsibility for the proper operation of the pension system
and for making effective the provisions of this article are hereby vested in a board of trustees
consisting of 8 persons as follows:

(@  Four members other than firefighters or police officers to be appointed as hereinafter
provided.

(b)  Two eligible firefighters to be elected as hereinafter provided.
(¢} Two eligible police officers to be elected as hereinafter provided.

(d)  Atany time, only one police officer trustee and only one firefighter trustee may elect to
participate in the deferred retirement option plan and continue service as a trustee,
and such trustee shall be eligible to be reelected as a trustee during the deferred
retirement option plan participation period; provided however, such trustee shall cease
to serve (and shall be ineligible to be reelected) as a trustee upon termination of
employment.

(2)  The term of office of each elected trustee, for terms commencing after January 1, 2000, shall
be 2 years, except that the term of office for those trustees elected in 2000 shall be for an
initial term of 1 year and shall expire in 2001. Each successive term shall be for 2 years.
Each appointed trustee, for terms commencing after January 1, 2000, shall serve for a period
of 2 years, unless sconer replaced by city council at whose pleasure such trustee shali
serve.

(3)  The appointive trustees shall be appointed by the city council.

(4)  The elective trustees shall be elected in the following manner: By per capita vote of all active
members of each of the respective departments who come within the purview of this article,
excluding those members participating in the deferred retirement cption plan who shall not
be eligible to vote or to serve as trustees (except as provided in subsection (1)(d) above), at
a meeting to be held at a place designated by the city manager cr the city manager's
designee. Per capita votes may, at the option of the above-described active members, be
submitted by absentee ballot in accordance with the board's written procedures. The election
shall be conducted by the city manager or the city manager's designee on behalf of the
board, which shall provide procedures for submission of absentee ballots by the above-
described active members prior to the above-described meeting. No later than the first
business day of each calendar year, the board shali file a copy of the board's written
procedures, which shall govern the election of trustees, with the city manager. All qualified
members entitled to vote shall be notified by depositing the notice in the mail at least 10 days
in advance of the meeting. The candidate receiving the majority of votes cast for each office
shall be declared elected and shall take coffice immediately upon commencement of the term
of office for which elected or as soon thereafter as the candidate shall qualify therefor. If a
candidate does not receive a majority of the votes cast, then a runoff election shall be held
between the 2 candidates receiving the greatest number of votes. Far the purpose of this
section, a candidate will be deemed to have received the majority of the votes cast for each
office if the candidate has received any percent or fraction thereof greater than fifty percent
of the votes cast for the office. An election shall be held each year not more than 30 and not
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less than 10 days prior to the commencement of the terms for which trustees are to be

elected in that year. The board of frustees shall elect 1 of its members as chairman and 1

member as vice-chairman at the first meeting after trustees are elected and duly qualified.

If a vacancy occurs in the office of trustee, the vacancy shall be filled for the unexpired term

in the same manner as the coffice was previously filled.

The trustees shall serve without compensation, but they may be reimbursed from the

expense fund for all necessary expenses, which they may actually expend through services

on the board in accordance with £.5. § 112.061.

Each trustee shall, within 10 days after his appointment or election, take an oath of office

before the city clerk of the city, that so far as it develops upon him he will diligently and

honestly administer the affairs of the board, and that he will not knowingly violate or willingly
permit to be violated any of the provisions of the law applicable to the retirement system.

Such oath shall be subscribed to by the members making it and certified by the clerk and

filed in his office.

Each trustee, including the Chairman, shall be entitled to 1 vote on the board. Five votes

shall be necessary for a decision by the trustees at any meeting of the board.

Subject to the limitations of this article the board of trustees shall from time to time establish

uniform rules and regulations for the administration of funds created by this article and for

transactions of its business, including provisions for compulsory attendance of its members.

The board of trustees shall by majority of its members appoint a secretary, who may, but

need not be, one of its members. It shall engage such actuarial and other services as shall

be required to fransact the business of the retirement system. The compensation of all
persons engaged by the board of trustees and all other expenses of the board necessary for
the operation of the retirement system shall be paid at such rates and in such amounts as
the board of trustees shall agree. All funds shall be disbursed by the secretary upon
authorization by the board of trustees.

The duties and responsibilities of the board of trustees shall include the following:

(@  Construe the provisions of the system and determine all questions arising thereunder.

{b)  Determine all questions relating to eligibility and participation.

{c) Determine and certify the amount of all retirement allowances or other benefits
hereunder.

{d)  Establish uniform rules and procedures to be followed for administrative purposes,
benefit applications and all matters required to administer the plan.

{e)  Distribute at regular intervals to employees information concerning the plan.

()  Receive and process all applications for participation and benefits.

(@)  Authorize all payments whatsoever from the fund.

(h)  Review ordinances proposing changes to the provisions of the system referred to the
board by the city council, and recommend to the city council the action to be taken on
each ordinance which the board finds necessary or advisable. Any ordinance
proposing a change to the provisions of the plan shall be referred to the board upon
introduction and first reading, and the board, at its option shall have up to 30 days
after introduction and first reading to review the ordinance and submit its
recommendations, if any, to the city council. Nothing in this article shall empower the
board of trustees to amend the provisions of the retirement system without the
approval of city council.

(i Perform such duties as are specified in_section 12-135

() To ensure that all meetings of the board are recorded by tape.
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(k}  The board of trustees may, upon the written request of a retiree, authorize the plan
administrator to withhold from the retirement payment those funds that are necessary
to pay for premiums for accident, heaith, and long-term care insurance for the retiree
and the retiree's spouse and dependents. The fund, and its board of trustees, shall
not incur any liability for participation in this permissive program should its actions be
taken in good faith.

{Code 1866, § 17-36; Ord. No. 3837, § 2, 7-9-81; Ord. No. 4471, § 4. 10-26-99; Ord. No. 4504, §§ 8—13. 4-11-00,
Ord. No. 4535, § 1, 9-26-00; Ord. No. 4744, § 3, 11-12-03, Ord. No. 5106, § 1, 9-22-09, Ord. No. 5115, § 2, 10-27-
09)

Cross reference— Administration, ch. 2; hoards, committees, commissions, § 2-46 ef seq.

Sec. 12-135. Establishment and operation of fund.

(1) As part of the system there is hereby established the fund, into which shall be deposited all
of the contributions and assets whatsoever attributable to the system.

(2} The actual custody and supervision of the fund, and assets thereof, shall be vested in the
pension board of trustees. Payment of benefits and disbursements from the fund may be
made on authorization from the pension board of trustees. The fund may be made on
authorization from the pension board of trustees.

{3} The pension board may hire and appoint such persons, agents or entities (including
corporate fiduciaries) as in its discretion may be required or advisable to enable it to perform
custodial and investment duties hereunder; provided, further, the pension board may enter
into agency, investment advisory and custodial agreements for the purpose of securing
investment and custodianship services for the system and fund.

{4)  All funds and securities of the system may be commingled in the fund, provided that accurate
records are maintained at all times reflecting the financial composition of the fund, including
accurate current accounts and entries as regards the following:

(@ Current amounts of accumulated contributions of employees on both an individual and
aggregate account basis;

(b} Receipts and disbursements;
(€)  Payments to retirees;

(d}  Current amounts clearly reflecting all moneys, funds and assets whatsoever
affributable to contributions and deposits from the city;

(€)  Allinterest, dividends and gains (or losses) whatsoever;

(0 Such other entries as may be properly required so as to reflect a clear and complete
financial report of the fund,

(@) An annual report to be made by the CPA firm performing the city's annual audit.
(5)  The board of pension trustees shall have the following investment powers and authority:

(@8  Invest and reinvest the fund in such securities or in such property, real or personal,
wherever situated, as it shall deem advisable, including but not limited to, stocks,
common or preferred, bonds and mortgages, and other evidences of indebtedness or
ownership, although the same may not be of the character permitted for the trustees'
investment by the laws of the state. The board of pension trustees is authorized fo
invest up to 75 percent of the fund in stocks at market value. The board of pension
trustees is authorized to invest up to 25 percent of plan assets in foreign securities on
a market-value basis. The board of pension trustees shall be vested with full legal title
to the fund; subject, however, and in any event to the authority and power of the city
‘council to amend or terminate this trust; provided, that no amendment or fund
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termination shall ever result in the use or application of any fund assets except for the
payment of benefits under this plan. The board shall identify and publicly report any
direct or indirect holdings it may have in any scrutinized company, as defined in F.S. §
215.473, and proceed to sell, redeem, divest, or withdraw all publicly traded securities
it may have in such company beginning January 1, 2010 and shall thereafter be
prohibited from purchasing or holding such securities. The divestiture of any such
security must be completed by September 30, 2010. In accordance with Ch. 2009-97,
Laws of Florida, no person may bring any civil, criminal, or administrative action
against the board or any employee, officer, director, or advisor of such board based
upon the divestiture of any security pursuant to this paragraph. All contributions from
time to time paid into the fund, and the income thereof, without distinction between
principal and income, shall be held and administered by the board or its agent, in the
fund and the board shali not be required to segregate or invest separately any portion
of the fund.

(b} The board may retain in cash and keep unproductive of income such amount of the
fund as it may deem advisable, having regard for the cash requirements of the
system,

(¢)  Neither the board nor any person or entity shall be liable for the making, retention or
sale of any investment or reinvestment made as herein provided, nor for any loss or
diminishment of the fund, except that due to his or its own negligence, wiliful
misconduct or lack of good faith.

(d)  The board may cause any investment in securities held by it to be registered in or
transferred into its name as trustee or into the name of such nominee as it may direct,
or it may retain them unregistered and in form permitting transferability, but the books
and records shall at all times show that all investments are part of the fund.

(6} The board is empowered, but is not required, to vote upon any stocks, bonds, or
securities of any corporation, association, or trust and to give general or specific
proxies or powers of attorney with or without power of substitution; to participate in
mergers, reorganizations, recapitalizations, consolidations and similar transactions
with respect to such securities; to deposit such stock or other securities in any voting
trust or any protective or like committee or with the trustees or with depositaries
designated thereby to amortize or fail to amortize any part or all of the premium or
discount resulting from the acquisition or disposition of assets; and generally, to
exercise any of the powers of an owner with respect to stocks, bonds or other
investments, comprising the fund which it may deem to be the best interest of the fund
to exercise.

(f) The board shall not be required to make any inventory or appraisal or report to any
court, nor to secure any order of court for the exercise of any power herein contained.

(@)  Where any action which the board is required to take or any duty or function which it is
required to perform, either under the terms herein or under the general law applicabie
to it as trustees under this agreement, can reasonably be taken or performed only
after receipt by it from a member, the city or any person or entity, of specific
information, certification, direction or instructions, the board shall incur no liability in
failing to take such action or perform such duty or function until such infermation,
certification, direction, or instruction has been received by it.

(h)  Any overpayments or underpayments from the fund to a retired member or beneficiary
caused by errors of computation shall be adjusted with interest at the rate per annum
approved by the board. Overpayments shall be charged against retirement payments
next succeeding the correction. Underpayments shall be made up from the trust fund.

08-19



Municode Page 20 of 44

(i) The board shall sustain no liability whatsoever for the sufficiency of the fund to meet
the payments and benefits herein provided for and shall be under no duty or
obligation to inquire into the sufficiency of the payments made into the fund by the
city.

0 In any application to or proceeding or action in the courts, only the city and the board
shall be necessary parties, and no member or other person having an interest in the
fund shall be entitled to any notice of service or process. A judgment entered in such
a proceeding or action shall be conclusive upon all persons.

(6)  Any of the foregoing powers and functions reposed in the board may be performed or carried
out by the board through duly authorized agents, provided that the board shall at ali times
maintain continuous supervision over the acts of any such agent. Legal title to the fund shall
always remain in the board of pension trustees.

(7} No change in any of the administrative rules and procedures established by the board shall
be made without the approval of the board of trustees as provided in subsection_12-134(8).

