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City Hall

1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689

Tel. No. 554-5184

Fax No. 554-5163

TDD/TTY No. 554-5227

BOARD of SUPERVISORS

October 12, 2017

The Honorable Teri Jackson

Presiding Judge

Superior Court of California, County of San Francisco
400 McAllister Street, Department 206

San Francisco, CA 94102

RE: Civil Grand Jury Report - The San Francisco Retirement System - Increasing
Understanding and Adding Voter Oversight

Dear Judge Jackson:

The Board of Supervisors’ Government Audit and Oversight Committee conducted a public
hearing on September 20, 2017, to review the findings and recommendations of the 2016-2017
Civil Grand Jury report, entitled “The San Francisco Retirement System - Increasing
Understanding and Adding Voter Oversight.”

Prior to the Committee meeting, the following City Departments submitted required responses to
the Civil Grand Jury:
e Office of the Controller:
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendations R2.1,
R2.2,R3.1,R3.2, R4.1, and R4.2; and
e The Mayor’s Office submitted a consolidated response for the following departments:
a. Office of the Mayor;
b. Elections Department; and

c. Elections Commission
Received August 15, 2017, for Fmdmgs F1, F2, and F3; and Recommendations R1.1,

R1.2,R2.1,R2.2,R3.1, and R3.2.

e Retirement Board:
Received September 13, 2017, for Findings F1, F2, and F4; and Recommendations

R1.1,R1.2,R2.1,R2.2,R4.1 and R4.2.
At the September 20, 2017 meeting, the Government Audit and Oversight Committee prepared a

resolution responding to the requested findings and recommendations identified in the report.
The response was prepared by Resolution No. 360-17, enacted on October 5, 2017.

Continues on next page
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Office of the Clerk of the Board Transmittal
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Page 2

By this message, the Office of the Clerk of the Board of Supervisors is transmitting Resolution
No. 360-17 to your attention.

If you have any questions, please contact John Carroll, Government Audit and Oversight
Committee Clerk at (415) 554-4445, or via email to john.carroll@sfgov.org.

Sincerely,

PN WY = X
Angela Calvillo
Clerk of the Board

c Kathie Lowry, Foreperson, 2016, 2017 San Francisco Civil Grand Jury
Kitsaun King, 2015-2016 San Francisco Civil Grand Jury
Jason Elliot, Chief of Staff, Mayor’s Office
Kate Howard, Deputy Chief of Staff, Mayor’s Office
Melissa Whitehouse, Budget Director, Mayor’s Office
Marie Valdez, Mayor’s Office
Ben Rosenfield, Controller, Office of the Controller
Asija Steeves, Office of the Controller
Peg Stevenson, Office of the Controller
John Arntz, Director, Department of Elections
Chris Jerdonek, Elections Commission .
Jay Huish, Executive Director, Employed’s Retirement System
Norm Nickens, Retirement Board
Jon Givner, Deputy City Attorney
Alisa Somera, Legislative Deputy Director, Office of the Clerk of the Board
Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst



City and County of San Francisco City Hall

1-Dr. Carlton B. Goodlett Place
| i San Francisco, CA 94102-4689
Certlfied Copy an Francisco
Resolution

170663 [ Board Response - Civil Grand Jury Report - The San Francisco Retirement

System - Increasing Understanding and Adding Voter Oversight ]
Resolution responding to the Presiding Judge of the Superior Court on the findings

"and recommendations in the 2016-2017 Civil Grand Jury Report entitled "The San
Francisco Retirement System - Increasing Understanding and Adding Voter
Oversight;" and urging the Mayor to cause the implementation of accepted findings
and recommendations through his/her department heads and through the
development of the annual budget. (Clerk of the Board)

9/26/2017 Board of Supervisors - AMENDED, AN AMENDMENT OF THE WHOLE
BEARING SAME TITLE
Ayes: 11 - Breed, Cohen, Farrell, Fewer, Kim, Peskin, Ronen, Safai, Sheehy, Tang and
Yee

9/26/2017 Board of Supervisbrs ADOPTED AS AMENDED

Ayes: 11 - Breed Cohen, Farrell, Fewer, Kim, Peskin, Ronen, Safai, Sheehy, Tang and
Yee

10/5/2017 Mayor - APPROVED

STATE OF CALIFORNIA : CLERK'S CERTIFICATE
CITY AND COUNTY OF SAN FRANCISCO | 4o hereby certify that the foregoing
: Resolution is a full, true, and correct copy of
the original thereof on file in this office.

IN WITNESS WHEREOF, | have hereunto
set my hand and affixed the offical seal of
the City and County of San Francisco.

October 10, 2017 .
Date

City and County of San Francisco Page 1 Printed at 3:51 pmon 10/10/17
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‘ AMENDED IN BOARD ‘ P
FILE NO. 170663 9/26/2017 RESOLUTION NO. 36G-17

[Board Response - Civil Grand Jury Report - The San Francisco Retirement System -
Increasing Understanding and Adding Voter Oversight]

Resolution responding to the Presiding Judge of the Superior Court on the findings
and recommendations contained in the 2016-2017 Civil Grand Jury Report, entitled
“The San I-'rancistco Retirement System - Increasing Understanding and Adding Voter
Oversight;” and urging the Mayor to cause the implementation of accepted findings

and recommendations through his/her department heads and through the development

of the annual budget.

WHEREAS, Under California Penal Code, Section 933 et seq., the Board of

Supervisors must respond, within 90 days of receipt, to the Presiding Judge of the Superior

. Court on the findings and recommendations contained in Civil Grand Jury Reports; and

_ WHEREAS, In accordance with California Penal Code, Section 933.05(c), if a finding or
recommendation of the Civil Grand Jury addresses budgetary or personnel matters of a
county agency or a department headed by an elected officer, the agency or department head
and the Board of Supervisors shall respond if requested by the Civil Grand Jury, but the
response of the Board of Supervisors shall'address only budgetary or personnel matters over
which it has some decision making authority; and

WHEREAS, Under San Francisco Administrative Code, Section 2.10(a), the Board of
Supervisors must conduct a public hearing by a committee to consider a final report of the

findings and recommendations submitted, and notify the current foreperson and immediate

