
COUNCIL AGENDA: 05-01-07 
ITEM: 2 . j3 

TO: HONORABLE MAYOR AND FROM: Board of Administration for 
CITY COUNCIL the Police and Fire 

Department Retirement 
Plan 

SUBJECT: Ordinance to Permit Police DATE: 04-1 1-07 
Members to Redeposit Previously 
Withdrawn Contributions, 
Purchase Federated 
Service Credits, to Purchase 
Service Credit for Unpaid Leave 
of Absence 

COUNCIL DISTRICT: City-Wide 
SNI AREA: 

RECOMMENDATION 

Approval of an ordinance amending Chapter 3.36 of Title 3 of the San Jose Municipal Code 
(Police and Fire Department Retirement Plan) to permit members of the Police and Fire 
Department Retirement Plan who are employed in the Police Department to: 

1. Redeposit previously withdrawn contributions at any time prior to retirement, 
2. Purchase service credit for previous Federated Service at any time prior to retirement, 

and 
3. Purchase service credit in the Plan for time on unpaid leave of absence. 

OUTCOME 

Approval of the ordinance would implement provisions of the Police MOA that was approved 
December 7,2005. This ordinance will allow members of the Police and Fire Department 
Retirement Plan who are employed in the Police Department to redeposit previously withdrawn 
contributions, purchase service credit for previous Federated Service and to purchase service 
credit for unpaid leave of absence at anytime prior to retiring from service. 
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BACKGROUND 

During negotiations of the current Memorandum of Agreement (MOA), dated March 1,2004 - 
June 30,2008, between the City of San Jose and the San Jose Police Officer's Association 
CSJPOA) both parties agreed to implement three changes to the Retirement Plan with the total 
cost to be paid by the affected employee: 

1. Eliminate the ninety-day window for the redeposit of withdrawn contributions, allowing 
active employees to make the redeposit at any time prior to retirement. 

2. Eliminate the ninety-day window for the purchase of service credit for previous 
Federated Retirement service credit, allowing an active employee to purchase the service 
credit at any time prior to retirement. 

3. Permit an active employee to purchase service credit for time on unpaid leave of absence. 

This amendment to Chapter 3.36 of Title 3 of the San Jose Municipal Code will codify the above 
mutually agreed upon retirement plan amendments and make them a part of the Police and 
Department Retirement Plan. 

ANALYSIS 

During labor negotiations both the City of San Jose and the SJPOA agreed to amend the Police 
and Fire Department Retirement Plan to allow Police employees to purchase service credits 
related to withdrawn contributions, previous Federated service time and unpaid leave of 
absences. These changes were memorialized in the MOA between the City and the SJPOA on 
December 7,2005. With the ratification of the MOA it is necessary that the San Jose Police and 
Fire Department Retirement Plan be amended to implement the provisions that were agreed upon 
by both parties. 

Redeposit o f  Withdrawn Contributions 

If a member of the Plan separates from City senrice, the person may elect a refund of employee 
contributions made to the Plan. Presently persons who are rehired as employees of the San Jose 
Police Department or Fire Department may redeposit withdrawn contributions and receive credit 
for the prior service only if they elect to do so within the first 90-days of again becoming a 
member of the Police and Fire Department Retirement Plan. Beginning July 1,2006 the City of 
San Josi and the SJPOA have agreed to eliminate the 90-day requirement for Plan members who 
are employees of the Police Department so those members can elect to redeposit withdrawn 
retirement contributions at any time prior to retirement. 

Prior to the person's retirement the person must file with the Police and Fire Department 
Retirement Board a written election to redeposit the withdrawn contributions. The person must 
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pay into the Police and Fire Department Retirement Plan an amount equal to the contributions 
that were previously withdrawn plus the interest that would have been earned on the accumulated 
contributions at the actual rate eamed by the Retirement Plan. If the person elects to pay the 
amount due in installments then the person will pay interest on the unpaid balance until the full 
amount is paid into the retirement fund. The interest will be calculated on the actuarially 
assumed interest rate. 