(Code 1966, § 17-37: Ord. No. 4504, § 14, 4-11-00); Ord, No. 4744, § 4, 11-12-03; Ord. No. 5115, § 3, 10-27-09}

Cross reference— Funds, § 15-161 et seq.

Sec. 12-136. Medical board.

The board of trustees shall designate a medical board to be composed of 3 physicians who
shall arrange for and pass upon all medical examinations required under the provisions of this
article, shall investigate all essential statements or certificates made by or on behalf of a member in
cennection with an application for disability or retirement and shall report in writing to the board of
trustees its conclusions and recommendations upon all matters referred to it. The payment for such
services shall be determined by the board of trustees.

(Code 1966, § 17-38(1))

Sec. 12-137. Discharged members.

Members entitled to a pension shall not forfeit the same upoen dismissal from the department
but shall be retired as herein described.

(Code 1966, § 17-38(2))

Sec. 12-138. Recovery from disability.

If a member who has been retired on a pension on account of permanent incapacity regains
his or her full health and is shown to be physically able to perform all duties in the police services
department or fire-rescue services department, the board shall require the member to resume
employment within the respective department and discontinue the pension. If such member shall
after resuming his or her position pay into the fund an amount equal to the aggregate contributions
plus interest at a rate to be determined by the board (computed upon his or her annual earnings at
the time of the disability retirement) that the member would have been required to make hereunder,
as determined by the board, during the period of the member's disability retirement had the member
not been retired, such member shalil receive creditable service for the period of such disability
retirement, as well as for the period of continuous service prior to the date of disability.

(Code 1966, § 17-38(3): Ord. No. 4170, §§ 30, 33, 9-27-94; Ord. No. 4504, § 15, 4-11-00)

08-20



Municode Page 21 of 44

Sec. 12-139. Nonassignability.

No pension provided for in this article shall be assignable or subject to garnishment for debt
or for other legal process.

{Code 1966, § 17-38(4)}

Sec. 12-140. Duration of pension.

Pensions granted to retired members shall be paid to them for life, but in no event for less
than 10 years, and shall not be revoked nor in any way diminished except as provided in this article.

(Code 1966, § 17-38(5). Ord. No. 4504, § 16, 4-11-00)

Sec. 12-141. Pension validity.

The board of trustees shall have the power to examine into the facts upon which any pension
shall heretofore have been granted under any prior or existing law, or shall hereafter be granted or
obtained erronecusly, fraudulently, or illegally for any reason. The board is empowered to purge the
pension rolls of any person heretofore granted a pension under prior or existing law or hereafter
granted under this article if the same is found to be erroneous, fraudulent or illegal for any reason,
and to reclassify any pensioner who has heretofore under any prior or existing law, or who shall
hereafter under this article be erronecusly, improperly or illegally classified.

(Code 1966. § 17-38(6)}

Sec. 12-142. Incompetents.

If any member or beneficiary is a minor or is, in the judgment of the pension board otherwise
incapable of personally receiving and giving a valid receipt for any payment due him or her under
the plan, the board may, unless and until claims shall have been made by a duly appointed
guardian or committee of such person, make such payment or any part thereof to such person's
spouse, children or other person deemed by the board to have incurred expenses or assumed
responsibility for the expenses of such person. Any payment so made shall be a complete
discharge of any liability under the plan for such payment.

(Code 1966, § 17-38(7); Ord. No. 4504, § 17, 4-11-00)

Sec. 12-143. Actuarial computations.
(1)  The board will furnish the actuary with all data required for necessary actuarial computations
under the plan. '

(2) No payment or any benefit, contribution or other sum which would constitute a violation of

any applicable wage contfrol law or section 415(b)(1){A) of the Internal Revenue Code shall
be made hereunder.

{Code 1966, § 17-38(8); Ord. No. 4471, § 5, 10-26-99. Ord. No. 4504, § 18, 4-11-00)

Sec. 12-144. Certain transfers; vested rights on transfer.

Transfer of members; vested rights. If an employee transfers to the police and firefighters'
pension ptan from the general employees pension plan, the following rules shall be applied:
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coincident with or subsequent to the completion of 20 years of continuous service or
the attainment of age 55 and 10 years of continuous service.

Normal retirement benefit.

(@  For members who retire or terminate employment on or after October 1, 1998
and prior o October 1, 1939 the amount of normal retirement benefit shall be 3
percent of average monthly earnings multiplied by years of continuous service,
subject in any event to a maximum of 75 percent of average monthly earnings
or if age 52 or older with 20 years of service at retirement, a choice of 3 percent
pension accrual rate or 2% pension accrual rate plus a 3 percent annual cost of
living increase after 1 year of retirement. In no event, however, shall a
member's normal retirement benefit be less than 2 percent of average monthly
earnings multiplied by years of continuous service.

(b} For members who retire or terminate employment on or after October 1, 1999
and prior to April 21, 2000 the amount of normal retirement benefit shall be 3
percent of average monthly earnings multiplied by years of continuous service,
subject in any event to a maximum of 90 percent of average monthly earnings.
In no event, however, shall a member's normal retirement benefit be less than
2 percent of average monthly earnings mulitiplied by years of continuous
service.

{c) For members who retire or terminate employment on or after April 21, 2000
and prior to October 1, 2005 the amount of normal retirement benefit shall be
3.25 percent of average monthly earnings multiplied by years of continuous
service, subject in any event to a maximum of 100 percent of average monthly
earnings.

(d) For members who retire or terminate employment on or after October 1, 2005
the amount of normal retirement benefit shall be 3.4 percent of average
monthly earnings multiplied by years of continuous service, subject in any
event to a maximum of 100 percent of average monthly earnings.

Disability.

(@  Any member who is receiving service incurred disability benefits shall, starting
with the date the retiree attains age 52, be eligible for the provisions of
subsection (6) of this section as provided in subsection (6}{b).

(b)  Any member who is receiving non-service incurred disability benefits prior to
December 9, 2008, shall, starting with the date the retiree attains age 52, be
eligible far the provisions of subsection (6)(b) of this section, if the member had
20 or more years of continuous service at the time of disability or if member
was receiving disability benefits as of July 14, 1992. A member who retires with
a non-service disability on or after December 31, 1999 will have his or her
benefits calculated using a 3.25 percent multiplier. Any member who retires
with 20 or more years of continuous service and who begins receiving non-
service incurred disability benefits on or after December 9, 2008, shall be
eligible for the provisions of subsection (6), starting when the member attains
the age and years of service as provided in subsection (6)(c).

(c) tn addition to the disability pension offset provided in_section 12-130, Code of
Crdinances, there shall be an additional deduction made from the monthly
service-incurred disability pension payment provided in_section 12-130(5)(a) of
50 percent of wages that are in excess of 200 percent of the difference
between the gross monthly salary of the disabled person last paid by the city as
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of the time of the disability retirement and the disability benefits, and provided
further that the disability pension shall never be reduced below 25 percent of
the original disability benefit, 25 percent of the average monthly earnings or the
accrued normal retirement benefit. For purposes of this section, wages shall
mean wages as shown on IRS W-2 Form issued to the disabled person and the
amounts of the disabled person's net earnings from self-employment for each
taxable year. The amount of gross average monthly earnings shall be
escalated bi-monthly, for the purpose of this calculation, by the percentage
increase, if any, in the Bureau of Labor Statistics Urban Wage Earners and
Clerical Workers Index for Miami measured on a bi-monthly basis. A member
shall furnish the plan administrator by April 30 of each calendar year or at the
end of any extension approved by the IRS, tax and other records the board
deems necessary to administer the provisions of this subsection. Failure to
timely provide the records can result in immediate termination of disability
pension benefits until the month following the month in which the records are
provided. The trustees will provide due notice and an opportunity for a hearing
to any participant who is subject to termination of benefits.

If a member has 20 or more years of continuous service at the time of
disability, the member may elect a pension as provided in subsection (2).

Preretirement death.

(a)

(b)

Service incurred. If a member is otherwise entitled to the provisions relating to
service incurred preretirement death provided in_section 12-130, starting with
the date the member would have attained age 52, the provisions of subsection
(6) shall be applicable as provided in subsection (8)(b).

Non-service incurred. If a member is otherwise entitled to the provisions
relating to non-service incurred preretirement death provided in_section 12-130,
the member's accrued benefit will be calculated using a 3.25 percent multiplier,
and if the deceased member had 20 or more years of continuous service at the
time of death, and the death occurred prior to December 9, 2008, the
provisions of subsection (6)(b) shall be applicable starting with the date the
member would have aftained age 52. If the deceased member had 20 or more
years of continuous service at the time of death and the death occurred on or
after December 9, 2008, the provisions of subsecticn (6) shall be applicable
starting when the member's attained (or would have attained) the age and
years of service as provided in subsection (6)(c).

Vesting. Vested benefits shall accrue at 3.25 percent of average monthly earnings per
year of continuous service.

Cost of living increases.

(a)

(b)

For retirees or beneficiaries receiving benefits as of July 14, 1992, the cost of
living adjustment shall commence on Octeber 1, 1992 and shall be an amount
equal to 3 percent of the benefit paid the immediately preceding month.

Eligible members who retire or terminate employment prior to December 9,
2008 and members eligible for benefits under subsecticns (3)(a) or (4)(a), or
their beneficiaries shall receive a cost of living increase equal to 3 percent of
the benefit paid the preceding month starting at the later of the member's one-
year anniversary of retirement or age 52 and annually thereafter.

Eligible members who retire or terminate employment on or after December 9,
2008 shall receive a cost of living increase calculated as follows:
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1. Members with 20 or more years but less than twenty-one years of
continuous service shall receive a cost of living increase equal to 3
percent of the benefit paid the preceding month starting at the later of
the member's 3-year anniversary of retirement or age 52 and annually
thereafter.

2. Members with 21 or more years but less than 22 years of continuous
service shall receive a cost of living increase equal to 3 percent of the
benefit paid the preceding month starting at the later of the member's 2-
year anniversary of retirement or age 52 and annually thereafter.

3. Members with 22 or more years of continucus service shall receive a
cost of living increase equal to 3 percent of the benefit paid the
preceding month starting at the later of the member's 1-year anniversary
of retirement or age 52 and annually thereafter.

Deferred retirement option plan for firefighters. A deferred retirement option plan for
firefighters is hereby authorized. The board of trustees shall develop and administer
the plan consistent with the terms and conditions set forth in Article 33 of the
agreement between the city and the Firefighters of Boca Raton, Local 1560, |.A.F.F,
Inc., dated November 30, 1998 provided that in no event shall the board administer a
plan which results in the disqualification of the system under the Internal Revenue
Code. The board of trustees may implement a self-directed account option for
members who participate in the deferred retirement option plan. Prior to implementing
the self-directed account option, the board of trustees must adopt a separate
investment policy for such accounts, and approve such investment managers and
products for the self-directed account option that the board of trustees determines to
be prudent. The board of trustees may change such investment managers and
products from time to time, as it deems prudent to do so. Members may elect the self-
directed account option as follows: {a) members who are participating in the DROP as
of the effective date of Ordinance No. 4743, may elect the self-directed account option
within 240 days following the effective date of Ordinance No. 4743; (b} members who
enter the DROP after the effective date of Ordinance No. 4743, may elect the self-
directed account option prior to entering the DROP; or {¢) any DROP participant who
does not elect the self-directed account option in accordance with (a) or (b), above,
may elect the self-directed account option one time only at any time prior to the fourth
anniversary of entering the DROP. A member who elects the self-directed account
option may revoke that election at any time after one year following election of the
self-directed account option, but shall not thereafter be eligible for the self-directed
account option. Members who elect the self-directed account option shall direct the
board of trustees to invest their self-directed DROP account in any of the managers
and products approved by the board, in accordance with an agreement between the
member and the investment manager or product provider. A member's self-directed
DROP account shall be credited with earnings or debited with losses based on the
performance of the investments selected by the member. Neither the board of
trustees nor the city shall be liable for the performance of investment managers or
products selected, and the performance of self-directed DROP accounts shall not
result in any increased costs to the plan or increased contributions by the city.
Retirement supplement. Employees who retired from the employ of the city under this
system and began collecting benefits after July 19, 1999 and before October 26,
2010, will receive a monthly lifetime retirement supplement of $10.00 per month times
completed years of continuous service. Commencing October 26, 2010, employees
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who retire from the employ of the city under this system and begin collecting benefits
on or after October 26, 2010, or who are in the DROP and still employed by the city
on that date, will receive, upon leaving the employ of the city, a monthly fifetime
retirement supplement of $10.50 per month times completed years of continucus
service. DROP participants shall not receive the retirement supplement while actively
employed by the city. Active service as a firefighter while participating in the DROP
shall be counted as continuous service for purposes of determining the amount of the
retirement supplement, up to a maximum of 5 years. Members who receive the
retirement supplement may elect a survivor option in accordance with_section 12-132,
which option may differ or may be the same as the retirement option chosen for the
member's pension benefit, in which case the amount of the retirement supplement
shall be actuarially adjusted.