- past foreperson of the civil grand jury when such héaring is scheduled; and

WHEREAS, In accordance with San FranciscoAdministrative Code, Séction '2.10(b),

thé Controller must report to the Board of Supervisors on the implementation of

Clerk of the Board ’
BOARD OF SUPERVISORS Page 1
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recommendations that pertain to fiscal matters that were considered at a public hearing held
by a Board of Supervisors Committee; and- h

WHEREAS, The 2016-2017 Civil Grand Jury Report, entitled “The San Francisco
Retirement System — Increasing Understanding and Adding Voter Oversight” (“Report”) is on -
file with the Clerk of the Board of Supervisors in File No. 170662, which is hereby declared to
be a part of this Resolution as if set forth fully -herein; and

'WHEREAS, The Civil Grand Jury has requested that the Beard of Supervisors respond
to Finding Nos. F1 and F2 as well as Recommendation Nos. R1.1, R1.2, R2.1, and R2.2,
co‘ntaihéed in the subject Report; and |

WHEREAS, Finding No. F1 states: “That there are multiple causes for the City’s $5.81

-bi!!ion debt to its Retirement System, including investment losses ($1.4 billion), a court ruling

on Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C ($1.3 billion),

- and changes in demographic assumptions ($1.1 billion). However, the principal underlying

cause is the estimated $3.5 billion in retroactive retirement benefit increases implemented by
voter-approved propositions between 1996‘ and 2008;” and

WHEREAS, Finding No. F2 states: “1) That the City’s Retirement Sysfem diligently
protects the retirement-related interests of the City’s employeeé and retirees; 2) that the
Retirement Board has a majority of members who are also members of the Retirement
System (they receive, or will receive, pensions); 3) that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of Supervisors, |
Retirement Board, and Controller did not fulfill their responsibility to watch out for the interests
of the City and its residents; and 4) that despite previous Retirement System-related
propositions (2010 Proposition D and 2011 Proposition C) that reduced future pension
liabilities, the Retirement System remains sefiously underfunded, threatening the fiscal status

of the City:” and

Clerk of the Board
BOARD OF SUPERVISORS . . Page 2
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WHEREAS, Recommendation No. R1.1 states: “That the Mayor-and Board of
Supervisors fully disclose the financial details of any future retirement benefit increases or
decreases to the public;” and

WHEREAS; Recommendation No. R1.2 states: “That by the end of 2018, the
Retirement Board produce an annual report for the public showing each component of the
debt owed by the City to the Retirement ‘Syste‘m, including the full history of each component
and descriptions of all calculations;” and

WHEREAS, Recommendation No. R2.1 states: “That the Board of Supervisore
establieh a permanent Retirement System Oversight Committee to develop a comprehensive,
long-term solution for the Retiremeht System that is fair to both employees and taxpayers, |
and present it to the voters in a proposition by 2018. All options for reducing pension liabilities
must be considered, including a hybrid Defined Benefit / Defined Contribution plan. The
details of the committee are: v

1. Name: Retirement System Oversight Commiﬁee
2. Purpose

a. Develop a comprehensive, long-term solution for the Retirement
System’s unfunded liabilities that is fair to both employees, retirees, and
taxpayers, and present it to voters in a proposition by the eﬂd of 2018. All
options should be on the table, including a Hybrid Defined Benefit / Defined
Contribution plan.

b. Inform and educate the public concerning the finances of the
Retirement System. ‘

c. As needed, develop solutions to future problems the Retirement |

System encounters and, if necessary, present them to voters in a proposition. All

Clerk of the Board
BOARD OF SUPERVISORS . Page 3
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options should be on the table, including a Hybrid Defined Benefit / Defined
Contribution plan. '

d. The Committee shall provide oversight to ehsure that: (1) actions taken
by the Rétirement System are in the best interest of the residents of San
Francisco; (2) all propositions that modify the Retirement System are adequately
described to voters in the Voter Information Pamphlet. A

e. In furtherance of its purpose, the committee may engage in any of the
following activities: |

i. Inquire into the actiohs of the Retirement System by reviewing
reports, analyses, financial statements, actuarial reports, or other
materials related to the Retirement System.

ii. Holding public meetings to review the effect on San Francisco
residents of actions taken by the Retirement System.

3. Public Meetings | |

a. The Board of Supervisors shall provide the committee with any
necessary technical assistance and shall provide administrative assistance in
furthefance of its purpose and sufficient resources. to publicize the conclusions
of the committee.

b. All committee proceedmgs shall be subject to the California Public
Records Act (Section 6254, et seq., of the Government Code of the State of
Cahforma) and the City's Sunshine Ordinance (Chapter 67 of this Code). The

- committee Shall issue regular reports on the results of its activities. A report shall
be issued at least once a year. Minutes of the proceedings of the committee and
all documents received and reports issued shall be a matter of public record and

be made available on the Board's website.

Clerk of the Board
BOARD OF SUPERVISORS ’ Page 4
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Clerk of the Board

4. Membership

a. Two-thirds of the members will be Public members and one-third will
be Representative members.‘

b. Public members:

i. Public members must be voters.

ii. Public members cannot be members of the Retirement System.

iii. Each Supervisor will appoint a single Public member.

iv. The Mayor wil appoint all other Public members.

v. Public members can only be removed for cause.

vi. Public members shall be experienced in life insurance, actuarial
science, employee pension planning, investment portfolio management,
labor negotiations, accounting, mathematics, statistics, economics, or
finance.

vii. Public members will receive no compensation.

viii. Four-year term, staggered so that one-fourth of the Public
members’ terms expire each year.

ix. No. more than two consecutive terms.

c. Representative members

i. Mayor's Office representative.

ii. Board of Supervisors’ representative. |

iii. Controller's Office representative.

iv. Human Resources Department repvresentative.'

v. Safety Unions’ representative.

vi. Miscellaneous Unions’ representative.