Purchase o f  Service Credit for Previous Federated Retirement Service Credit 

Currently, members of the Police and Fire Department Retirement Plan may purchase service 
credit for time they were in City service while members of the Federated City Employees' 
Retirement System. The election to purchase prior Federated service must be made w i t h  a 90- 
day window after they become members of the Police and Fire Department Retirement Plan. 
During the contract negotiations it was agreed that the 90-day window would be eliminated for 
members of the Plan employed in the Police Department. Beginning July 1,2006, a member 
who is employed in the Police Department may purchase Federated service at any time prior to 
retirement if the following conditions are met: (1) there was no break in service between the 
Federated City Employee's Retirement System and the Police and Fire Department Retirement 
Plan, (2) service was for monthly or biweekly compensation, (3) the person was entitled to credit 
for service immediately prior to the time of entering the Police and Fire Department Retirement 
Plan, and (4) the member ceases membership in the Federated City Employees' Retirement 
System. Prior to the person's retirement the person must file with the Police and Fire 
Department Retirement Board a written election to transfer service credit. The person then must 
pay into the Police and Fire Department Retirement Plan sufficient contributions to equal what 
the contributions would have been if the person had been a member of the Police and Fire 
Department Retirement Plan during the Federated service. The person must also pay into the 
Plan the interest that would have been eamed on the accumulated contributions at the actual rate 
earned by the Retirement Plan. If the person elects to pay the amount due in installments then 
the person will pay interest on the unpaid balance until the h l l  amount is paid into the retirement 
fund. The interest will be calculated on the actuarially assumed interest rate. 

Purchase Service Credit for Time on Unpaid Leave ofAbsence 

Currently there are no provisions in the Plan that allow a member to purchase service credit for 
time the person is on an unpaid leave of absence for reasons other than military service. On or 
after July 1,2006, members who are employed by the Police Department would be allowed to 
purchase service credit in the San Jos6 Police and Fire Department Retirement Plan for eligible 
time on unpaid leave of absence. Eligible time does not include: 

Time prior to becoming a member of the Plan 
Military service that would be eligible for service credit in other provisions of the Plan 
Time that a member receives service credit in a reciprocal system 
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Time that a person was absent from service because of suspension or other disciplinary 
action 

The member requesting the purchase of service credit for unpaid leave will need to file a written 
notice with the Secretary to the Retirement Board. The member will also need to submit 
sufficient payment in advance for the cost actuarial services necessary to determine the cost of 
the additional benefits to be purchased. The member will then need to pay the retirement fund 
the full cost of the additional benefits related to the unpaid leave of absence. 

PUBLIC OUTREACH 

Not applicable. 

COORDINATION 

This memorandum has been coordinated with the City Attorney's Office, and the Office of 
Employee Relations. The Office of Employee Relations forwarded a draft of the amended 
ordinance to all of the bargaining unit representatives that are covered under the Plan and no 
concerns were received. The Police and Fire Department Retirement Board of Administration 
approved the proposed ordinance at its meeting of April 5,2007. 

COST IMPLICATIONS 

There should be no additional costs to the San Josk Police and Fire Department Retirement Plan 
because the full costs to redeposit withdrawn contributions, purchase service credit for Federated 
time and to purchase service credit for time on certain unpaid leaves of absence is to be paid in 
full by the employee. 

Not a project. 

-+Fs- 
Acf ng Secretary, Board of Administration 
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Clty of San Josh Police and Firr? Department Retirement Plan 

Actuarial Valuation as of June 30,2003 for Three Proposed 

Ordinances Related to the Purchase of Prior Sewloe 
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Executive Summary 

Background 
W e  have studied the cost associa1c.d wilh lhc lwlluwing three proposed ordintmces: 

1. Ordinance amending provisions relating to redeposit of withdrawn contribution. 
2. Ordinance amending provisions relating to purchase of service cczdit for previous Federated 

service. 
3. Ordinance for purchase of service credit for time on unpaid lenve of absence, 

Wc studicd thc cost undcrthc following two scenarios: 

= finding Scenario #I -The incrcasc in contribution mtes will be shared by the City arid all 
employees. 
Funding Scenario P2 -The cosr will be burnl: unly by the aliected employees. 

Under Funding Scenario %I, we assume the current cost sharing afrangzmenr between the City 
and the members will continue to apply. Under that arrangement, increase in the Unfunded 
Actuarial Accrued Liability will ke paid for entirely by the City: while 811 1 and 311 1 of the 
increase in N o d  Cost will be paid for by the City and the employees, respectively. 

Results and Analysis 
Piuporals #1 (R&pusil or Withhwn Cunhbutiuns) and #2 (Purchase of Previous Federated 
Service) will eliminate the current 90-day window after the date of membership with the Police 
and Fire Plan ta repurchase such service. A member who pays interesc at the rate assumed in the 
valuation (currently 8% per annum) will be allowEd to buy back such ssrvice prior to his orher 
retirement. 

The cost associated with these two proposals will be dependent on the number of members who 
will clcct ta rcpurchasc scrvicc undcr these two proposals. 