(Ord. No. 4071, § 5, 7-14-92, Ord. No. 4471, § 6, 10-26-99; Ord. No. 4504, §§ 21—28, 4-11-00; Ord. No. 4523, §§

2—6. 7-11-00; Ord. No. 4625, § 1, 1-8-02: Ord. No. 4743, § 1, 11-12-03; Ord. No. 4935, § 1, 4-11-06; Ord. No.
5071, § 1, 12-9-08; Ord. No. 5154, § 3. 11-9-10)

Sec. 12-152. Internal Revenue Code compliance.

(1)  Maximum pension. Notwithstanding any provision of this plan to the contrary, the annual
pension that is accrued by or paid to a member shall not exceed the dollar limitation set forth
below. If the benefit the member would otherwise accrue in a limitation year would produce
an annual pension in excess of the dollar limitation, the benefit shall be limited to a benefit
that does not exceed the dollar limitation.

(a) Definitions used in this section.

1. "Annual pension" means the benefits received by a member under this plan
expressed in the form of a straight life annuity. In determining whether benefits
payable exceed the dellar limitation set forth below, benefits payable in any
form other than a straight life annuity shall be adjusted to the larger of:

a. The annual amount of the straight life annuity (if any) payable to the
member under the plan commencing at the same annuity starting date
as the form of benefit payable to the member; or

b. The annual amount of the straight life annuity commencing at the same
annuity starting date that has the same actuarial present value as the
form of benefit payable to the member, computed using a 5 percent
interest assumption and the applicable mortality table described in §
1.417(e)-1(d}2) for that annuity starting date.

No actuarial adjustment to the benefit shall be made for benefits that are not

directly related to retirement benefits (such as a qualified disability benefit,

preretirement incidental death benefits, and postretirement medical benefits},
or the inclusion in the form of benefit of an automatic benefit increase feature,
provided the form of benefit is not subject to § 417(e)(3) of the Internal

Revenue Code and would otherwise satisfy the limitations of this section, and

the amount payable under the form of benefit in any limitation year shall not

exceed the limits of this_section 12-152 applicable at the annuity starting date,
as increased in subsequent years pursuant to § 415(d) of the Code. For this
purpose, an automatic benefit increase feature is included in a form of benefit if
the form of benefit provides for automatic, periodic increases to the benefits
paid in that form.

2. "Dollar Limitation" means $160,000 (subject to the annual adjustments
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The adjusted age 85 straight life annuity means the annual
amount of the straight life annuity that would be payable under
the plan to a hypothetical member who is 85 years old and has
the same accrued benefit (with no actuarial increases for
commencement after age 65) as the member receiving the
distribution (determined disregarding the member's accruals after
age 65 and without applying the rules of section 415).

C. There shall be no age adjustment of the Dollar Limitation with respect to

benefits beginning between the ages of 62 and 65.

(b)  The limitations set forth in this Section 12-152 shall not apply if the annual pension
does not exceed $10,000 provided the member has never participated in a defined
contribution plan maintained by the city.

(¢)  Cost-of-living adjustments in the Dollar Limitation for benefits shall be limited to
scheduled annual increases determined by the secretary of the treasury under
subsection 415(d) of the code.

(d)  Inthe case of a member who has fewer than 10 years of participation in the plan, the

dollar limitation set forth in paragraph (1}B) of this section (a) shall be multiplied by a
fraction:

()  The numerator of which is the number of years (or part thereof) of participation
in the plan, and

(i) The denominator of which is 10.

(&)  Any portion of a member's benefit that is attributable to mandatory employee
contributions (unless picked-up by the city) or rollover contributicns, shall be taken
into account in the manner prescribed in the regulations under section 415 of the
code.

(f) Should any member participate in more than one defined benefit plan maintained by
the city, in any case in which the member's benefits under all such defined benefit
plans {determined as of the same age) would exceed the dollar limitation applicable at
that age, the accrual of the member's benefit under this plan shall be reduced so that
the member's combined benefits will equal the dollar limitation.

(@) For a member who has or will have distributions commencing at more than one
annuity starting date, the annual benefif shall be determined as of each such annuity
starting date (and shall satisfy the limitations of this section as of each such date),
actuarially adjusting for past and future distributions of benefits commencing at the
other annuity starting dates. For this purpose, the determination of whether a new
starting date has occurred shall be made without regard to § 1.401(a)-20, Q&A 10(d),
and with regard to § 1.415(b)1(b)(1){iii)(B) and (C) of the income tax regulations.

() The determination of the annual pension under paragraph (a)(1) of this_section 12-152
shall take into account (in the manner prescribed by the regulations under section 415
of the code) social security supplements described in § 411(a)(9) of the Internal
Revenue Code and benefits transferred from ancther defined benefit plan, other than
transfers of distributable benefits pursuant § 1.411(d)-4, Q&A-3(c) of the income tax
regulations.

() The above limitations are intended to comply with the provisions of section 415 of the
Code, as amended, so that the maximum benefits provided by plans of the city shall
be exactly equal to the maximum amounts allowed under section 415 of the code and
regulations thereunder. If there is any discrepancy between the provisions of this
section 12-152 of the plan and the provisions of section 415 of the code and
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regulations thereunder, such discrepancy shall be resolved in such a way as to give
full effect fo the provisions of section 415 of the code. The value of any benefits
forfeited as a resuit of the application of this_section 12-152 shall be used to decrease
future employer contributions.

Required beginning date. Notwithstanding any other provision of the Plan, payment of a

Member's retirement benefits under the Plan shall commence not later than the Member's

Required Beginning Date, which is defined as the later of:

-April 1 of the calendar year that next follows the calendar year in which the Member
aftains or will attain the age of 7074 years; or

-April 1 of the calendar year that next follows the calendar year in which the Member
retires.

Required minimum distributions.

(@)  Reguired beginning date. The member's entire interest will be distributed, or begin to
be distributed, to the member no later than the member's required beginning date as
defined in subsection (b) of this_section 12-152

(b)  Death of member before distributions begin.

1. If the member dies before distributions begin, the member's entire interest will
be distributed, or begin to be distributed, no later than as follows:

a. If the member's surviving spouse is the member's sole designated
beneficiary, then distributions to the surviving spouse will begin by
December 31 of the calendar year immediately following the calendar
year in which the member died, or by December 31 of the calendar year
in which the member would have attained age 707, if later.

b. If the member's surviving spouse is not the member's sole designated
beneficiary, then distributions to the designated beneficiary will begin by
Decemnber 31 of the calendar year immediately following the calendar
year in which the member died.

C. If there is no designated beneficiary as of September 30 of the year
following the year of the member's death, the member's entire interest
will be distributed by December 31 of the calendar year containing the
fifth anniversary of the member's death.

2 The member's entire interest shall be distributed as follows:

a. Member survived by designated beneficiary, if the member dies before
the date distribution of his or her interest begins and there is a
designated beneficiary, the member's entire interest will be distributed,
beginning no later than the time described in subparagraph (2)(A)
above, over the life of the designated beneficiary or over a period certain
not exceeding:

() Unless the annuity starting date is before the first distribution
calendar year, the life expectancy of the designated beneficiary
determined using the beneficiary's age as of the beneficiary's
birthday in the calendar year immediately following the calendar
year of the member's death; or

(i) If the annuity starting date is before the first distribution calendar
year, the life expectancy of the designated beneficiary determined
using the beneficiary's age as of the beneficiary's birthday in the
calendar year that contains the annuity starting date.
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b. No designated beneficiary. If the member dies before the date
distributions begin and there is no designated beneficiary as of
September 30 of the year following the year of the member's death,
distribution of the member's entire interest will be completed by
December 31 of the calendar year containing the fifth anniversary of the
member's death.

Death of surviving spouse before distributions to surviving spouse begin. In any
case in which (i) the member dies before the date distribution of his or her
interest begins, (i) the member's surviving spouse is the member's sole
designated beneficiary, and (iii) the surviving spouse dies before distributions
to the surviving spouse begin, subparagraphs (2)(A) and 2(B) above shall apply
as though the surviving spouse were the member.

Requirements for annuity distributions that commence during member's lifetime.

1.

Joint life annuities where the beneficiary is not the member's spouse. If the
member's interest is being distributed in the form of a joint and survivor annuity
for the joint lives of the member and a nonspousal beneficiary, annuity
payments to be made on or after the member's required beginning date to the
designated beneficiary after the member's death must not at any time exceed
the applicable percentage of the annuity payment for such period that would
have been payable to the member using the table set forth in Q&A-2 of section
1.401(a)(9)-6T of the treasury regulations. If the form of distribution combines a
joint and survivor annuity for the joint lives of the member and a nonspousal
beneficiary and a period certain annuity, the requirement in the preceding
sentence will apply to annuity payments to be made to the designated
beneficiary after the expiration of the period certain.

Period certain annuities. Unless the member's spouse is the sole designated
beneficiary and the form of distribution is a period certain and no life annuity,
the period certain for an annuity distribution commencing during the member's
lifetime may not exceed the applicable distribution period for the member under
the Uniform Lifetime Table set forth in section 1.401(a)(8}-9 of the treasury
regulations for the calendar year that contains the annuity starting date. iIf the
annuity starting date precedes the year in which the member reaches age 70,
the applicable distribution period for the member is the distribution period for
age 70 under the uniform lifetime table set forth in section 1.401(a)(9)-9 of the
treasury regulations plus the excess of 70 over the age of the member as of the
member's birthday in the year that contains the annuity starting date. If the
member's spouse is the member's sole designated beneficiary and the form of
distribution is a period certain and no life annuity, the period certain may not
exceed the longer of the member's applicable distribution period, as
determined under this subparagraph (3)(B), or the ioint life and tast survivor
expectancy of the member and the member's spouse as determined under the
joint and last survivor table set forth in section 1.401(a)(8)-9 of the treasury
regulations, using the member's and spouse’s attained ages as of the
member's and spouse's birthdays in the calendar year that contains the annuity
starting date.

Form of distribution. Unless the member's interest is distributed in the form of an
annuity purchased from an insurance company or in a single sum on or before the
required beginning date, as of the first distribution calendar year distributions will be
made in accordance with subparagraphs (4)(A), (4)(B) and (4)(C) below. If the
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member's interest is distributed in the form of an annuity purchased from an insurance
company, distributions thereunder will be made in accordance with the requirements
of section 401(a)(9) of the Code and the treasury regulations. Any part of the
member's interest which is in the form of an individual account described in section
414(k} of the Code will be distributed in a manner satisfying the requirements of
section 401(a)(9) of the code and the treasury regulaticns that apply to individual
accounts.

1.