BOARD OF SUPERVISORS . Page 5
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5. Conﬂrhitfee Costs
a. The Board of Supervisors will decide how best to fund the Commitiee;” and
- WHEREAS, Recorhmendation No. R2.2 states: “That by the end of 2018, the Mayor
and Board of SupeNisors submit a Charter amendment proposition to the voters to add three
additional public members who are not Retirement System members to the Retirement
Board;" and
WHEREAS, In accordance with California Penal Code, Section 933. O5(c) the Board of
Supervisors must respond, within 90 days of receipt, to the Presiding Judge of the Superior
Court on Finding Nos. F1 and F2 as well as Recommendation Nos. R1.1, R1.2, R2.1, and
R2.2 contained in the subject Report; now, therefore, be it
RESOLVED, Thét the Board of Supervisors reports to the Presiding Judge of the
Superior Court that they disagree partially with Finding No. F1 for reason as follows: The
primary causes of the greater than expected unfunded liabilities were the lower returns on
investments due to the dot-com bust and the Great Recession, the changes in demographic
assumptions, ahd the court ruling on the Supplemental Cost of Living Adjustments in the 2011
Proposition C, but not the voter-approved propositions between 1.996 and 2008; and, be it
FURTHER RESOLVED, That the Board of Supervisors feports to the Presiding Judge
of the Superior Court that they disagree partially with Finding No. F2 for reason as follows:
The City departments did fulfill their responsibilities in overseeing the intereSts of City
residents regarding retlrement benefits-related ballot initiatives between 1996 and 2008, and
that the Retirement System is not senously underfunded, nor does it threaten the fi scal health
of the City; and, be it
FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation
No. R1.1 has not been implemented but will be; For any future retirement benefit increases or

decreases, the Mayor and the Board of Supervisors shall provide information in lay-person

Clerk of the Board .
BOARD OF SUPERVISORS : Page 6
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terms that is available and easily accessible on the City’s website and that clearly presents
projected fiﬁancials including unfunded liabilities; in addition, when there is a ballqt initiative
that addresses retirement benefits, the Voter Information Pampbhiet shall include an
introductory paragraph written by the Controller explaining in lay-person terms the assets,
liabilities, projected financials, including unfunded liabilities,' and health of the retirement
systerh; and, be it
. FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation

No. R1.2 has not been implemented but will be; The 2017 Retirement System's annual report
shall include information about the Retirement System'’s projected finances, including
unfunded liabilitieé; énd, be it

FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation
No. R2.1 will not be implemented because it is not warranted or reasonable; The Mayor and
Board of Supervisors have oversight over the Retirement System and review financials and
projections regularly, including during the annual City budget process; and, be it

FURTHER RESOLVED,' That the Board of Supervisors reports that Recommendation
No. R2.2 requires further analysis as the Bbard of Supervisors needs to investigéte the
consequences of adding members to the Retirement Board, and will report back to the Civil
Grand Jury by December 16, 2017; and, be it

FURTHER RESOLVED, That the Board of Supervisors urges the Mayor to cause the
implementation of the accepted findings and recommendations through his/her department

heads and through the development of the annual budget.

" Clerk of the Board

BOARD OF SUPERVISORS : ' Page 7




City and County of San Francisco City Hall
: 1 Dr. Carlton B. Goodlett Place

Tails San Francisco, CA 94102-4689

Resolution

File Number: 170663 ‘ Date Passed: September 26, 2017

Resolution responding to the Presiding Judge of the Superior Court on the findings and
recommendations in the 2016-2017 Civil Grand Jury Report entitled "The San Francisco Retirement
System - Increasing Understanding and Adding Voter Oversight;” and urging the Mayor to cause the
implementation of accepted findings and recommendations through his/her department heads and
through the development of the annual budget.

September 20, 2017 Government Audit and Oversight Committee - AMENDED, AN
AMENDMENT OF THE WHOLE BEARING SAME TITLE

September 20, 2017 Governmenf Audit and Oversight Commitiee - RECOMMENDED AS
AMENDED :

September 26, 2017 Board of Supervisors - AMENDED, AN AMENDMENT OF THE

WHOLE BEARING SAME TITLE
Ayes: 11 - Breed, Cohen, Farrell, Fewer, Kim, Peskin, Ronen, Safai, Sheehy,

Tang and Yee

September 26, 2017 Board of Supervisors - ADOPTED AS AMENDED

Ayes: 11 - Breed, Cohen, Farrell, Fewer, Kim, Peskin, Ronen, Safai, Sheehy,
Tang and Yee

File No. 170663 | hereby certify that the foregoing
Resolution was ADOPTED AS AMENDED
on 9/26/2017 by the Board of Supervisors
of the City and County of San Francisco.

' Angela Calvillo
Clerk of the Board

\olf;i?/&\‘?

Date Appro(red

City and County of San Francisco Page 7 Printed at 8:31 ant on 9/27/17



City and County of San Francisco
Employees’ Retirement Systemn

September 13, 2017

The Honorable Teri L. Jackson

Presiding Judge, Superior Court of California, County of San Francisco
400 McAllister Street, Room 008

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand Jury
report, The San Francisco Retirement System — Increasing Understanding and Adding Voter Oversight. We
would like to thank the Civil Grand Jury for their attention to this subject. The members of the Retirement
Board recognize that, in performing their fiduciary duties to prudently oversee the investment and
administration of the SFERS Trust, their actions impact both plan beneficiaries and the City.

The Retirement Board appreciates the Civil Grand Jury’s recognition of its diligent work to protect the interests
of the beneficiaries of the SFERS Trust. As a result of this work, SFERS is among the top-performing and weli-
funded public pension plans in the nation. The Retirement Board is confident that, over the long term, the
assets in the SFERS Trust will be sufficient to pay the promised benefits to all beneficiaries. The City and its
vaoters have also taken important steps to address the increase in unfunded liability. The pension reform
legisiation approved by City voters in 2011 (Prop. C) will significantly reduce the City’s long-term pension
obligations and reduce the projected unfunded liabilities over time.

The Retirement Board works continuously to improve the quality and clarity of its reporting. The reports
related to the projected cost of benefit improvements referenced in the Civil Grand Jury’s report accurately
measure the cost/effect impact of the proposed benefit changes at the time they were prepared and
presented to the Board of Supervisors and the City voters. '

The Civil Grand Jury’s report provided important feedback to help us understand how our reporting is
received. Retirement System staff is always exploring ways to simplify the presentation of sometimes complex
topics and information and is prepared to assist members of the public and City employees and retirees with
any questions.they might have related to the financial, actuarial and administrative information provided in
our reports. The Retirement System welcomes comments on specific ways to improve these various reports to
ensure their ability to be useful to a broad array of audiences interested in these complex topics.

~ Detailed responses by the Retirement Board to the Civil Grand Jury’s findings and recommendations are attached.