The membus who may be impacted can be divided into the following two categorieu: 

Category #I Mcmburs whose 90d iy  election windows have noiexpired. This also includes 
mmbers who have not yet entered the pIan. 

Category #2 Members whose 90-day election wvindows have already expired. 
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Gost far Mombara in Category #I 

We understand from our discussion with thc System that currently most rnemkn with 
purchasable service (on average, about 6 members redeposit their withdrawn conhihutinns and 2 
m e m h  purchase their Federated service every year) chmse to make a purchase within the 
current 90-day election window. Tfthe cumnt 90-day window is eliminated, it is  not 
unreasonable to assume that most of those members wilI wtl  md unly choose to purchase their 
service within a few years fmm actual retirement to makc sure they can get a value from the 
purchase. This may be the case even though they have to pay additional interest of 8% for each 
year they delay their decision to purchase such service. 

We anticipate that the initial cost to extend the purchase period wiI1 be lower thon the cumnt 
contribution rate that reflects 8 purchases every year as there will be fewer purchases when those 
members just enterdw-entered the Police andFik Plan. Howcvcr: the cost will eventually go 
back up as those members get closer to retirement and decide to purchase such service (i.e., 
allowing the System to recognizr; the purchase at a much l&r date). If the exact same members 
in Category #1 will elect to repurchase such fiervice prior to retirement instead of within the 
current 90-day window, we believe it is not unreasonable to asvume [hut (he "savings" associated 
with not having to pay for the 8 total purchases a year, can be used by the System to pay for the 
exwt s t m e  purchases rts the membefs get closer to retirement. 

Again, the most imponant assumption is that extending the c u m t  90-day window will not 
attract more members to purchase their service during their career. Otherwirre, there may be an 
extra cost but this cost can only be calculated after enough actual experience is available. 

Cost for Msmbmrs In Catmgary #2 

For members in Category #2, the System has provided us with data on who may benefit as a 
result of eliminating the, current 90-day window. 

The contriburion requirements under Funding Scenarios #I and #2 for members in Category P2 
are summarized below. W e  assume in'our cdcuIntions that these members are in addition to the 
8 purchases built-into the current contribution rate and there are no "savings" available to offset 
the cost of thc purchases. 
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Pcopwat #I (Redeposit of Withdrawn Cantributions) - One member afPoolsd 

Funding Scenario #I % of Payroll Annual Amount 
(Paid by City and all Ewtoyees) 
Increase in Employer Conmbution 0.0003% f S h n  

Increase in Employee Contribution * 0.0000% $0 

* Individual employee ~fecied will still have to p q  $11,218 in redeposited contributions. 

Funding Scenario fl One-Timc Lump Sum 
(Paid by Affened Employees) $17,929 

Proposal #2 (Purchase mf Prouiour Ferlerat.ed Service) - Six members affected 

Funding Scenario 81 % of Pnymll Annual b u n t  
(Paid by City and all e m )  .. . . . 

Increase in Employer Conribution 0.0083% $15,600 
Increase in Employee Contribution * O.M)14% $ 2,600 

* individwl empbyees afected wiiI sliii have to pay a rural of $120,309 in redeposired 
contributions. 

Funding Sccnario #2 One-Time Lump Sum 
(Paid 6y &%red EmplnyeesJ $3 16,238 
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hpnm1#3 (Service for Irnpaid Leave of Absence) is not ccurrently in the City ordinance. 

The &rs who d y  be impacted can be divided into two categories: 

Category#I Members who will incur unpaid leave of absence in the future. 
Category #2 Members who have prior unpaid leave of absence and can benefit immediately. 

Cost for Membsrr In Category #3 
There is no accurate way to estimate the future cost of this proposal as it is dependent on the 
number of mmbers who will elect to purchase such sewice. Howwer, if the data provided hy 
the System on who has unpaid leave of absence (a total of 21 since 1995 and the average 
duration o f  such unpaid leave of absence i s  0.257 y m )  is indicative of the numbr of members 
who will incur such unpaid Ieave of absence in the future, thecost for the City and thc members 
will not be significant. 

There may be an extra cost if more members accme such unpaid leave (or the average duration 
of thc unpaid leavc is longcr than the 0.257 years we studied for mernbe~s in  Category #tZ) but 
this cost can only be calculated after enough actual experience is available. 

Coot lor Members In Catagory UP 

The System has provided us with data on members who have prior unpaid lcavcs of absence and 
will benefit immediately under this proposal. 