General annuity requirements. If the member's interest is paid in the form of
annuity distributions under the plan, payments under the annuity wili satisfy the
following requirements:

a. The annuity distributions will be paid in periodic payments made at
intervals not lenger than one year,
b. The distribution period will be over a life (or lives) or over a period

certain, not longer than the distribution period described in paragraphs 2
or 3 above, whichever is applicable, of this subsection (c);

C. Once payments have begun over a period certain, the period certain will
not be changed even if the period certain is shorter than the maximum
permitted;

d. Payments will either be non-increasing or increase only as follows;

(i By an annual percentage increase that does not exceed the
annual percentage increase in a cost-of-living index that is hased
on prices of all items and issued by the bureau of labor statistics;

(i) To the extent of the reduction in the amount of the member's
payments to provide for a survivor benefit upon death, but only if
the beneficiary whose life was being used to determine the
distribution period dies or is no lenger the member's beneficiary
pursuant to a qualified domestic relations order within the
meaning of section 414(p) of the code;

(i) To provide cash refunds of employee contributions upon the
member's death: or

(V) To pay increased benefits that result from a plan amendment.

Amount required to be distributed by required beginning date. The amount that
must be distributed on or befere the member's required beginning date (or, if
the member dies before distributions begin, the date distributicns are required
to begin under subparagraph (2){(A)i} or (2)(A)(ii}, whichever is applicable) is
the payment that is required for one payment interval. The second payment
need not be made until the end of the next payment interval even if that
payment interval ends in the next calendar year. Payment intervals are the
periods for which payments are received, e.q., bi-monthly, monthly, semi-
annually, or annually. All of the member's benefit accruals as of the last day of
the first distribution calendar year will be included in the calculation of the
amount of the annuity payments for payment intervals ending on or after the
member's required beginning date.

Additional accruals after first distribution calendar year. Any additional benefits
accruing to the member in a calendar year after the first distribution calendar
year will be distributed beginning with the first payment interval ending in the
calendar year immediately following the calendar year in which such amount
accrues.
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(e}  For purposes of subsection (¢}, distributions are considered to begin on the member's
required beginning date. If annuity payments irrevocably commence to the member
(or to the member's surviving spouse) before the member's required beginning date
(or, if to the member's surviving spouse, before the date distributions are required to
begin in accordance with subparagraph (2)(A) above), the date distributions are
considered to begin is the date distributions actually commence.

(N Definitions.

1. Designated beneficiary. The individual who is designated as the beneficiary
under the plan and is the designated beneficiary under section 401(a)(9) of the
code and section 1.401(a)(9)-1, Q&A-4, of the treasury regulations.

2. Distribution calendar year. A calendar year for which a minimum distribution is
required. For distributions beginning before the member's death, the first
distribution calendar year is the calendar year immediately preceding the
calendar year which contains the member's required beginning date. For
distributions beginning after the member's death, the first distribution calendar
year is the calendar year in which distributions are required fo begin pursuant
to paragraph (2) of subsection {c).

3. Life expectancy. Life expectancy as computed by use of the single life table in
section 1.401(a)(9)-9 of the treasury regulations.

(4)  Eligible rollover distributions:

(a)  Notwithstanding any provision of the plan to the contrary that would otherwise limit a
distributee's election under this subsection, a distributee may elect, at the time and in
the manner prescribed by the board of trustees, to have any portion of an gligible
rollover distribution paid directly to an eligible retirement plan specified by the
distribute in a direct rollover.

(b)  Definitions:

1. Eligible rollover distribution: An eligible rollover distribution is any distribution of
all or any portion of the balance to the credit of the distributee, except that an
eligible rollover distribution does not include: any distribution that is 1 of a
series of substantially equal pericdic payments (not less frequently than
annually) made for the life {or life expectancy) of the distributee or the joint lives
(or joint life expectancies) of the distributee and the distributee's designhated
beneficiary, or for a specified period of 10 years or more; any distributicn to the
extent such distribution is required under section 401(a)(9) of the code; and the
portion of any distribution that is not includable in gross income (determined
without regard to the exclusion for net unrealized appreciation with respect to
employer securities).

2. Eligible retirement plan: An eligible retirement plan is an individual retirement
account described in section 408(a) of the Internal Revenue Code, an
individual retirement annuity described in section 408(b) of the code, an annuity
plan described in section 403(a) of the code or a qualified trust described in
section 401(a) of the code, that accepts the distributee's eligible rollover
distribution. An eligible retirement plan shall also mean, with respect to
distributions made after December 31, 2001, an annuity contract described in
section 403(b) of the code and an eligible plan under section 457(b) of the code
which is maintained by a state, political subdivision of a state, or any agency or
instrumentality of a state or political subdivision of a state and which agrees to
separately account for amounts transferred into such plan from this plan. The
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definition of eligible retirement plan shall alsc apply in the case of a distribution
to a surviving spouse, or to a spouse or former spouse who is the alternate
payee under a domestic relation order, as defined in Section 414(p} of the
code. With respect to distributions on or after January 1, 2008, the definition of
eligible retirement plan shall include a Roth IRA (subject to the limitations of
code section 408A(c)(3)) that accepts the distributes eligible rollover
distribution.

3. Distributee: A distributee includes an employee or former employee. In
addition, the employee's or former employee's surviving spouse and the
employee's or former employee's spouse or former spouse who is the alternate
payee under a qualified domestic relations order, as defined in section 414(p)
of the Code, are distributees with regard to the interest of the spouse or former
spouse. Furthermore, effective January 1, 2007, a surviving designated
beneficiary as defined in section 401{a}{9)(E) of the code who is not the
surviving spouse and who elects a direct rollover to an individual retirement
account described in section 408(a) of the code or an individual retirement
annuity described in section 408(b) of the code shall be considered a
distributee.

4. Direct rollover: A direct rollover is a payment by the plan to the eligible
retirement plan specified by the distributee.

Notwithstanding any other provision of this plan, the maximum amount of any mandatory
distributicn, as defined in section 401(a)(31) of the code, payable under the plan shall be
$1000.00.

Compensation limitations under 401(a){(17). In addition to other applicable limitations set
farth in the plan, and notwithstanding any other provision of the plan to the contrary, the
annual compensation of each member taken into account under the plan shall not exceed
the EGTRRA annual compensation limit for limitation years beginning after December 31,
2001. The EGTRRA annual compensaticn limit is $200,000.00, as adjusted by the
commissioner for increases in the cost of living in accordance with section 401(a){17)(B) of
the Code. The cost-of-living adjustment in effect for a calendar year applies to any period,
not exceeding 12 months, over which compensation is determined (determination period)
beginning in such calendar year. If a determination period consists of fewer than 12 months,
the EGTRRA annual compensation limit will be multiplied by a fraction, the numerator of
which is the number of months in the determination period, and the denominator of which is
12.

Any reference in the plan to the limitation under section 401 (a)(17) of the code shall mean the
EGTRRA annual compensation limit set forth in this provision.
(Ord. No. 4066, § 1, 1-12-93: Ord. 5166, § 2, 5-10-11)

Sec. 12-152.5. Rollovers or transfers into the fund.

On or after the effective date of Ordinance No. 4742, the fund will accept member rollover

cash contributions and/or direct cash rollovers of distributions for the purchase of service as
authorized under the plan, as follows:

1. Direct rollovers or member rollover contributions from other ptans. The fund will
accept either a direct rollover of an eligible rollover distribution or a member
contribution of an eligible rollover distributicn from a qualified plan described in section
403(a) of the Internal Revenue Code, from an annuity contract described in section
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403(b) of the internal Revenue Code, or from an eligible plan under section 457(b) of
the Internal Revenue Code, which is maintained by a state, political subdivision of a
state, or any agency or instrumentality of a state or political subdivision of a state.

Member rollover contributions from 401(a) plans and IRAs. The fund will accept a
member rollover contribution of the portion of a distribution from a qualified plan
described in section 401(a) of the Internal Revenue Code, or from an individual
retirement account or annuity described in section 408(a) or 408(b) of the Infernat
Revenue Code, that is eligible to be rolled over and would otherwise be includible in
the member's gross income.

(Ord. No. 4742, § 1, 11-12-03)

Sec. 12-153. Retirement dates and benefits; optional provisions for police

officers.

Police officers, retired police officers, future police officers, and beneficiaries of such police
officers shall be entitled to the benefits set forth in this section only if they execute a waiver of the
right to sue the city, its past, present, and future officials, employees, and agents and/or past,
present, or future trustees of the fund concerning any claims for previous or future use of F.S. ch.
175/185, excise tax receipts. The continued applicability of this section is conditioned upon the
continued application of the excise tax receipts entirely as an integral part of the fund.

M

(2)

Normal retirement date. Police officers may elect to retire on the first day of the month
coincident with or subsequent to the completion of 20 years of continuous service or
the attainment of age 55 and completion of 10 years of continuous service.

Normal retirement benefit.

(@  Duration. A member retiring hereunder on his or her normali retirement date
shall receive a monthly benefit which shall commence on said normal
retirement date and be continued thereafter during his or her lifetime, but in no
event for less than 10 years. Upon reaching normal retirement age a member's
benefits shall be fully vested.

(b} For members retiring or terminating employment between March 29, 1994 and
September 30, 1999 the amount of normal retirement benefit shall be 3 percent
of average monthly earnings multiplied by years of continuous service, subject
in any event to a maximum of 75 percent of average monthly earnings. In no
event, however, shall a member's normal retirement benefit be less than 2
percent of average monthly earnings multiplied by years of continuous service.

(c) For members retiring or terminating employment on or after October 1, 1999
and before October 1, 2004, the amount of normal retirement benefit shall be
3.25 percent of average monthly earnings multiplied by years of continuous
service, subject in any event to a maximum of 75 percent of average monthly
earnings. In no event, however, shall a member's normal retirement benefit be
less than 2 percent of average monthly earnings multiplied by years of
continuous service.

(d)  For members retiring or terminating employment on or after October 1, 2004
and prior to October 1, 2007, the amount of normal retirement benefit shail be
3.5 percent of average monthly earnings multiplied by years of continuous
service, subject in any event to a maximum of 84 percent of average monthly
earnings. In no event, however, shall a member's normal retirement benefit be
less than 2 percent of average monthly earnings multiplied by years of

08-35



Municode

Page 36 of 44

continuous service.

(8)  For members retiring or terminating employment on or after October 1, 2007,
the amount of normal retirement benefit shall be 3.5 percent of average
monthly earnings multiplied by years of continuous service, subject in any
event to a maximum of 87.5 percent of average monthly earnings. In no event,
however, shall a member's normal retirement benefit be less than 2 percent of
average monthly earnings multiplied by years of continuous service.

Early retirement date. A member may retire on the first day of any month following the
attainment of age 50 and completion of 10 years of continuous service.

Early retirement benefit. A member retiring hereunder on his or her early retirement
date may receive either a deferred or an immediate monthly retirement benefit as
follows:

(@) A deferred monthly retirement benefit which shall commence on the member's
normal retirement date and shall be continued on the first day of each month
thereafter during his or her lifetime, but in no event for less than 10 years. The
amount of each such deferred monthly retirement benefit shall be determined
in the same manner as for retirement at the member's normal retirement date
except that continuous service and average monthly earnings shall be
determined as of his or her early retirement date; or

(b)  An immediate monthly retirement benefit which shall commence on the
member's early retirement date and shall be centinued on the first day of each
month thereafter during his or her lifetime, but in no event for less than 10
years. The maximum benefit payable, as determined in (&) above, shall be
reduced by 3/12 of 1% for each month by which the actual early retirement
date precedes the member's normal retirement date.

Disability.

(8  Service-incurred. Any police officer member who receives a service-connected
injury, disease or disability, which injury, disease or disability permanently
incapacitates the member physically or mentally, from regular and continuous
duty as a police officer shall receive in equal monthly installments an amount
equal to 75 percent of average monthly earnings in effect at the date of
disability retirement or, if greater, the accrued normal refirement benefit. The
benefit shall be payable for life unless the member recovers from the disability,
in which case the benefit shall cease. If the member does not recover and dies
before 120 consecutive monthly payments have been made, the balance of the
120 payments shall be paid to the member's beneficiary.