Respectfully submitted,
'y oo

Jay Hujsh, Executive Director, on behalf of the

SFERS Retirement Board

cc: Angela Calvillo, Clerk of the Board, City and County of San Francisco

{415) 487-7020 , 1145 Market Street, Fifth Floor San Francisco, CA 94103



The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Gl Year | Report Title i ‘ Fiﬁdings, by €G) 2017 Responses (Aéfee/Disagree) : - 2017 Response Text
2016-17  {The SF Retirement F1 That there are multiple causes for the City's | Retirement Board

Respotident assignsd i e e

System- Increasing
Understanding &
Adding Voter Oversight

$5.81 hillion debt to its Retirement System,
including Investment losses {$1.4 billion), a
court ruling on Supplemental Cost of Living
Adjustments (COLAs) in the 2011 Proposition C
{$1.3 billion), and changes in demographic
assumgptions (1.1 billion). However, the
principal underlying cause is the estimated
$3.5 billion in retroactive retirement benefit
increases implemented by voter-approved
propositions between 1996 and 2008.

disagree with it, wholly (explanat:on
in next column)

The Retlrement Board is confident that, over the long term, the assets in the |

'|SFERS Trust will be sufficient to pay the promised benefits to-all beneﬂclaries.

We emphasize the tong term view because none of the figures cited as "debt”
are due now. Rather, the items being called & “debt” are funding gaps (i.é.,
unfunded liabilities) which are designed to be paid off over the lifé of the.
SFERS Trust. Additionally, under Proposition C, City employeés now pay more
out of each and every paycheck into the SFERS Trust, which has reduced the

“|Clty’s cost.
| Despite investment shortfalls from two recent major recessions, mcludlng the

Tech,Bubbile and the Global Financlal Crlsis, SFERS 1s closing thegapand
ranked in the first quartite of aft U.S. public fund peers, SFERS Investment. ..
performance varies from year-to-year due to ﬂnanaai markets; however,

_|SFERS ihwests for the long term, evidenced by itstop quartlle performanice,
{over the 3 year, 5 year, and 10 year ‘ame periods. SFERS investment gains -

have conmbuted a significant amaunt toward reducing the | unfunded
Ilabilltles

tn. accordance with the City Charter and Retnrement Board policnes, the cost or

-lincrease in liabillties associated with every voter-approved proposltion is

amortlzed over.up-to a 20-year period The remaining cost. of thé benefit and
COLA‘mcreases_apprpved by City voters between 1996and 2008 was $1.038
billion, as of June 30, 2016. By 2028; this liability will be paid iri full. The
present value of the increase In:the unfunded Tiabliity resulfingfrom the court

J|ruling on the Supplemental COLA etroactive payments  of 2013 and 2014 was

calculated to be $429.3 million, as of July 2016.




The SF Retirement System- [ncreasing Understanding Adding Voter Oversight : RESPONSES TO CGI FINDINGS

e Tl SRS : RSO Respondent assigned | - = Ton L

“CGY Year |- & ReportTitle.:. o ~ Findings .4 by CGJ- .. |.. 2017 Responses (Agree/Disagrea) - 3017 Response Teidt

2016-17  |The SF Retirement  '{F2 1) Thﬂ‘f the CIW s Retirement System diligently | Retiremant Board  |disagree with it, partially (explanation {| SFERS Is among the top performing and well-funded pubhc penslons plans
System- Increasing protects the retirement-related interests of - |the United States and disagrees with the finding that the "Retirement System
Understanding & the Clty's employees and retirees; 2} thatthe remains seriously undérfunded.” The Retirement Baard is confident that, over
Adding Voter Oversight Retirement Board has a majority of members

the long term, the assets I the SFERS Trust will be sufficient to pay the
promised benefits to all beneficiaries. The Retiremenit Board recognizes that
|unfunded Rabilities are not a “debt” that must be pald today. Rather, the
Retirement Bodrd annually adopts and administers a funding policy ta assure |
that all promised benefits will be paid over the cambmed leetnmes of he.

) members and their beneficiaries.

Each year, the Retirement Board receives an actuarial valuation - a detalled
report on the lohg-term progress of the SFERS Trust toward reducing all

- |pension liabilities. Existing funding policies are reviewed and adjusted, where
' approprlate, to ensure the jong-term financial stfength of the SFERS Trust, In ’
laccordance thh the City Charter, Retirement Board policies, and industry best
| practices, any increasé in the unfunded Nabilltles associated with every voter-
approved proposition [ spread out overa 20 year period, which minimizes
the impact to the City budget. Based on recent actuanal projections, the.
Retirement Board expectsa continued reduc’don in liabilities assoclated w1th
voter~approved benefit mprovements over the long-term :

The Retirement Board also strongly disagrees wi ith the finding “that when it
came'to r_etrqac'ave retirement benefit increases between 1996 and 2008, the
Wayor, Board of Supérvisors, Retirement Board, and Contraller did not fulfill
their respon'slbilitv'fé watch out for the Interest of the City and its residents.”
The Retirement Boaid doés not approve plan-benefits; Its fiduclary.duty is to

' manage the SFERS Trust and pay the mandated benefits approved by City
vaters. As fidiiciarles to the SFERS Trust, the Retirement Board is legally
bound, as set forth In the California State Canstitutior, and in the San

who are also members of the Retirement
System (they receive, or will recelve,
penslons); 3) that when it came to retroactive
retirement benefit increase propositions
between 1996.and 2008, the Mayer, Board of
Supervisars, Retirement Board, and Controller
did not fulfill their responsibllity to watch out
for the interests of the City and its residents;
and 4) that desplte previous Retirement
System-related propositions (2010 Proposition
D and 2011 Proposition C) that reduced future
pension labilities, the Retlrement System
remains serlously underfunded, threatening
the fiscal status of the City.