The contribution requirements under Funding Scenarios #I and #2 for the members provided by 
the System arc summarized below: 

Proposal #3 (Sowice for Unpaid Leave of &sencs) - 23 mambea affected 

finding Scenario R1 % of Payroll Annual Amount 
{Paid by City a d  ail Employees) .... 
Increase in Employer Contribution 0+0004% $800 
Increase in Employee Contribution ' 0.0001% $200 

+ individual employees affected will sh'II have fopray a total of$141,33I in redcsposifed 
contributions, 

minding Scenario f%? One-Time Lump Sum 
(Paid by A&>ded  employ#@.^) $151,152 

A detailed analysis of the three proposals is pmvided in the next section. A summary of the data 
used in the analysis is proxided im Attachment A. 
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#I: Ordinance Amenrling Pmnsions Relating to Redeposit of 
Withdrawn Contributions 

Background 
Under this Ordinancc, ths current 90-day window pcriod to rcdcposit prcviwsly withdmvti 
employte contributions from the Police and Fire System will be repealed. A member may make 
such redeposit at any time prior to the member's retirement. 

Members who redeposit withdrawn contributions will be required to pay interest from ihe dak or 
withdrawal to the date the contribution i s  acruallv redewosited at the interest rate assurnd in the - 
a~mwiuial valuation (currently 8% per annurn). 

Analysis of Cost 
Themaximum cost to pmvide members with the right to redeposit withdrawn employee 
contributions after the cumnt 9-y window can d y  be answered prcciscly aftcrcollccting 
and comparing the following: 

Figure 1 
(a,) A list of dl members who have not redeposited wihkawfi  contributimg and will 

h e f i t  under this O~dinance; 
(b.) A determinatian of the value of thecontributions withdrawn, together with interest 

that n&ds to be repaid by the members; and 
(c.) A determinatian of the vduc of the additional senrice retirement benefit, duty 

disability benefit, etc. that will be paid by the Sytem after thc redeposit. 

The actual cost will also dcpcnd on which employees elect to redeposit contributions. In 
calculating the value of the additional benefit under (c.), we performed a detailed analysis of 
whether or not the member is expccted to collect a service retirement benefit, duty disability 
benefit, etc, using the actuarial assumptions we established for the actuarial valuation. In other 
words, some membem who purchme this service are expected to cdire while others are expected 
to become disabled or even withdraw their contributions according to the actuarial assumptions. 
Also we poject.which members are expected ro retire and receive a 2.555 FAS benefit pa year 
of service (i.e. with less than 20 years of service at ntirement), and which are expected to receive 
a 3.0% or4.0% FAS benefit as predictedby the actuarial assumptions. 

The members who may be irnpackd by this Ordinance can be classified in two categories. 
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Gate#- #l - Members whose 5-a~ election windom have not expired 

The first ca?~?tle$ory consists of members who are stin within thc c m n t  90-day election window 
as well as those who will re-enter the Department after withdrawal of contributions in the future. 

We understand fmm our discussion with the System that currently most rnernhen with 
purchasable scrvict (on averas,  h u t  6 members redeposit their wihdrawn cunhiburions eveIy 
year) choose to make a purchase within the current 9 0 d a y  eIection window. If the current 90- 
day window is elimi~alerl, it is not unreasonable to assume that most of those m e m W  will wait 
and only choose to purchase their service wivirhln a few yews from actuak retirement to make sure 
they can get a value fm the purchase. This may be the case even though they have to pay 
additional interest of 8% for each year they delay their decision to purchase such service. 

We anticipate that tho initial cost to extend the purchase period will be lower than thc current 
contributibn rate that reflects 6 purchases everiyear as there will be fewer purchases when those 
mcmbcrs iust re-mtcd thc Policc and Fire Plan. However. the cost will evmtuallv KO back UD 
as those rnemben get closer to rztirement and decide to purchase such service. If tieexmt sa&e 
mcmbcrs in Category #!I will elect to repurchase such service prior to retirement instead of 
within the current 90day window, we helieve it is not unreasonable to assume that the "savings" 
associated with not having to pay for the 6 total purchases a year, cwi be uwd by the System to 
pay for the purchases as the mmbers get c l o s e c ~ ~  retirement (i.e., allowing theSystem to 
recognize Lhe purchase zit a much later date). Furthertno~, charging interest at 8% per annum 
will && t h e - ~ n g  of the redeposit h ~ e v a n t  (as we assume h e  hnd to also earn 8% per 
annum). However, by expanding the window of oppomnity, more employees may take 
advantage of this opportunity than would have otherwise. 

There is no accurate way to estimate how the change in the election window will impact thc 
bture cost which depends on the number of additional employees who will redepasit their 
contributions aftcr thc W-day election window in the future. 