(b)  Non-service-incurred. Any member with 10 years of service who receives a
non-service-incurred injury, disease or disahility, which injury, disease or
disability permanently incapacitates or shall in the future permanently
incapacitate the member physically or mentally from regular and continuous
duty as a police officer shall receive in equal monthly instailments an amount
equal to the member's accrued normai retirement benefit. The benefit shall be
payable for life unless the member recovers from the disability, in which case
the benefit shall cease. If the member does not recover and dies before 120
consecutive monthly payments have been made, the balance of the 120
payments shall be paid to the member's beneficiary.

(c)  Determination of disability. All questions relating to eligibility for continuance of
disability benefits shall be determined by the board of trustees, based upon the
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recommendation of the medical board.

Disability pension offset. A member who is receiving a service-incurred
disability pension benefit from the city and who is receiving benefits for the
same disability under social security or worker's compensation, or who is
receiving another retirement benefit from another plan of the city, shall have a
deduction made from the monthly disability pension payment in an amount
necessary to bring the total of all disability payments to no more than 100
percent of the gross monthly salary of the disabled person last paid by the city
as of the time the disability retirement occurred. However, in no event will the
benefit be reduced below the greater of the accrued normal retirement benefit
or 42 percent of average monthly earnings. The amount of gross monthly
salary shall be escalated bi-monthly, for the purpose of this calculation, by-the
percentage increase, if any, in the bureau of Labor Statistics Consumer Price
Index, urban wage earners, Miami index, measured on a hi-monthly basis.
Lump sum disability payments and lump sum scheduled injury disability
payments shall not be included in this computation.

In addition to the disability pension offset provided in {d) above, there shall be
an additional deduction made from the monthly service-incurred disability
pension payment provided in (a) of 50 percent of wages that are in excess of
200 percent of the difference between the gross monthly salary of the disabled
person last paid by the city as of the time of the disability retirement and the
disability benefits, and provided further that the disability pension shall never be
reduced below 42 percent of the original disability benefit, 42 percent of the
average monthly earnings or the accrued normal retirement benefit. For
purposes of this secticn, wages shall mean wages as shown on IRS W-2 Form
issued to the disabled person and the amounts of the disabled person's net
earnings from self-employment for each taxable year. The amount of gross
average monthly earnings shall be escalated bi-monthly, for the purpose of this
calculation, by the percentage increase, if any, in the Bureau of Labor Statistics
Urban Wage Earners and Clerical Workers Index for Miami measured on a bi-
monthly basis. A member shall furnish the plan administrater by April 30 of
each calendar year or at the end of any extension approved by the IRS, tax
and other records the board deems necessary to administer the provisions of
this subsection. Failure to timely provide the records can result in immediate
termination of disability pension benefits until the month following the month in
which the records are provided. The trustees will provide due notice and an
opportunity for a hearing to any participant who is subject to termination of
benefits.

Any other provision of the system notwithstanding, a member shall not qualify
for disability retirement and payment of a disability pension if the board
determines the disability is a direct result of the excessive and habitual use of
drugs, intoxicants or narcotics or occurs after employment has terminated or
while:

1. Wilifully and illegally participating in fights, riots, or civil insurrections
2. Committing a crime or
3. Serving in any armed forces.

Participants in the deferred retirement option plan shall not be eligible to
receive disability benefits from the retirement system.
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Preretirement death.

(a)

(b)

Service-incurred. A death benefit shall be payable on behalf of any member
who dies as a direct result of an occurrence arising in the performance of
service. The benefit shall be payable as follows:

1. To the surviving spouse or other designated beneficiaries, as the case
may be, a lump sum payment of $5,000.00; plus
2. To the surviving spouse, for life, a monthly benefit equal to 75 percent of

the member's average monthly earnings; unless a member with 10 or
more years of credited service has designated a beneficiary (which may
be the spouse) to receive the preretirement death benefit, in which case
the beneficiary is entitled to the benefits otherwise payable to the
member at the time the member would have reached early or normal
retirement age (a 10-year certain benefit); except that a survivor spouse
who is also designated as the eariy retirement benefit beneficiary is
entitled to elect between the 2 options; plus

3. For each child until he or she has reached the age of 18 years, and for
each child from age 18 until age 22 who is a full time student in an
accredited school, there shall be paid in equal monthly installments an
amount equal to 7%z percent of the average monthily earnings subject to
an overall limitation of a total of 90 percent of average monthly earnings
for the surviving spouse and children combined. The nonstudent child's
pension shall terminate on the earlier of death, marriage or the
attainment of age 18; the pension of a child who is a student shall
terminate on the earlier of death, marriage or the aftainment of age 22.
Legally adopted children shall be eligible the same as natural children.

Upon the death of the surviving spouse, the 7% percent child allowance shall
be increased to 15 percent for each child, and shall be paid in trust to eligible
children, not to exceed a combined total of the greater of 50 percent of the a
member's average monthly earnings or the member's accrued pension benefit.

The trusteeship and disbursements of the pension to any child or children shall
be determined by the board of trustees. These benefits are not to be limiting to
other benefits available under state law.

Non-service-incurred. If any member shall die in active service from causes not

attributable to active duty or service, a death benefit shall be payable as
follows:

1. With less than 1 year of continuous service, a single sum amount of
$2,500.00.

2. With 1 but less than 5 years of continucus service, a single sum amount
of $5,000.00.

3. With 5 years of continuous service:
a. A single sum amount of $5,000.00; plus
b. To the surviving spouse in equal monthly payments an immediate

pensicon equal to 65 percent of such member's accrued pension

as of date of death or, if greater, the accrued pension benefit

otherwise payable to the member starting at early or normal

retirement age, subject to a minimum of 20 percent of average

monthiy earnings; unless a member with 10 or more years of

credited service has designated a beneficiary {(which may be the
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spouse} to receive the preretirement death benefit, in which case
the beneficiary is entitled to the benefits otherwise payable to the
member at the time the member would have reached early or
normal retirement age (a 10-year certain benefit); except that a
survivor spouse who is also designated as the early retirement
benefit beneficiary is entitled to elect between the 2 options;

c. To the child or children of such deceased member the same
benefits as are payable by reason of service-connected death;
subject, however, to a maximum combined limitation of monthly
payments to the surviving spouse and children of the greater of
50 percent of the member's average monthly earnings or the
member's accrued pension benefit.

(¢)  The death benefit shall not be payable on behalf of any member who is
participating in the deferred retirement option plan.

Vesting. If a member terminates employment with the police services department,
either voluntarily or by lawful discharge, and is not eligible for any other benefits under
this system, the member shall be entitled to the following:

(@) With less than 10 years of continuous service, refund of member contributions
plus 3 percent interest per annum or, pursuant to section 185.02(5)(h), Fla.
Stat., voluntarily leave his or her contributions in the fund for a pericd of up to
five (5) years. If, within five (5} years of termination of employment, the member
is not reemployed by the city in a positiocn which requires membership in this
plan, then the member's contributions shall be returned to him or her without
interest.

(b)  With 10 or more years of continuous service:

1. The pension benefit accrued to the member's date of termination, based
on the terms of the plan in effect on such date of termination, payable
commencing at the member's otherwise normal retirement date,
provided the member does not elect to withdraw his or her member
contributions; or

2, Refund of member confributions plus 3 percent interest calculated
annually. Any member of this system who, for whatever reason, has
employment with the city as a police officer terminated, but who remains
or was previously employed by the city in some other capacity so that
the total period of employment with the city is 10 years or more, shall
have all benefits accrued under this system preserved, provided the
member does not elect to withdraw his or her member contributions.
Such accrued benefits shall be paid at the member's otherwise normal
retirement date in accordance with the provisions of this system.

(c) If a member, with ten or more years of continucus service, dies prior to
retirement, his or her designated beneficiaries are entitled to the benefits
otherwise payable to the member af the normal retirement date.

For purposes of determining normal retirement age under this vesting provision,

continuous service shall include all employment with the city as well as the period of

time subsequent to termination as a member of this system; however, benefits shall
not be payable under this system during any period of continued employment by the
city.

Early retirement program. Employees who retire between October 1, 1999 and
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September 30, 2000 and who have at least 17 years of continuous service by
September 30, 1999, will receive, according to their years of continuous service at the
time of retirement, a benefit of the following percent of average monthly earnings,
multiplied by years of continuous service instead of the benefit provided in_section 12-
153(2)(c), subject in any event to a maximum of 75 percent of average monthly

earnings:
[Years of continuous service Benefit rate
17.0000 3.8235
17.0833 3.8207
17,1667 3.8180
17.2500 3.8152
17.3333 3.8125
17.4167 3.8098
17.5000 3.8071
17.5833 3.8045
17.6667 3.8019
17.7500 3.7993
17.8333 3.7967
17.9167 3.7942
18.0000 3.7917
18.0833 3.7892
18.1667 3.7867
18,2500 3,7842
18.3333 3.7818
18.4167 3.7794
18.5000 3.7770
18.5833 3.7747
18,6667 3.7723
18.7500 3.7700
18.8333 3.7677
18.9167 3.7654
19.0000 3.7632
19.0833 3.7609
19.1667 3.7587
19.2500 3.7565
19.3333 3.7543
19.4167 3.7521
19,5000 3.7500
19.5833 3.7479
19.6667 3.7458
19.7500 3.7437
19.8333 3.7416
19.9167 3.7395
20.0000 3.7375
20.0833 and higher 3.7344

Those employees retiring under the early retirement program between October 1,
1999 and April 21, 2000 shall have the pension benefit recalculated, using the
amended definition of earnings in_Section 12-126 and a 10-year certain benefit, to be
effective May 1, 2000. The benefits will not be applied retreactively.

Two eligible employees may retire each month, or more at the city's option. A
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minimum of 2 weeks' written notice must be submitted. Thereafter, retirement dates
will be chosen first by date of hire seniority, then on a first come, first served basis.
Selected dates may not be exchanged between eligible employees, and any
employees who delay retirement after selecting a date on the basis of seniority shall
revert to a first come, first served basis. Those employees retiring under the early
retirement program will receive a monthly retirement supplement of $10.00 per month
times the completed years of continuous service times the corresponding benefit rate
divided by the normal retirement benefit of 3.25 percent.

Deferred retirement option plan (DROP) for police officers. A deferred retirement
option plan for police officers is hereby authorized. The board of trustees shall
develop and administer the plan consistent with the terms and conditions set forth in
Article 34 of the agreement between the city and the Fraternal Order of Police, Lodge
35 dated February 17, 1999, provided that in no event shall the board administer a
plan which results in the disqualification of the system under the Internal Revenue
Code. The board of trustees may implement a self-directed account opticn for
members who participate in the deferred retirement option plan. Prior to implementing
the self-directed account option, the board of trustees must adopt a separate
investment policy for such accounts, and approve such investment managers and
products for the self-directed account option that the board of trustees determines to
be prudent. The board of trustees may change such investment managers and
products from time to time, as it deems prudent to do so. Members may elect the self-
directed account option as follows: (a) members who are participating in the DROP as
of the effective date of Ordinance No. 4743, may elect the self-directed account option
within fwo hundred and forty (240) days; (b) members who enter the DROP after the
effective date of Ordinance No. 4743, may elect the self-directed account option prior
to entering the DROP; or {c) any DROP participant who does not elect the self-
directed account option in accordance with (a) or (b), above, may elect the self-
directed account option one time only at any time prior to the fourth anniversary of
entering the DROP. A member who elects the self-directed account option may
revoke that election at any time after one year following election of the self-directed
account option, but shall not thereafter be eligible for the seif-directed account option.
Members who elect the self-directed account option shall direct the board of trustees
to invest their self-directed DROP account in any of the managers and products
approved by the Board, in accordance with an agreement between the member and
the investment manager or product provider. A member's self-directed DROP account
shall be credited with earnings or debited with losses based on the performance of the
investments selected by the member. Neither the board of trustees nor the city shall
be liable for the performance of investment managers or products selected, and the
performance of self-directed DROP accounts shall not result in any increased costs to
the plan or increased contributions by the city.