Tha SF Retlrernent System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

SRR Y R A : - Rgépondentassisped e . T S RGN
-CG)Year |. . ReportTitle, -~ | -# E Findings - - by €GJ:-... . |1 2017 Responses (Agree/Disagree)" 2017 Response Text
2016-17 |The SF Retirement F4 The Controller arid the’ Retxrement System Retirement Board

System- Increasing
Understanding &
Adding Voter Oversight

provide extensive reports about the
Retirement System, but they are too complex
for the average cltizen, employee, or retiree to
understand. The data in the Retirement
System repaorts is not available to the
Retirament System or the publicin a dataset,
making research and analysis more difficult.

disagree with it, wholly {explanation in

The Retirement System provides extensive reports detamng ﬁnanclal actuarlal
and admlnistrative matters, availahle on the SFERS website, on an anriual
basls: These annual reports Include audited finaricial statements and required
supplementary infarmation, an actuarlal valuation, and a department annual
report which consolidates the financial and actuarlal infarmation with detailed
information on the administration of the Retlrement System.,

The Retirement System can neither agree nor disagree that these reports.are
tao complex for the average ditizen, emiployes, or retires to understand;
however, Retirement System staff (s always exploring ways to slmpln‘y the
presentation of sometimes complex tapics and infarmation and Is prepared 10
assist members of-the public and City employees and retirees with any. .-~
questlons they might have related to the financlal, actuartal and
administrative lnfnrmatlon prowded in our reparts. The Retirement System
welcomes comments on specific ways to improve these various reportsto

" |ensure their ablllty to be usefulto a broad array of audiences interested in

these complex topics. The Retirement System disagrees with the fi nding that
the datain the Retirement System reparts s not available in a dataset., The -

e Retirement System has ready access to aII the data used In prepdrlng these .
- {reports,.
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“IRespondent”

1G) Year .| Report Tite - - i . Recgmmendatio ST iR e i DasshEned by ©G). | 2017 Res {lmp} flon) 1 0 2017 Resp Text e T
- 1016-17 {The SF Retirement That the Mayor and Board of Supervisors fully disclose the financlal details of any  |Reti it The recor dation has been lmplemented (summary of how The Retlrement Bodrd will continue its lang standlng pran’dce forany and allfuture
| System- Increasing future retirement benefit increases or decreases to the public Board it was implemented In next column) : C‘nty_ ordinances or City Charf;er amendments that impact tetirement henefits, The
Understanding & Retirement Board's catisulting actuary will prepare and present a cost-effect
Adding Voter report-tathe Board of Supervisors, as required under the City Charter. Each report
| Oversight will b prepared in accotdance with Industry standards and practiees, using the
Hest avalable demographic informatlon and economic information at the time, as
wall 85 the long-tefm dethographic and economic assumptions adopted by the
‘| Retirement Buard The report is intended to assist the Bosrd of Supstvisors and/or
the Clty’s vaters, by pruwdlng an expert's projection of the overall costand
increase in Habllity for. ea:h proposition. These teports accurately measure the -
cost/effect impact of the propnslteon atthe time they are prepared. Certalnly, the
. [cost or change in liability-may differ, in the future, due to nhanges in fund
investment performance (e.g, 2007-08 Glohal Financlal Crlsis), changes in
economlc and demographic assumpt]ons, and changes In plan prnvlslons whioh are
beyond the Retlrement Board's control.

2016-17  {Accelerating SF That by the end of 2018, the Retirement Board produce-an annuat report for the ~ | Retirement The recommendaﬂon has been implemented (summary af how The Retirement System provides extensive reports detalling financlal, actuarial &
Government public showing each component of the debt owed by the City to the Retirement Board ftwas Implemented in next column) {rministrative matters, including a summaty of thelr financial statements that are
Performance, System, including ths full history.of each component and descriptions of all : designed fora knowledgeabls but non-expert audiénce, on an annual basls, These
Teking calculations, ainual reports are avallable on the SFERS website and Inclide audited financial -
Accountability and . statements and requlred supplementary Information, an actuatial valuatlon, and a
Transparency to B department anniual repert which consolidates the financial and actuarial
the Next Level

information with detailed Information on the atiministratian of the Retirement
System. The detalls of the breakout for ezch component of unfunded llabllity ~ -
related to the City's retiremént plan are contalned In each annual actuarial
valuatlon report;. The Retirement Systern malntains at least five years of the SFERS
annwal actuarlal valuation report on s website, Historical valuation reports )
heyand the years syatiable on the website ard avalishle by request to the
Reﬁrement System, The Retirement System welcomes comments on specific ways
to improve these varlous products to ensure their abliity to bie useful to'a broad
array of sudlerices interested in this complex toplc

Retirement Board Responses September 12, 2017
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Respondant ...

@iYenr |~ ReportTitte L Lo Reo . . . assigned by CGI 20178 ponsés implémentation) 2037 Respnnss Tet -

1016-17 "|The SF Retirement That the Mayor and Board of Supervisors fully disclose the financlal detalls of any - | Retirement The recommendation has bean \mp\ememed (summary of how The Retirement Board will continue \ts long standlng practlce for any and all future
System~ Increasing future retirement benefit Increases or decreases to the public Board It was lmplemented in next column) City ordinaricss or City Charter. amendments that impact retirement benefits, The
Understanding & Retirement 8oard's cohsulting actuary will prepare arid present a cost-efféct -
Adding Voter report to the Board of Supervisors, as required under the City Charter, Each report
Oversight will be prepared in accordance with Industry standards and practices, using the

best avallable demographlc information and economie Information at the time, a5

| welf as the long-term demographlc and economic assumptions adopted by the
Retlrament Board, . The report is lntended ta assist the Board of Supérvisors and/or|
the Clty's voters, by providing an expert S prcuectlon of the overall cost and
increasé i in hablhw for each pmpos\tlon These reports aceurately measure the
cost/effect Impact of the proposition at the time they are prepared. Certainly, the
tost or change in habmtv may differ, In the future, ‘due to thanges In fand
investment performance (e, ¥, 2007-08 Global Financtal Crlsls), changes in
economic and demographls” assumptlons, and changes In plan- provnsions which are
beyond the Retlrement Board’s contrcl

101617 |Accelerating SF That by the end of 2018, the Retirement Board produce-an annual report forthe | Retirement The recommendstion has been mplemented {summary.of how {The Retlrement Svstem pravides extensive reports detailing flnanclal actuanal an

- |Government public showing each component of the debt owed by the City to the Retirement Board . it was implemented i1 next column) - i adminlstratnve matters, Including a'summary of their financlal statements thatare
Performange, System, including the full history of each component and desctiptions of all deslgned for a knowledgeabte but rion-expertaudience, onan annus) basis. These
Taking caloulations. annua) reports are available on the SFERS website and Include audited flnanclal
Accountabllity and statements and required supp!emenmrylnfnrmatlon, 8 actuarial valuatlon, ‘and a
Transparency to - department annial report which consolldates the financlal and actuarfal - -~
the Next Level

infarmation with detalled information an the adminlstration of the Retirement
System, The detalls of the breakout for each component of unfunded liability
related to the City's retirement plan are contalnad ih each annual. actuarlal
valuatjon report. The Retirement Svstem raaintains at least five years of the SFERS)
annual actuarial valuation report on its website, Historical valuation reports
beyond the years avaliable of the. website are avallable by request to the
Retlrement System, The Retirement System’ welcomes Esmments on specific ways
to Improve these various products to ensure their ability to ba useful to a broad
array of audiences Interestad in this complex topic,