Howeucr, the Board may want to review our analysis below for lnernbers whose 90-day clt%iiun 
windows have expired to get :t sense of the cost involved. 

Category #Z Members h o s e  9Pday electlon wlndows have expired 

The second category consists of those members with withdrawn contributions who did not 
choose to redeposit within the original 90-day window. The maximum cost to change the 
Oxdinancc for those membcrs can only be dete~mnind after we compare the value 01 cunlributiun 
the System will collect in (b.) (See Figure 1 mprevious page) with the benefit the System will 
pay in (c.) (Sce Figun: 1). Charging interest at the assumed rate of 8% instead of the current 
practice of 2% will substantially reduce the potential cost to the System and may provide a 
financial disincentive which would reduce rhe number of members who can afford the purchase. 
However, the cast is still driven by the number of members in (a.) (See Figure l j  who elect the 
option and the difference in the value of @.) and (c.). 
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The data provided by the System included a calculation of the interest the member would be 
required to pay thmugb December 3 1,24332 if the member were ro redeposit contdbutions at that 
time. W e  have verified tho= interest calculations andprojected them forwardto 3une 30,2003. 

Dotermination of Cast for Members in Gateaery IirZ 

Data 

The data we used in our Study is summarized below: 

Employees Bsnrtcs History mntributlon 

ProMded by Retirement System 1 Yes Yes 

Provided After D'iscussions with 2 
POA and Local 230 

We understand that it will require a substantial amount of research to validate the m i c e  history 
andac~urately &ternline the conn-ibutioos withdrawn for the two mernbe~s provided on the list 
after the ~ ~ s & r n ' s  discussions with the POA and LLxd 230. We have therefme excluded the two 
employees from our calculations. The results in this study will have Lo be reviewed unce the 
Ordinance is appsoved by the City. 

Analysils and Result$ 

For Funding Scenario #1, we estimated the additional Normal Cost and Unfunded Accrued 
Liability (UAAL) as of June 30,2003 after the deposit.  We assumedthat the abow member 
would choose to redeposit contributions as of June 30,2003. Finally, we offset the liability with 
the amount of contributions redeposited with interest, This provides an estimate of the cost to thc 
Plan. 
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The results of our study are provided in the following tables: 

Fundina Scenario Rl-Increase in rates wi!l he %hated the City and aH employees. * 

t m e m  in Cantrlbutlon [2MM - 2004 Plan Year) 

EUXh?L % of Pavroll * 
Normal GoS: 0.0000% 
UAAL: O.OoW% 
Total Gity Rate Impact: O.OW3% 
Estimated Annual City Amount: $560 

Ern~bvee " 
Noma[ Cost: 
Estimated Annual City Amount: 

* Based upon projecfed June 30. 2#3 payroll af%187,587,a00. Thirpyroll war e~timatfd assuming the pymI1 
ured in the Arne 36,2201 valuation ivmId incrme wirhrhc 4.5% ersruned a n w I  raw of irlflarionfor nvo 
years. 

Fundina Scenario #2 - lncreasc in cast willk paid for by tk affected enyloyees qi ly .  

Under Funding Scenario H, wz calculated the difference betwccn thc present value of benefits 
with the pre-withdrawal service and tRe value without that service. 

The follou'ing chart displays the payments required for each af the employees provided by 
System. The pnymonts under Scenario #2 arc increased with intsresl LU June 30,2003. 

- 

Service Available for Redepaskwl Additional Coat Under 
Number Pumhalre Gontrhutloms bcenaiio #2 

1 Insufficient Data 

3 Insufficient Data 
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# 2  Qnllnance Amending Provisions Relating to Purchase of Senrlce 
Credlt for Prevlaus Federated Servtcie 

Background 
This Ordinan~e is very similar to the first Ordinance except lhat members are allowed to 
repurchase their Federated sertice. It should be noted that the member would be required to pay 
the contributions as if the sewice had been in the Police and Fire Retirement Plan, along with 
interest to the date that the purchase is made. Similar to the fitst Ordinance, the members who 
may be impacted can be divided into categories: 

Category #1 Members whose 90-day election windows have not expired. This aka includes 
members who have not yet entered the plan. 

Category #2 Members whose %)-day election windows have ahady expired. 

Cost for Members In Category #I 

We understand from our discussion with the System that cumntly most members with 
pwhisable senice (on aumage, about 2 membm purchase their Federattd service cvcry year) 
choose to make a purchase within the current 90-day election window. If the current 90-day 
window is eliminated, it is not unreasonable to assume lhat most of those membcrs will wait and 
only choose to purchase their service within afew years f r ~ m  acttlal retirement to make sure they 
can p t  ct valuc from the purchase. This may be the case even ihuugh they have to pay additional 
interest of 8% for each year they delay their decisicm to purchase such service. 