Retirement supplement. Employees who retired from the employ of the city under this
system and began collecting benefits after July 19, 1999 and before October 26,
2010, will receive a monthly lifetime retirement supplement of $10.00 per month times
completed years of continuous service. Commencing October 26, 2010, employees
who retire from the employ of the city under this system and begin collecting benefits
on or after October 26, 2010, or who are in the DROP and still empleyed by the city
on that date, will receive, upon leaving the employ of the city, a monthly lifetime
retirement supplement of $10.50 per month times completed years of continuous
service. DROP participants shall not receive the retirement supplement while actively

08-41



Municode

Page 42 of 44

employed by the city. Active service as a police officer while participating in the DROP
shall be counted as continuous service for purposes of determining the amount of the
retirement supplement, up to a maximum of 5 years. Members eligible to receive the
retirement supplement may elect a survivor option in accordance with_section 12-132,
which option may differ or may be the same as the retirement option chosen for the
member's pension benefit, in which case the amount of the retirement supplement
shall be actuarially adjusted.

(11)  Biennial increases. For those police officers retiring after October 1, 1995 and before
Qctober 1, 2001, retired police officers or their survivors shall receive a 3 percent
biennial increase in their pension benefit beginning 3 years after retirement; provided,
however, disability retirees shall not receive their first biennial increase until 3 years
after their eligibility for normal retirement would have occurred.

(12} Annual increases. For those police officers retiring on or after October 1, 2001, retired
police officers or their survivors shall receive a 2 percent annual increase in their
pension benefit beginning 1 year after retirement; provided, however, disability
retirees shall not receive their first annual increase until 1 year after their eligibility for
normal retirement would have occurred.

(Ord. No. 4152, § 2, 3-29-94; Ord. No. 4170, § 33, 9-27-94; Ord. No. 4223, § 3, 6-13-95: Ord. No. 4471, § 7, 10-26-
99; Ord. No. 4504, § 29, 4-11-00; Ord. No. 4523, §§ 7, 8, 7-11-00; Ord. No. 4625. §§ 2—4, 1-8-02; Ord. No. 4743, §
2, 11-12-03; Ord. No. 4744. § 5, 11-12-03; Ord. No. 4838, §§ 3, 4. 12-14-04: Ord. No. 5029 § 1, 2-26-08; Ord. No.
5154, § 4, 11-9-10)

Cross reference— Relirement dates and benefits for police officers generally, § 12-131.

Sec. 12-154. Purchase of past service

(1)

Notwithstanding any other provision of this plan, a member may purchase up to 5 additional
years of service credit at any time prior to separation from city employment for a like period
of full-time employment prior to employment by the city in the active service of the U.S.
armed forces, or full-time employment as a police officer or firefighter for another employer.
For purposes of determining credit for prior service as a firefighter, in addition to service as a
municipal, district, county, or state firefighter in this state, credit may be given for federal,
other state, municipal, district or county service if the prior service as a firefighter is
recognized by the Division of State Fire Marshal pursuant to F.S. § 175.032(4){(c). For
purposes of determining credit for prior service as a police officer, credit may be given for
federal, other state, municipal, or county service if the prior service as a police officer or
deputy sheriff is recognized by the Criminal Justice Standards and Training Commission
within the Department of Law Enforcement pursuant to F.S. § 185.02(5)(c). The member
shall pay, in accerdance with subsection (3) of this_section 12-154, into the plan the full
actuarial cost of such service as determined by the plan actuary. Such service credit shall be
counted as continucus service for purposes of benefit calculations, but shall not be counted
for purposes of vesting or eligibility for benefits under the plan. No additional service credit
will be allowed if the participant has received, is receiving, is entitled to receive, or will
receive any other retirement benefit for such other prior service as a police officer or
firefighter; provided, a member may make a direct transfer of eligible rollover distributions of
all or any portion of the balance in another eligible retirement plan that is attributable to such
other prior service as a police officer or firefighter to purchase additional service under this
paragraph, in accordance with_section 12-152.5. The sum of the past service purchased
under this subsection (1) and of any benefit purchased under subsection (2) of this_section
12-154 shall not exceed the actuarial equivalent of 5 years of additional continuous service.
For the purpose of this_section 12-154, "full actuarial cost” means the difference in actuarial
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present value of projected benefits (based on service and compensation at normat retirement
date, and using all service, including purchased service or the equivalent of purchased
service, to calculate the probability of retirement), with, as compared to without additional
service credits (as provided for in this subsection (1)), or with, as compared to without an
additional benefit (as provided for in subsection (2) hereof).

(2)  Any police officer member who, prior to employment by the city, was employed full-time as a
police officer or deputy sheriff for another employer or any firefighter member who, prior to
employment by the city, was employed full-time as a firefighter for another employer, who
participated in a defined contribution retirement plan while so employed and wishes to
transfer assets from that defined contribution plan to this fund, but who is not eligible to
purchase service credit relating to such prior employment under subsection (1) of this section
due to the interpretation or application of F.S. § 112.65(2), shall be entitled to purchase an
additional benefit percentage equivalent to the period of such prior employment, up to 5
years of service credit, based on the normal retirement benefit formula in effect on the date
of purchase, plus an additional benefit amount equivalent to the period of such prior
employment, up to 5 years of service credit, based on the retirement supplement formula in
effect on the date of purchase, as contained in_section 12-151{8) and_12-153(10). The
service equivalencies of the additional benefit percentage and the additional benefit amount
purchased in accordance with the preceding sentence shall not exceed 5 years, less any
service credit purchased pursuant to subsection (1). For purposes of determining eligibility to
purchase such additional benefit percentage due to prior service as a firefighter, in addition
to service as a municipal, district, county, or state firefighter in this state, credit may be given
for federal, other state, municipal, district, or county service if the prior service as a firefighter
is recognized by the Divisicon of State Fire Marshal pursuant to F.S. § 175.032(4)(c). For
purposes of determining eligibility to purchase such additional benefit percentage due to
prior service as a police officer, credit may be given for federal, other state, municipal, or
county service if the prior service as a police officer or deputy sheriff is recognized by the
Criminal Justice Standards and Training Commission within the Department of Law
Enforcement pursuant to F.S. § 185.02(5)(c). To obtain the additional benefit percentage and
the additional benefit amount under this subsection (2), the member must pay to the plan,
within 6 months following the commencement of the member's participation in the plan cr
within 6 months following the effective date of this subsection (2), whichever is later, and in
accordance with subsection (3) of this section, the full actuarial cost of the additional benefit
percentage and the additional benefit amount purchased pursuant to this subsection (2}.
Notwithstanding any provision in this section to the contrary, the retirement benefit of a
member electing to purchase an additional benefit percentage under this subsection shall
not exceed the maximum benefit provisions contained in sections_12-130, 12-131 and_12-
153 of this plan.

{3)  Payment for the purchase of past service as provided in subsection (1) of this section shall
be made in one or more of the manners set forth in paragraphs (a) and {b) below. Payment
for the purchase of the additional benefit provided in subsection (2) of this section must first
be made by transfer of sufficient assets from the defined contributicn retirement plan in
which the member participated while employed by the other municipality or fire district prior
to employment by the city, and then, only if not sufficient, in one or more of the following
manners:

a)  Cash lump sum payment;

b) Direct transfer or rollover of an eligible rollover distribution from a qualified or eligible
plan, in accordance with_section 12-152.5
(Ord. No. 4742, § 2, 11-12-03; Ord. No. 4822, § 1, 4-25-06; Ord. No. 5145, § 5, 11-9-10}
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Sec. 12-155. Survivor payments with respect to qualified military service.

On or after January 1, 2007, if a member dies while performing qualified military service, (as
defined in Chapter 43 of Title 38 of the United States Code), the member's survivors shall be
entitled to any additional benefits (other than benefit accruals related to the period of qualified
mifitary service) that would have been provided under the plan had the member resumed
employment and then terminated employment on account of death.

(Crd. No. 5190, § 1. 12-13-11)

Secs. 12-156-—12-159. Reserved.

FOOTNOTE(S):

- (4] -
Cross reference— Fire-rescue services department, § 2-421 et seq., police services depariment, § 2-521 et seq.;
insurance premium taxes levied for police and firefighters' pension programs, § 15-26 et seq. {Back]
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BEST PRACTICE

Designing and Implementing Sustainable Pension Benefit Tiers (2011)

Background, In times of fiscal stress many state and local governments face formidable financial
challenges that will require difficult decisions to ensure the continued sustainability of their pension
plans. Economic cycles, combined with funding deficiencies and enhanced benefits, can create unfunded
liabilities for these plans. As state and local governments review total compensation packages in an effort
to manage future costs and ensure sustainability, many are changing the structure of their employee
pension benefits. One of the changes some governments have made is o limit existing pension benefits to
current employees and create lower-cost pension benefit tiers for new employees.' Such tiers may
combine defined benefit and defined contribution plan designs.” In some cases, these changes can also be
applied to existing employees.

Recommendation. The Government Finance Officers Association (GFOA) recommends that
jurisdictions considering new benefit tiers examine the following issues: A government’s authority to
revise its pension benefits, the overall goals it wants to accomplish by doing so, and the effect of such
changes on the workforce; and the financial impacts resulting from changes to pension plan design, as
well as the effects on employees. The GFOA further recommends that as governments consider new
benefit tiers they solicit input from actuaries during the analysis, design, and implementation related to
forecasting benefit costs, determining funding adequacy, and making decisions regarding employer and
employee contribution rates.

In examining the first set of issues, GFOA recommends the following review process:

1) Identify and address legal constraints. Consult with legal counsel to identify any federal and state
legal impediments. In some states, there may be a legal foundation for changing current employees’
pension benefits prospectively. However, many states have constitutional restrictions, statutory
provisions, or case law limiting or proscribing such changes.” Governments should also review
collective bargaining laws, labor contracts, and other potential restrictions such as local ordinances
and plan documents before embarking on plan design changes.”

2) Identify financial sustainability goals. Identify key factors that are likely to affect the financial
sustainability of current benefit levels. Based on this information, establish a pension benefit cost goal
for the overall plan, for particular employee groups, and/or for each benefit tier, This target gives
employers a fact-based context for evaluating alternative benefit tier designs.

3) Review total compensation and the impact of pension benefit tiers. Consider how the
government’s total compensation package compares to those of other employers in the labor market
in which it competes and how current benefits support workforce management objectives.’ Total
compensation that exceeds market rates creates unnecessary costs for taxpayers, compensation that
falls below market rates may eventually impair the quality of services the government delivers.
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4)

3)

Employers also need to keep in mind the effect of pension benefit tiers on the equitable treatment of
employees, employee marale, and the jurisdiction’s ability to recruit, motivate, and retain employees.

Investigate alternative plan design options, Conduct a broad review of options. Some public
employers offer new employees a hybrid plan that includes a mix of defined benefit and defined
contribution features. Hybrid structures take many forms that can be customized for an employer’s
warkforce. (See the GFOA’s best practice on Essential Design Elements of Hybrid Retirement Plans.)

Reconsider Other Postemployment Benefits (OPEB). Alang with pension benefits, retiree medical
benefits should be sustainable and competitive. Developing a new tier for pension benefits offers an
opportunity to evaluate the design of OPEB benefits, identifying alternative benefits or plan designs
that have the potential to control costs and increase long-term sustainability.® (See the GFOA’s best
practice on Ensuring the Sustainability of Other Postemployment Benefits.)

The second set of issues relates to understanding how changes in key plan design elements will affect the
government’s financial goals and its employees. (See the GFOA’s best practices on Essential Design
Elements of Defined Benefit Plans, Defined Contribution Plans, and Hybvid Retirement Plans.) These
elements include:

D

2

3)

4)

3)

Retirement ages. Normal Social Security retirement age is now 67 for Americans who were born
after 1960. In light of this, employers should consider recalibrating normal retirement ages for new
hires. Where legally permissible and appropriate, governments might choose to incrementally
increase the retirement age for current employees, provided the change does not affect protected
accrued benefits. Governments that provide early retirement should recognize the actuarial cost of
this practice, and they should consider funding the early retirement benetit through both employer and
employee contributions. {Sec the GFOA Advisory on Evaluating the Use of Early Retirement
Incentives, which recommends extreme caution if considering early retirement incentives.)