Retirement Board Responses September 12, 2017
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G - o ) Respondent . e : : ¥ . o ! -
€G) Yesr: | “Report Yitle . : icominendations ioh |adsigred by €G3 2017 Responses {implenientation) o | a0s7 Respon Text . w
2016-17 |The SFRetirement Thattha Bnard of Supervisors establish a permanent Reﬁrement System 0verslght Retirement The recommendation will not be }mplemented because It is not This recommendation should be dlrected to the Board of Superv!sars and notthe
System- Increasing Committee to develop a comprehensive, long-term solution for the Retirement Baard warranted or reasonable {explanation In next column) Retltement Board,
Understanding & System that Ts fair to both employees and taxpayers, and preserit it to the voters in ‘ o
Adding Voter & proposition by 2018. All options for reducing pension liabilities must be Note: These conslderations already have and do occilr, For example, in 2011, the
Oversight considered, including 8 hybrid Defined Benefit / Defined Contribution plan. The Mavyor, the Board of Suparvisors, other City officials, employee groups, and
détails of the committea are: 1, Name: Retirement Systern Oversight Committee 2. - |members of the public worked to pass Proposition €, Now, under Proposition C,
Purpose a, Develop a comprehenslve, long-term solution for the Retirement employees pay more out of each and every paycheckinto the SFERS Trust, which
Systern’s unfunded Habllities that is fair to hoth employees, retirees, and taxpayers, has reduced the City's contribution rate, as a percentage of payroll. This has
and present It to voters In a propositian by the end of 2018, Alf options should be reduced the City's pension ifabllity over the long term.
on the table, Including @ Hybrid Dafined Benefit / DefinedContribution plan. b, On an annual basis; the City's leadership reviews penslon tosts, contribution rates,
inform and educate the public concering the finances of the Retirement System. ¢, and thelr financlal Impacts in the Clty budget process and In other settings: Ona
As needed, develop soiutlons to future probléms the Retirement System regular basls, SFERS provides the City with detailed Information; funding and
encounters and, If necessary, present them to voters in a proposition. Alf options - |contribution projections and stress testing results from the Retirement Board's
should be an the table, including a Hybrid Defined Benefit / Defined Contribution '|actuarial consultant, and any other requssted Information related to the pension
plan, d. The Committee shall provide oversight to ensure that:{1) actions taken by ) {labllitles and employer contributionsas part-of the Clty's overzli financial planning
the Retirement System are In the hest Interest of the restdents af San Francisco; (2) process, .All chaviges In SFERS benefit provisions must be approved by the Gity's.
all propositions that modify the Retirement Syster are.adequately described to - lvoters. The Retirement Board cannat approve changes in SFERS benefit provisio
voters in the Vater tnformation Pamphlet, e. In furtherance of its purpose, the ) .
committee may engage.in any of the followirig activitles: 1. Inquire Into the actions
of the Retiremeiit System by reviewing reports, analyses, financial statements,
actuatial reports, or other materials related to the Retirement System, il Haldlng
public meetings to review the effect on San Francisco residents of actions taken by
the Retiremient System. 3, Public Meatings a. The Board of Suparvisors shall provide
the-committee with any nécessary technical assistance and shal] provide
administrative assistance In furtherance of its purpose and sufficient resources to
publicize the conclusions of the committee.
. b. All comemittes proceedings shall be subjectto the California Publi¢ Records Act )
2016-17 |The SF Retirement That by the end of 2018, the Mayer and Board of Supervisors submit 8 Charter Retirement The recommen;iaﬁon wiinot be ivmplérvjemed because it Is not This recommendation should be directed to the Mayor's Dfﬂcéan 4 Boar d ofm
System: Increasing amendment proposition to the voters to add three additional public mefmbers who |Board warranted or reasonable explahation I next column) Supeni d ot the Retirarient Board
A . . j . pervisors and not the Retirement Board.
Understanding & are not Retirement System members to the Retirement Board, : :
Adding Voter Note: SFERS does not believe this recommendation will lead to thé desired
Overslght "loutcome of having representatives on the Retirement Buard “to watch out for the
Interasts of the Clty and its residents,”

" |All members of the Retirement Board, regard!ess of who elected or appointed
them to the Board, have a fiducfary duty to SFERS partisipants and thelr
heneficiaries: In accordance with the California State Constitution, this duty takes
precedénce over any other duty or concern, Under the State Constitution, the
Hetirement Board Is required to discharge its duties with respect to the SFERS
Trust salely In the irterest of, and for the exclusive purposes of providing benef’
to SFERS participants and their beneflclarles, minimizing employer contribution.
thereto, and defraying reasonable expenses of administering the system, Under
trust law, the Retirement Board's duty.to Its participants and their beneficiaries
takes precedence over ahy other duty, including any duty to the City or its
resldents.

Retirement Board Responses September 12, 2017
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L T - B
b Y Respondent. . | .. Gl 3 e
cGivaer |\ ReportTite : [ . L Recormmontatio Gl o assigned by €61 |2017R fimplementation) . © - 2017 Response Tent.—./
2016-17 |The SF Retiremenit{R4.1 That by the end of 2018, the Retirement System develop and maintaln a dataset Retirement ‘The recommendation will not be implemented bacause It is not T :
System- Increasing based on the data In ts actuarial and financial reports of the Isst 20 years, and Board warranted or reasonahle {explanation in next column) The Retirement System produces.various reparts detalling financlal, actuatial, and
Understanding & make that dataset available to the public, - . . . operational issues; Including a summary of their financial statements that are
Adding Voter designed for a knowledgeable but non-expert audience, The Retirement System
Oversight provides extensive reports detalling financlal, actuarisl and administrative matters,
avallable on the SFERS website, on an annual basis, These annual reports include
audited financlal statements and raquired supplementary information, an actuarlall
E valuation, and a department annual report which consolidates the financial and
actuarlal Information with detalled Information on the administration of the
7 | Retirernent System. The data used to produce these reports is available to the
public to the extent it Is not protected from disclosure by law.
The Retirement System welcomes commehts on specific ways to lmprove the
public availability of data used in preparing the vatlous réports to ensure thelr
ability to be useful to a broad aray of audiences Interested in these complex
topies.
2016-17 |The SF Retirement [R4.2 That by the end of 2018, the Controller's Office develop and produce an annual Retirement The recommendation wilf not be implemented because it is not | This recommendation should be directed ta the Cantroller’s Office and not the
System- Increasing Retirement System Report that clearly explains the current and profected status of |Board warranted or reasonable {explanation In next column). * " |Retirement Board. ' ’
Understanding & the Retirement System and its affect o the Clity's budget, ! N ’ .
Adding Voter
Qversight
Retl Board R ber 12, 2017
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EDWIN M. LEE
MAYOR