We anticipate that thc initial cost to eztend the purchase period will be lower than the current 
conlsibution rate thal reflects 2 purchases every year as there will be fewer purchases when those 
rnenbers just entered the Police and Fire Plan, However, tho cost will eventually go brick up as 
thoae membm get closer to retirement and decide to purchasc such senlce. K the exact same 
members in Category #I will elect to repurchase such service prior to retirement instead of 
stthin Ehe current 90-day window, we believe it is not umasonabla to assume that the "ravings" 
associated with not having to pay for the 2 total purchase5 a year, can be used by the Systetn tu 
pay for the  purchase.^ as the members get closer to retirement (i.e., allowing the System to 
rcco@e the purchase at arnuch later date). 

Again, themost important assumptiot~ is  that extending the current 90-day window will not 
athaa more members to purchase their service during their caner. Otherwise, there may be nn 
extra cost but this cosl can only be caIcutated after enough actual, experience is available, 

As we stated in Proposal #l, thee is no accurate way to estimate if the exact same members will 
in the future elect co repurchase such service prior to retirement instead of within the c u m t  90- 
day window. 
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Category #2 - Members whose SO-day election windows have expired 

For members whose 90day election windows have already expired, there will be a benefit 
assaoiated with eliminating the 0-day window. The System has pmvidedus with dataun who 
may benefit. 

Determination of Gost tor Members. In Gatogary W 2  

Data 

The data we used in our Study is summarized below: 

NumWr of Amount ol Rmdepoait 
1mp10pss 8.wkw H l s h r y  Contrlbutlen 

Pmv[dsd by Retirement 1 Yes Yes 
W e m  - 

Rwidad Atter 5 Ye5 * NO 
Discussions with POA 
and Local 230 

* Service hhtur). bas supplied by the members andaccept8d by Mercer nithour verrfcurbn. If ~ I C  prnp7rprl 
Ordurance i c  adnnrcd. fh srr~ira ~rorided bv rhe m d s r  hm to be wlidnted br rhe S~sfcm The con n zhir . - 
dx+ may haye to be adjrsred if& years o&urclwaabl@ service andoher es&wes had in als iw have 10 
be revired 

Analysis and Results 

For Funding Scensrjo #1, we estimated the additional Normal Cost and Unfunded Accrucd 
Liability (UAAL) as of June 30,2W3 for these members both before and after the purchase of 
service credit. We assumed tbat each member would choose to purchasc smjce as of rune 30, 
2003. Finally, wc offset the liability with member contributions required for the purcha~e. 

We understand after our con~cmation with the Retirement System that for the 5 members 
pmvi&d by thc POA and hcal230, we should assume that-those members do not have 
contributions at the Federated Plan which can be used to offset the cost associated with rhe 
purchase of Military Service. 

The xesults of our study are provided in the following table: 
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Funding Scenario #I -Increase is rates will be shared by the City and al l  employee6 

Increase in ContHbuUon 

.!&E!Qm % of Pavral[' 
Normal 0.0036% 
UAAL: . -  ........ 0.0045% 

City Rete Impaot: 0.0053% 
Estimated Annual City Amount: $15,6W 

Emoloveg *' 
N m a l  Cost: 
Estimated Annual City Amount: 

* Bared upon June 30,2iM3 po)roll of $1'87,587,000. 7his pa>rclii was es1imafe.d acsuw~mg tlaepajml! u.~& in rhr 
June 30. 2091 vaiuotion wo~iid increme with &1e4.S% ussunfed unnaul rate o f  wflation for mo v a n .  * 

a *  Ittdivicbaol employles beeefiririg under rlrispmpoxal a& h a l t  lo pay $fZO,3D9 in  nedepmirafconrribations. 

Fundina Scenario e- Xncmse in coat will bc paid for by affectedeqloyecs only. 

Under Funding Scenorio lf2, we calculetcd tho difference behvccn thc present value of knal i is  
with and without the purchased service. 

The following chart displays the payments required for each of the employees in the data 
pmvided by System. The paymcnrs under Scenario #2 m cusl increased with intercat to June 30, 
2003. 