Pension formula multipliers. When establishing multipliers for pension benefits, consider the
amount of income the pension is designed to replace in retirement, taking into account the availability
of Social Security, Medicare, employer-provided retiree medical benefits,” and the amount of
personal savings employees can reasonably be expected to have at retirement. Employers might also
consider whether it is appropriate to limit the maximum benefit to a specified percentage of final
average earnings.

Cost of living allowances (COLAs). If a system provides a COLA, it must be actuarially funded for
the system to remain financially sound. If new benefit tiers are established, they should have
affordable COLA limits while also providing sufficient inflation protection for retirees. (See the
GFOA’s advisoty on Responsible Management and Design Practices for Defined Benefit Pension
Plans.)

Employee contribution requirements. Governments that do not already require employee
contributions may need to consider establishing them, Governments that create new, lower-benefit
tiers for new employees may also wish to consider different contribution rates for existing and new
employees to provide some level of equity between the groups.

Benefit enhancements, Governments that establish new benefit tiers should express their intent to
make future changes only on a prospective basis, in order to avoid increasing pension liabilities
through retroactive modifications, and should include this intent in all policy statements and plan
documents that explain new benefit tiers. (See the GFOA’s advisory on Responsible Management and
Design Practices for Defined Benefit Pension Plans.)
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6) Purchase of service credit. Governments should consider whether they will permit employees to
purchase service credit within or among the jurisdiction’s benefit plans, Governments that allow
employees to purchase service credits in new benefit tiers should ensure that the cost of such credits is
based on an actuarial valuation.

7) Anti-spiking provisions. Governments should consider including provisions that exclude
extraordinary income from final average compensation calculations in their new benefit tiets.
Extraordinary income includes lump sum payouts of vacation, sick, and compensatory time as well as
extraordinary overtime pay. Allowing these payments to be included in final average compensation
increases retirement system Habilities, often without prefunding and often amortized over an extended
period of time, long after the employee’s period of active service.

8) Vesting periods. Governments should evaluate potential impacts on employee recruitment and
retention before implementing longer vesting periods for new hires, which might decrease plan
liabilities.

9) Notice to employees and transition issues. In making changes to current employees’ pension
benefits, governments need to provide ample time and sufficient notice so participants can adapt to
such changes. A multi-year implementation may help employees adjust. New employees should
receive specific information on the particular benefit tier that applies to them. (See the GFOA’s best
practice on Preparing an Effective Summary Plan Description for Retirement Systems.) In addition,
governments should clearly indicate how benefit tiers will apply when employees are rehired or are
transferred within the organization.

Notes

" A tier refers to a group whose benefit formulas are different from those of other pension plan members,
usually predecessor employees. For example, a new benefit tier might apply to employees hired after a
specific date, while those hired previously receive different benefits. In states where Jaws allow, a new
tier can also be established for current employees hired after a certain date.

? The National Conference of State Legislatures maintains an ongoing tally of recent developments in
state pension laws, which might be useful to employers considering new benefits tiers (available at
http://www.ncsl.org/default.aspx?tabid=20836).

? If state law allows public employers to change plan benefits prospectively for current employees, this
right should be clearly stated in the plan documents that are distributed to employees. If there is no
explicit or implied contract that entitles an employee to accrual of benefits indefinitely under the current
benefit structure for future service, this should be clearly stated in the plan documents as well. Consult
with legal counsel to ensure that such descriptions do not violate the requirement that benefits be
“definitely determinable” under Internal Revenue Code 401{a). Generally, a plan does not provide
definitely determinable benefits if a member’s ability to receive the benefit is conditioned on the
employer’s discretion, absent plan changes.

? See “Public Pension Plan Reform: The Legal Framework” by Amy B. Monahan, Education and Finance
Policy, Fall 2010.

* Employers should consider whether state and tocal government employees’ total compensation, which
includes both salary and all benefits, may be less than their private sector counterparts with comparable
education and experience. (See “Out of Balance? Comparing Public and Private Sector Private
Compensation Over 20 Years,” Center for State and Local Government Excellence, 2011.) Jurisdictions
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should also take into account the total compensation available to current and future employees, including
any Social Secwrity coverage.

® See “Strategies to Consider As OPEB Costs Escalate” by Girard Miller, Government Finance Review,
February 2011.

" For example, a lower multiplier may be sufficient for general employees who have Social Security and a
Medicare benefits supplement, but a higher multiplier might be more appropriate for employees who are
outside of Social Security. Moreover, multipliers are generally lower for hybrid plans that combine a
defined benefit plan with a defined contribution plan.

Approved by the GFOA Executive Board, May 22, 2011
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BEST PRACTICE

Guidelines for Funding Defined Benefit Pensions (2013} (CORBA)

Background. Governments that offer defined benefit pensions to their employees should fund the cost of those
benefits in an equitable and sustainable manner. An actuarial valuation provides an employer with crucial
information on the amount that needs to be contributed each period to fund the long-term cost of benefits
promised to plan participants., Generally accepted accounting principles {(GAAP) have required that this
actuarially determined amount, known as the actuarially required contribution (ARC),’ be calculated within
standardized parameters and disclosed as part of an employer’s annual financial report.

Recently, the Governmental Accounting Standards Board (GASB) changed its approach with regard to pension
reporting and moved from one that served both the purposes of accounting/financial reporting and funding to one
related solely to accounting/financial reporting.  As a result, GAAP will no longer require that employers
calculate and disclose an ARC in their financial reports starting with fiscal years ending on or after June 30, 2014.
Likewise, the parameters (e.g., actuarial cost method, asset smoothing, and amortization) that have standardized
how an ARC is calculated have been eliminated from GAAP. In the absence of ARC disclosures, it will be
difficult for stakeholders, including policy-makers, employees and the public to determine whether obligations are
being appropriately funded. Consequently, there is a pressing need for widely recognized, standardized
guidelines as to what constitutes a sound funding plan for a state or local government employer that offers defined
benefit pensions. The GFOA and ten other national associations’ representing state and local governments and
retirement systems developed a set of pension funding guidelines to meet this need.” The following
recommendation is a practical application of those guidelines.

Recommendation. The Governiment Finance Officers Association (GFOA) recommends that every state and
local government that offers defined benetit pensions formally adopt a funding policy that provides reasonable
assurance that the cost of those benefits will be funded in an equitable and sustainable manner. Such a funding
policy should incorporate each of the following principles and objectives:

1. Every government employer that offers defined benefit pensions should continue fo obtain no less than
biennially an actuarially determined contribution (ADC) to serve as the basis for its contributions;

2. The ADC should be calculated in a manner that fully funds the long-term costs of promised benefits, while
balancing the goals of 1) keeping contributions relatively stable and 2) equitably allocating the costs over the
employees’ period of active service;

3. Every government employer that offers defined benefit pensions should make a commitment to fund the full
amount of the ADC each period. For some government employers, a reasonable transition period will be
necessary before this objective can be accomplished;

4, Every government employer that offers defined benefit pensions should demonstrate accountability and
transparency by communicating all of the information necessary for assessing the government’s progress
toward meeting its pension funding objectives.

The GFOA intends to develop additional best practices that will provide specific guidance on the practical

application of these principles and objectives to each of the three core elements of a comprehensive pension
funding policy: actuarial cost method, asset smoothing, and amortization.
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Notes

"The new GASB standards no longer use the term “annual required contribution,” or (ARC). Instead, the new
standards refer to the disclosure of an “actuarially determined contribution” (ADC),

? The other ten national organizations include: National Governots Association, National Conference of State
Legislatures, Council of State Governments, National Association of Counties, National League of Cities, U.S.
Conference of Mayors, International City/County Management Association), the National Association of State
Auditors, Comptrollers and Treasurers, the National Association of State Retirement Administrators, and the
National Council on Teacher Retirement. The Center for State and Local Government Excellence is convening
this task force.

’The GFOA Executive Board passed a resolution expressing the GFOA’s support for the pension funding
guidelines developed by the GFOA and nine other national associations. The resolution can be found at:
http://www.gfoa.org/index. php?option=com_content&task=view&id=2539

Approved by the GFOA’s Executive Board, February 2013.
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Best Practice

Reviewing, Understanding and Using the Actuarial Valuation Report and Its Role in Plan Funding

CORBA) (2013

The actuarial valuation report has always played an important role as the basic source document for
information regarding actuarially determined contributions’ and the funded status of pension and other
post-employment benefit (OPEB) plans. The actuarial valuation report, prepared in accordance with
Actuarial Standards of Practice (ASOP), will soon come to play an even more critical role in the wake of
the impiementation of GASB Statement No. 68, Accounting and Financial Reporting for Pensions,
because funding information for pensions will no longer automatically be provided in financial reports.
That is, the actuarial valuation report will soon be the sole source of information for many financial
decision makers desiring to make informed decisions about the funding of pension benefits.

The GFOA recommends that state and local government finance officials and others with decision-
making authority carefully review and understand their actuarial valuation report and use the information
it contains to make policy decisions that ensure that pension benefits are funded in a sustainable manner,
consistent with the pension funding guidelines developed by GFOA and the other major state and local
government professional organizations.”

Reviewing and Understanding the Valuation Report

The purpose of an actuarial valuation is 1) to determine the amount of actuarially determined
contributions (i.e., an amount that, if contributed consistently and combined with investment earnings,
would be sufficient to pay promised benefits in full over the long-term) and 2) to measure the plan’s
funding progress. Key items to consider in reviewing the valuation report include:

¢ Actuarially Determined Contribution. The actuarially determined contribution represents the
amourt needed to fund benefits over time. If the contributions are not fully paid, inferest acerues on
the unpaid portion at the plan’s expected long-term rate of return.” Persistent underfunding will
ultimately jeopardize the plan’s sustainability. The GFOA recommends that the full amount of the
actuarially determined contribution be paid to the plan each year.

+ Liabilities, Assets, and Funded Ratio. The actuarial accrued liability (AAL) represents the present
value of benefits earned, calculated using the plan’s actuarial cost method. The actuarial value of
assets (AVA) reflects the financial resources available to liquidate the liability. The unfimded
actuarial accrued liability (UAAL) is the difference between the AAL and the AVA, The funded
ratic (AVA/AAL) reflects the extent to which accumulated plan assets are sufficient to pay future
benefits. The GFOA recommends that the funding policy aim to achieve a funded ratio that
approaches 100 percent, with asset smoothing and amortization methods consistent with the
government’s funding policy and ASOP.

* Actuarial Assumptions. Since the future is unknown, actuarial valuations must be based on
assumptions. For an actuarial valuation to be reliable, the assumptions used should reflect the best

-1-
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information available, which should be supported by rigorous discussion and analysis. Likewise,
information concerning the demographic characteristics of the covered population needs to be current,

» Historical Information. Certain historical information is especially useful for understanding
funding:

»  Multi-year information on the plan’s funding progress that includes the AAL, the AVA, the
funded ratio, and the UAAL as a percentage of payroll, consistent with the government’s funding
policy; and

¢ Multi-year information on both actuarially determined contributions and actual amounts
contributed (by definition, if actuarially determined annual required contributions are paid
faithfully each year to the plan, the plan should accumulate sufficient resources over time to pay
benefits, regardless of the actuarial cost method selected).

In both cases, the number of periods for which data are presented should be sufficient to allow for the
meaningful analysis of trends (e.g., 6 to 10 years and longer if available).

* Actuarial Comments. Actuarial Standards of Practice (ASOPs} require actuaries to make certain
disclosures in their reports. These disclosures are commonly presented as comments intended to help
users understand the report and include: 1) the repert’s intended purpose; 2) cautions regarding risk
and uncertainty; and 3) constraints regarding the use of the report for other than its intended purpose.
In addition, if a prescribed assumption or method is used that the actuary believes is unreasonable or
conflicts with the ASOPs, the actuary has a duty to disclose that fact in the report, *

» Information Needed to Prepare Financial Reports. The actuarial report may also provide all of the
information needed to prepare the government’s financial reports in conformity with generally
accepted accounting principles (GAAP) or legal or contractual requirements. This information may
be provided as part of the valuation report or through a separate actuarial report.