OFFICE OF THE MAYOR
SAN FRANCISCO

August 15, 2017

The Honorable Ter L. Jackson

Presiding Judge

Superior Court of California, County of San Francisco
400 McAllister Street

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand Jury
report, The San Francisco Retirement System. Increasing Understanding and Adding Voter Oversight.
We would like to thank the members of the Civil Grand Juty for theit interest in San Francisco’s
Retitement System and its role in the City’s long-term financial health. The report focuses primarily on two
challenges with the Retirement System: reducing our long term pension obligations, and improving
transpatrency and accountability to taxpayers about the City’s pension costs.

The City remains commited to striving for responsible stewardship of the San Francisco Employees’
Retirement System (SFERS). The careful management of retirement obligations and their associated costs
is critical to ensuring the City’s financial security. In 2011 Mayor Ed Lee worked to pass pension reform
legislation which significantly reduced the City’s long term pension obligations. The legislation (Prop. C)
included reductions to benefits and requirements that employee contribute at least 7.5% of their salary
toward their pension costs, depending on the health of the pension fund. This was estimated to save the
City up to $1.3 billion over the subsequent 10 years Without this legislation, the City’s fiscal outlook would
be considerably worse.

There are mutiple drivers of the City's long term pension obligations. However, SFERS is among the top-
performing and well-funded public pension plans i the United States. The System is currently 85%

. funded, versus an average of 72% funded amongst peer jurisdictions. That funding gap that will be closed
over the long term, not only by the City but also by City employees as a result of the employee cost sharing
provisions approved by the voters in 2011 and future investment gains. However, future pension liabilites
are a great concern for the city, and are carefully tracked and analyzed closely on an ongoing basis by the
Mayor's Office, Controller's Office, Retirtement System and the Board of Supervisors' Budget and
Legislative Analyst. We closely monitor the impact of our pension obligations on our long term fiscal
deficit and will continue to seek to reduce projected deficits over time.

A detailed response from the Mayor’s Office, Elections Department, and Elections Commission to
the Civil Grand Jury’s findings and recommendations are attached.

Each signatory prepared its own responses and is able to respond to questions related to its respecuve part
of the report.

1 DR. CARLTON B. GOODLETT PLACE, Room 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141



Thank you again for the opportunity to commeant on this Civil Grand Jury report.

Sincerely,

e
N,

Edwin Lee ; | RN _]‘Ohr-l, rntz
Mayor ‘. Director oFthe Department of Election§

Christopher Jerdonek
President of the Elections Commission
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The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

rtTitle

Findmgs e

ﬁgéﬁ&ﬁ»due_ﬁt"ésﬁigﬁea by i o

Lo LGk

" 2017 Respornises (Agree/Disagres) -

= 2017 Response Text

rement
rreasing

iing &

er Oversight

F1

That there are muitiple causes for the C|ty s
$5.81 billion debt to its Retirement System,
including investment losses ($1.4 billion), a
court ruling on Supplemental Cost of Living
Adjustments (COLAs) in the 2011 Proposition C
{$1.3 biltion), and changes In demographic
assumptions ($1.1 billion), However, the
principal underlying cause is the estimated

153.5 billion In retroactive retirement benefit

increases implemented by voter-approved
propositions between 1996 and 2008,

Mayor

disagree with it, partially (explanation in next cofumn)

We agree that there are mutlple drivers of the City's long term pension obligations. However, SFE
performing and well -funded public pension plans in the United States., We are confident that, ove
assets In the SFERS Trust will be sufficient fo pay the promised benefits to all active and retired SF
the Retirement Board receives an actuarial valuation - a snapshot of the long-term progress of the
of all promised benefits - from which they review and adjust, if prudent and appropriate, existing
the long-term financlal strength of the SFERS Trust. In accordance with the City Charter and Retir

“|cost or increase in liabilities associated with every voter-approved proposition Is amortized over |

" {The Retirement Systerh unfunded liability is not a “debt”, but rather a funding gap that will be mz

;érm, not only by the City, but also by City employees as a result of the employee cost sharing prc
Clty voters in 2011 (Proposition C) and long term Investment gains. As reflected in the past inves
Retirement System — refative to U.S. pubic fund peers, SFERS” investment results ranked in the fir.
year and 10 year time periods, investment galns will also contnbute a significant amount towards
hablhtles of the Retlrement System

rement
rreasing
Aing &

er Oversight

1) That the City's Retirement System dillgently
protects the retirement-related interests of the
City's employees and retirees; 2) that the
Retirement Board has a majority of members
who are also members of the Retirement

System (they receive, or will receive, pensions);

3) that when it came to retroactive retirement
benefit increase propositions between 1996
and 2008, the Mayor, Board of Supervisors,
Retirement Board, and Controller did not fulfill
their responsibility to watch out for the
interests of the City and its residents; and 4)
that despite previous Retirement System-
related propositions (2010 Proposltion D and
2011 Proposition C) that reduced future
pension Habilities, the Retirement System
remains seriously underfunded, threatening
the fiscal status of the City.

Mayor

disagree with it, partially (explanation In next column)

We are In agreement that the City's Retirement System diligently protects the retirement interest
and Retirees (item 1). We also agree about the composition of the retirement board (item 2).