SoM'cm Awlluble Rdeposltod Addltlonal Pmymnnb 
~ u n b s r  fwr Purchase ' Contributlwur Under Scen~rla #2 
1 3.900 5.874 12.158 

* Sonas of the service hisrow was sqplitdfq the membcr~ arui acceprcd by Mercer wiliroal verijkutiun. ifrhe 
pruyossdOrdinunce isadopred, f ie  smtcepmlded  by & member has to be vulidatedby fk@ System. The cosr 
in fhis study may haw robe ndiUSIed Yfhe years ofpurchasable senice md orher esrimes tired in ;his ~ r u r i y  
have fo he revised 
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#9: Ordinance for Purchase of Service Credit far Tlma an Unpatd Laaue 
of Absence 

Background 
We understand that under SJMC 3.36.670, members who are absent without compensation are 
nut entitled to receive c r d ~ t  for the time away from City service, 

We understand fmm the proposed Ordinance, members will be dowed to purchase service 
credit for such time away by paying into the retirement fund rhc full cost of the additional 
benefits to the members as cktetennined as follows: 

(a,) Paying the City as well as the member contributions required during the unpaid leave of 
absence plus intcrcst at rhc interest rate assumcd in the actumial valuation (currently 8% 
per annun)), or 

(b.) Using a method that h x  yet tn be specified in the Ordinance. 

Our analysis is h a s d  on (a,). 

The members who may be impacted can be divided into two categories: 

Category #I Members who will incur unpaid leave of nbsence in thc future. 
Category #2 Members who have prior unpaid leave of abscnoe aod can benefit immediafely. 

Cost far Msmbers In Catogory #I 

There is nn accurate way to estimate the future cost of this proposal as it is dependent on the 
number of members who will elect to purchase such service. However, if the data provided by 
the System on who has mpaid leave of absence (a total of 21 since 1995 and the avcragc 
duration of such unpaid leave of absence is 0.257 years) is indicative ofthe numkr of members 
who will incur such unpaid leave of absence in the futurc, thc cost for the Ciry and tbt members 
will not be significant. 

There may be an Extra cost if more members accrue such unpaid leave {or rhe average duration 
of the unpaid 1cal.e is longer than the 0.257 yeam we studied fur members in Category #2) but 
this cast can only be calculated after enough actual experience is available. 
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Determination af Cast for Members In Category #Z 

The $Fern has provided us with data on members who have prior unpaid leaves of absence and 
will benefit imtnediately under this proposal. 

Data 

The &a we used in our Study i s  summarized below: 

Number H Amount of Emplo$er m d  
Employees Sawif+ Hiatory Employee Contrihutinn 

ProvMed bv Retirement 21 Yes Yes . ~ - -  

System 
Provided After 3 ye6 ' No 
D[scussions with POA 
and Lacai 230 

9 Servke history was supplied by rife mmbers nnd accepted b? Merccr withxi ven$icahn. If ?beproposed 
Drdimce is adopted. the service provided by the rrsenrberkn* to be vafidared by zrfe S,srem. The cuit in r h i ~  
M y  m y  have lo be atijusted qthe year# of purchasable setvice and other esfimales rrsd in this sru@ have to 
be revised. 

Analysis and Results 

For Funding Scenario #1, we cstimatcd thc actuarial accrued liability as of June 30,2003 Iur 
these members both before and after the purchaw. We assumed that each member would choose 
to purchasc service as of June 30, 2GQ3. We then calculzked the lkdbiljty using the actuarial 
assumptions we have established for the actuarial valuation. FimlIy, we offset the liability with 
the amount ~Cconlrihutims required with interest. 

The results of our srudy are provided in the following [able: 
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Funana Scenario #I -Increase in rates will be shared by the City and all employees. 

iwrusa In Cafitributfon (2003-2- Plan Yrar) 

Fm~loWr 

Normal Cast: 
urn :  O.ODOl% 
Total City Rate impact: 0.0004% 

Estimated Annual City Amount: $800 

E~DIOYB! " 
Normal Cost: 
Estimated Annual Clty Amount 

% of Payroll * 
O.WOl% 
m 

* Based upon June 3Q 2W3payrol! af$187,587,000. 7% wymll  RE e~timdted ass~uning the prsymII u!ed irr rke 
Jme30, 2WJ vaElcarim would incrscrse with the4.5'46 a s 8 d  annual meofinf i t ionfor  t w  year$. 

** Indivfdml employees bencfillng undet thispmpusol still have to pay $141.331 in redeposited cotun'butions 

Fundina Scenario #2 - In~~ease in cost will be paid for by affected employees only. 

Under h n d i n g  Scenario #2, we considered the difference between the present value of benefits 
both with and without the purchased service using our actuarial assumptions. 