* Other information. An actuarial valuation report also may include: 1) projections of future
contributions and funded status; 2) an analysis of the impact of potential changes in actuarial
assumptions; and 3) the impact of economic volatility on the plan’s contributions and funded ratio.’

Using the Actuarial Report to Make Appropriate Decisions

The information contained in an actuarial report is complex and can be difficult to understand for those
who are not accustomed to working with this kind of information. For this reason, simply providing a
copy of the actuarial report to decision makers does not ensure that everyone has a full understanding of
its short-term and long-term implications. In most governments, the finance officer is in the best position
to communicate the contents of the actuarial report, as the finance officer is familiar with the nuances of
the actuarial report and is also intimately familiar with the organization’s financial situation. Accordingly,
the first step toward using an actuarial report to make appropriate decisions is for the finance officer to
communicate the information the report contains to decision makers and the general public in a ¢lear and
understandable manner. Effective communication is especially important when changes to benefits are
being considered.

To draw full benefit from the information contained in an actuarial report, the review of the information it
contains must be followed by appropriate action steps:
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» Making Required Contributions, The key purpose of an actuarial valuation is to inform plan
sponsors of the amount that needs to be contributed each year to adequately fund benefits.
Consequently, the first action step is to take appropriate steps to ensure that actuarially determined
contributions are faithfully paid to the plan each year. 1f those contributions are nof made, follow-up
action should be taken to understand the underlying cause of the underfunding and to resolve it.

s Assessing Funding Progress. Historical information should be used to assess funding progress (e.g.,
Is the plan’s funded ratio improving over time? Is the rate of improvement consistent with the
employee’s funding policy?).

*  Mitigating Risks. Information from the actuarial valuation can help to uncover risk exposure related
to the funding of benefits. Decision makers should identify those risks and take appropriate and
timely action to mitigate them. For example, if the valuation shows a high degree of asset volatility,
it may be prudent to lower that volatiiity through adjustments to asset allocations or by other means,
such as examining the methodology used to determine the actuarial value of assets.

e Ensuring Reliable Data. For an actuarial valuation to be reliable, the underlying data must be
reliable as well, including the demographic information related to plan members, the economic
information related to investment returns and payroll growth, and the detailed descriptions of current
benefits. Employers should work closely with the actuary to ensure that reliable information is
provided in a timely manner.

* Validating Methods and Assumptions through Experience Studies. The reliability of an actuarial
valuation also depends on the use of reasonable methods and assumptions. Experience studies,
performed no less frequently than every five years, can help to ensure the assumptions are in line with
the plan’s demographic and economic experience, or can be used as a guide to make necessary
changes. Likewise, a comprehensive audit of the plan’s actuarial valuations performed by an
independent actuary at least once every five to eight years can be used to evaluate the appropriateness
of the actuarial methods, assumptions, and their application.

Notes

! The new GASB standards no longer use the term “annual required contribution” or “ARC.” Instead, the
new standards refer to the disclosure of an “actuarially determined contribution.”

? Guidelines for Funding Defined Benefit Pensions, GFOA best practice, 2013.

*The long-term expected rate of return is significantly higher than the short-term rates used in operating
funds.

* Actuarial Standards Board, Actuarial Standards of Practice No. 41, Actuarial Communications,
December 2010,

* California Actuarial Advisory Panel, Model Disclosure Elements for Actuarial Valuation Reports on
Public Retivement Systems in California, December 2011,
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BEST PRACTICE

Sustainable Funding Practices of Defined Benefit Pension Plans (1994, 2005, 2008 and 2009) (CORBA)

Background. The fundamental financial objective of a public employee defined benefit (DB) pension plan is to
fund the long-term cost of benefits promised to the plan participants. It is widely acknowledged that the
appropriate way to attain reasonable assurance that pension benefits will remain sustainabie is for a government to
accumulate resources for future benefit payments in a systematic and disciplined manner during the active service

life of the benefitting employees.

Long-term funding is accomplished through contributions from the employer and employee, and from investment
earnings, which typically provide the largest component of funding. Contributions are often expressed as a
percentage of active member payroll, which should remain approximately level from one year to the next.
Principles of accrual accounting require that the total cost of employee services be recognized in the period in
which those services are rendered. A plan’s funding policy codifies the pension system’s commitment to fund
benefit promises based on regular actuarial valuations, Creating a funding policy that embodies these accounting
and funding principles is a prudent governance practice and helps achieve intergenerational equity among those
who are called on to financially support the plan, thereby avoiding the transfer of costs to future generations.

Recommendation. The Government Finance Officers Association (GFOA) recommends that state and local
government officials ensure that the costs of the benefits promised in public employee DB plans are properly
measured and reported, in accordance with generally accepted accounting principles (GAAP)', The GFOA
believes sustainability requires that governments that sponsor or participate in a defined benefit pension plan
contribute the full amount of their actuarially determined annual required contribution (ARC) each year. Failing
to fund the ARC during recessionary periods impairs investment returns by depriving the fund of its opportunity
to invest when stock prices are low. Long-term investment performance will suffer and ultimately require higher
contributions.

In pursuing these standards and criteria, public officials and retirement system trustees should, at a minimum,
adhere to the following best practices:

1. Adopt a funding policy targeting a 100 percent or more funded ratio (full funding). The funding policy
should provide for a stable amortization period over time?, with parameters provided for making changes
that are based on specific circumstances. Establish a period for amortization of unfunded actuarial
accrued liabilities that does not exceed the parameters established by GAAP® and that is consistent with
the funding policy of the plan.

2. Discuss the funding and amortization methods with your actuary, and select the one that most closely
aligns with the funding policy. The actuarial funding method selected is a key component of the funding

' The Governmental Accounting Standards Board (GASB) currently sets GAAP for state and local governments,

? Public officials and retirement system trustees should exercise extreme caution when considering the use of “open
amortization” since this method can delay full amortization indefinitely, and could even result in the amount to be amortized
increasing rather than decreasing.

? GASB standards set a maximum amortization period of no longer than 30 years.
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policy of the plan’. Some funding methods may result in more variations in the ARC (the portion of the
present value of projected benefits that is attributable to the current period) than others, Governments
should take measures to reduce the volatility in the ARC in order to create a more predictable operating
budget and enhance their ability to meet funding obligations.

The funding policy should stipulate that employer and employee contributions are to be made at regular
intervals, with the contribution amount determined by the results of a recent actuarial valuation of the
system. To ensure that this objective can be achieved, the funding policy should be integrated with
investment and asset allocation policies. Reductions or postponements in collecting the ARC would
typically be inconsistent with the assumptions made in computing the ARC. When contributions fall
below the ARC, the board of trustees should prepare a report that analyzes what effect the underfunding
has on the system and distribute the report to all stakeholders.

Have an actuarial valuation prepared at least biennially by a qualified actuary in accordance with
generally aceepted actuarial principles applied in a manner consistent with GAAP. Each valuation should
include a gain/loss analysis that identifies the magnitude of actuarial gains and losses, based on variations
between actual and assumed experience for each major assumption. Have a comprehensive audit of the
plan’s actuarial valuations performed by an independent actuary at least once every five to eight years.
The purpose of such a review is to provide an independent critique of the reasonableness of the actuarial
methods and assumptions in use and the validity of the resulting actuarially computed contributions and
liabilities.

Actuarial assumptions should be carefully reviewed by retirement system staff, discussed with outside
experts (including investment advisors), and explicitly approved by trustees. Assumptions that should be
carefully reviewed include the long-term return on assets, salary growth, inflation, mortality tables, age
eligibility, and any anticipated changes in the covered population of plan participants. Have an actuarial
experience study performed at least once every five years, and update actuarial assumptions as needed.

Prepare and widely distribute a comprehensive annual financial report (CAFR) covering retirement
system activity, and distribute summary information to all plan participants. The CAFR should be
prepared following the guidance provided by the GFOA for the preparation of a public employee
retirement system CAFR,

GFOA recommends the following options to reduce ARC volatility:

1.

Smoothing returns on assets. Smoothing investment returns over several years recognizes that the
system’s investment portfolio performance does fluctuate, and only by coincidence will it exactly equal
the assumed actuarial rate of return for any given year. This approach reduces the volatility within the
calculation of the ARC. A smoothing period is used to balance the need for a longer-term investment
horizon with the short-term market fluctuations in the value of plan assets. While the smoothing period is
typically about five years, it can be longer, if controls are in place to assure that any variation between the
market value and actuarial value of assets does not become too large. A common approach is to establish
corridors around market value of assets to stipulate the maximum percentage by which the actuarially
smoothed value will be allowed to deviate from the actual market value (pension funds commonly limit
the actuarial value of assets to no less than 80 percent of market value and no more than 120 percent).
Once a smoothing method is established, the retirement board should adhere to it and avoid making
arbitrary changes to the methodology.

Diversifving the investment porifolio to veduce volatility in investment returns. Diversifying assets across
and within asset classes is a fundamental risk management tool that also has the effect of reducing the
fluctuations in ARC volatility. Although annual changes in the ARC are affected by numerous factors, the

* The use of projected unit credit method (one of six actuarial cost allocation methods permitted by GAAP) typically would
not be consistent with the goal of level funding,
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most signitficant is usually investment return, It is recomimended that retirement systems periodically
conduct asset-liability studies for use in reviewing their asset allocation policies. (See GFOA’s Best
Practice, Assef Allocation Guidance for Defined Benefit Plans, 2009).

3. Managing investment returns long lerm, Because the investment return assumption is an average long-
term expected rate of return, excess earnings in any one year will likely be offset by lower-than-expected
rates of return in a future year. Thus, any program that is derived from an excess-earnings concept is
detrimental to the funded status of the plan.

4. Managing growth in liabilities. Managing growth in liabilities should also be done long term. All benefit
increases for members and beneficiaries should be carefully considered and appropriately approved, and
be consistent with all Internal Revenue Service requirements. Whether cost of living adjustments
(COLAs), benefit formula enhancements, or post-retirement benefit increases, a clear strategy should be
developed that integrates benefit enhancements with the funding policy of the plan. Further, all benefit
enhancements and COLAs should be actuarially valued and presented to the Board of Trustees, plan
sponsor and appropriate fegislative body before they are adopted so the effect of the benefit enhancements
on the fund’s actuarial accrued liability, funded ratio, and contribution rates is fully understood. This step
will help ensure that the goal of fully funding member benefits is achieved, and the financial condition of
the retirement system remains sustainable, If a benefit enhancement is being considered, a source of
funding should be identified that can support the enhancement over the long term.

5. Maintaining vigilance against ethical violations and benefit calculation abuse. While affecting only a
small percentage of retirement systems, and often only in select instances in these systems, headline-
grabbing abuses of retirement benefit enhancements such as salary spiking can create negative public
perceptions that are harmful to all retirement systems and can adversely affect the sustainability of the
system. Policies to safeguard against these abuses or undesired cutcomes should be considered.

Resources,

¢ Financing Retirement System Benefits, Richard G. Roeder, GFOA, 1987,

¢ Pension Accounting and Reporting, Second Edition, William R. Schwartz, GFOA, 1995.

¢ Guidelines for the Preparation of a Public Employee Retirement System Comprehensive Annual
Financial Report, Stephen Gauthier, GFOA, 1996.
An Elected Officials Guide to Public Retirement Plans, Cathie G. Eitelberg, GFOA, 1997.
A Guide for Selecting Pension Actuarial Consultants: Writing RFPs and Evaluating Proposals, Robert
Pam, GFOA, 1999.

s Public Pension Systems — Operational Risks of Defined Benefit and Related Plans and Controls
Investment Policy Checklist for Pension Fund Assets, GFOA, May 2003,

e (GFOA Best Practice, Asset Allocation Guidance for Defined Benefit Plans, 2009.

Approved by the GFOA’s Executive Board, October, 2009.
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