Tho following chatt displays the payments required for each of the employees in the data 
provided by System. The paymcnts under Scenario #2 are cost increased with interest to June 30. 

I3 Mash D ~ L s n r n n  iEmwnlej 
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Number 
Rr~depg%lt#d Additiertal Costs Under 

CPntrihutEons Soonarlo #2 

- 

8 Insuffici~nt Data - - 

7 0.077 1,873 27 
8 0.038 1,083 0 
8 0.602 16,674 2,416 
$0 0 . 7 S  2.828 0 
11 0.1 15 2,863 813 
12 0.225 5.589 932 
13 0.1 15 2,663 52 
14 -. 0.500 6,110 0 
15 0.962 32,868 0 
18 0.098 1,061 374 - 
17 0,115 2.240 1,529 
18 0.038 72 1 0 
39 0.346 7.880 299 
20 0.038 898 104 
21 0.308 7.053 0 
22 0.154 3,453 0 
23 .- . 0.525 12351 . -. _. .---. z o a l  - 
26 0.231 5,205 

* Snme of the service kisbor)l wassuppliedtq rhememherr find a c c ~ g t ~ d b y  Mercer w i ! h u  vetificntion. Ifthe 
propas9d Ordinanc~ is adopfed, the'serbicc provided by rfrc member has to be vdidmed by the Sysrem nre COSI 

Ls rhls srudy may have robeadwed p h e  years ofprcrchusabIe service and other estinwras wed in th:sss~dy 
haue 10 be reviszd 
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Attachment A - Data Used In Our Analysis 

Because the benefit changes we studied are highly individualized, the accuracy of our results is 
heavily dependent on dara. 

In February, your office provided us with data for 22 members who would be entitled to 
purchase service under Prop~snl#l, #2, or #3. 

Thc data file wns prepared nfter examining members who hnve eligible service covered under 
Proposal #1, #2 ar #3 and maintained in the System's Pension &Id Database. We understand 
that the data file i s  not comprehensive as the System has only bcen maintaining this type of data 
since 1995. Since the costs of the three pmpsals, especially undes Funding Scenario #1, are 
dirtx:lly related to the number of members entitled to a benefit, we worked with the System in 
exploring alternative rnenns of completing the data. 

After several discussions, the System concluded that a complete fiIe could only be conlpiled if 
the System conducted a manual research for each and eIrery active member. In arder to get an 
order of magnitude as to how many members might be excluded with pre-1995 service; we 
suggested that the Systemcontact the POA and Laca1230 to determine i f  they would be able to 
supply us with any of the required data. 

In May, the System provided us with 11 additional membws with service undcrProposals #I, #2 
and #3 after discussions with the POA and Local 230. However, both the POA and h c a l 2 3 0  
advised tho Rctircmcnt Systcm that thc list of 11 mcmbcrs might not bc comprchensivc cithcr. 

For the 22 mcmmbcrs compiied by the System, we were prouided with contributions and interest at 
8% thtct needed to he paidback by the members under Proposals #1, #2 and #3. 

Far the I I additional members, we estimated The contributions payable by the members by 
assuming: 

(1) Service avaflable for purchase were for the period immediately before their date of 
membership at the System 

(2) Salaries earned could be estimated by taking the members' salaries as of June 30,2001 
and projecting them backwardusing the sdary increase assumptions adopted by the 
Retirement Board for the June 30, ZOO1 valuation. 

(3) The contributions could tR estimated using the member and employer contribution rates 
calculated in the rune 30,2001 actuarial valuation. 
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(All Values Were ~ e t s r m l n d  As Of k n e  SO, ma) 

pw = pmmm Vslue of &mela 
UAAL = unlundsd AErdsrlal P*Eiuea Usbllly 
PWNCr P ~ M \ ~ a h r e u I  Funrra Fbnns! Gost(Emulmw+ Msrnbsrl 
A d d i i a f ~ w s I ~ r l k ~ ~  m m k m  ware prwided byma member8 aod hevsnmbwnwerllledbyihe Astiremen1 

System eswlld pvrsimsabk wrvl~. C p m d t u i h  M'brsln nem eellrnalad based on ihe selaly, cmlrlbutmn re& 
a r t  PlMl a(rmadFIlW~~& liaed h t h e w l ~ e h n  BS 01 &=01. 
++' net onmt by member wnQlbullms (If errn aMilabts I- Ihs Federdd Splem, 
""Tfm* wss ln~utficimtdala Lodasrrmnscce.t 

a m  ard d n w ~ r m p u m w u ?  ~n*nul~ualsuplfnqrraudl~~d~nlp.dr 
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