However, we disagree with finding {3). Cost analyses prepared by the Controller and the Retirerr
upon the best available information, and were in line with actuarial and economic assumptions ir
noted in those analyses, benefit costs and Retirement Fund results are highly sensitive to a numb
assumptions, several of which were not met in the years following the changes approved by vote

in addition, we disagree with finding 4). Future pension liabilites are a great concern for the city,
and analyzed closely on an ongoing basis by the Mayor's Office, Controller's Office, Retirement $
Supervisors' Budget and Legislative analyst. Projected costs are forecast and incorporated into ot
process which s jointly developed by the Mayor's Budget Office, the Controllers Office and the B
Budget and Legislative analyst.

We have also made significant strides in enacting policy to reduce our pension llability anc™  «ir
reduce our long term pension liabilities. The SFERS retirement system is 85% funded, Whiic. it
important to consider that relative to comparable systems, San Francisco’s SFERS is faring very w
performing and well-funded public pension plans in the United States, A recent report by the City
that the peer average for city employee pension plans as of FY 15 was 72% funded (compared wi
instance CALPERS is currently funded at 69% and Los Angeles is funded at 83%. As of FY 15, Seatt
Portland at 46%.
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Recommendatrons

Respondént- ‘
assigned by CGJ.

2017 Responses (implementatlon)

2017 Response Text

RL1

That the Mayor and Board of Supervisors fully disclose the fmanCIal details of any
future retirement benefit increases or decreases to the public

Mayor

The recommendation has been implemented (summary, of how
it was implemented in next column)

The financial Impact of major changes that impact benef
fully disclosed to the voters via the ballot (see below). D
by the Retirement Board are also already disclosed to th

|are public; agendas and minutes are posted online. Any

1s publicly posted.’

All changes in SFERS beneflt provisions must be approve
items on-the ballot we are required by charter to provid:
detailing the costs of the proposition, which are disclose
Retirement System and the Controller's Office prepare e
pension-related measure placed on the ballot. By neces
are brief written statements, with more detailed fi' ™z
for inspection by members of the publicintereste.  x
depth, S .

R1L.2

That by the end of 2018, the Retirement Board produce an annual report for the
public showing each component of the debt owed by the City to the Retirement
System, including the full history of each component and descriptions of all
calculations.

Mayor

The recommendation has been implemented (summary of how
it was implemented in next column) '

The Rétirement System provides extensive reports detai
and administrative matters on an annual basis. These ai
audited financial statements and required supplemental
actuarial valuation, and a department annual report whi
financial and actuarial information'with detailed informs
administration of the Retirement System. The details of
component of unfunded liability related to the City’s ret
contained in the annual actuarial valuation report. There
calculation method in the appendix of the report. The R
maintains five years of the SFERS annual actuarial valuat
Historical valuation reports beyond the five years availal
available by request to the Retirement System.
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: : L : - |Respondent : : SN il ;

g el " Recommendations C assigned by CGJ '|2017 Responses (implementation) R e 1) Response Text :
R2.1 That the Board of Superwsors establish a permanent Retirement System Over5|ght Mayor The recommendation will not be implemented because it is not | The City already has a Retirement Board which functlons
: Committee to develop a comprehensive, long-term solution for the Retirement : warranted or reasonable (explanation in next column) : ) Retirement System, and the Mayor’s Office has no autho

System that is fair to both employees and taxpayers, and present it to the voters in ‘ "~ |empanel a new Board committee. Mayor Lee worked to.|
a proposition by 2018. Al} options for reducing pension liabilities must be reform legislation in 2011 and the City's long term pensic
considered, including a hybrid Defined Benefit / Defined Contribution plan. The much worse if it was not for these measures, Lastly, the (
details of the committee are: pension costs in our long range ﬂnancxal plannlng- throuy
1. Name: Retirement System Oversight Committee “{planning process, deficit projections as well as through i
2. Purpose " Iwhich are developed by the Mayor's Office in collaborati
a. Develop a comprehensive, long-term solution for the Retirement System's Office and the Board of Supervisors. We closely monitor
unfunded liabiiities that is fair to both employees, retirees, and taxpayers, and pension obligations on our long term deficit and wilt cont
present it to voters in a proposition by the end of 2018. All options should be on projected deficits over time.

[the table, including a Hybrid Defined Benefit / DefinedContribution plan. :
b. Inform and educate the public concerning the finances of the Retirement
System.
c. As needed, develop solutions to future problems the Retirement System
encounters and, if necessary, present them to voters in a proposition. All options
should be on the table, including a Hybrid Defined Benefit / Defined Contribution
plan.
d. The Committee shall provide oversight to ensure that: (1) actions taken by the
Retirement System are in the best interest of the residents of San Francisco; (2) all
propositions that modify the Retirement System are adequately described to
voters in the Voter Information Pamphlet.
e, in furtherance of its purpose, the committee may engage in any of the following
activities:
i. Inquire into the actions of the Retirement System by reviewing reports, analyses,
financial statements, actuarial reports, or other materials related to the
Retirement System. ) }

R2.2 That by the end of 2018, the Mayor and Board of Supervisors submit a Charter Mayor The recommendation will not be implemented because it is not | This recommendation is intended to add individuals to tl
amendment proposition to the voters to add three additional public members warranted or reasonable {explanation in next column) board who are not beneficiaries of the trust fund, and w
who are not Retirement System members to the Retirement Board, presumably act as guardians of the public interest. How

obligated to act only in the fiduciary interests of t+ n
recommendation would not accomplish its intende.. 502
will not be pursued. The City-closely monitors pension cc
financial planning - through the 5 year financial planning
projections as well as through the 2 year budget process
the Mayor's Office.in collaboration with the Controller's
Supervisors. We closely monitor the impact of our pens
long term deficit and will continute to seek to reduce prt
The Mayor will continue to consider any and all mechani
ensure fiscal sustainability.
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' Réspdndent assigned by' g

spoft Title Loleea O R Findmgs PRI I SUCGE i 2017 Responses (Agree/Dlsagree) 0 S S 2017 Response Text ;
etirement F3 That the Voter Information Pamphlets for Department of dnsagree wuth it, wholly (explanation in next column) The Department lacks sufficient knowledge to determine
-Increasing retroactive retirement benefit increase Elections included the information set forth in this finding,
anding & propositions between 1996 and 2008 did not

Voter Oversight provide voters with com plete estimates of the

propositions’ costs, who would pay those
costs, how those costs were financed, and
what the interest rates were.
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ZULD-L/ VI gTana aury

Respondent

o Recommendations s : assigned by CGJ- 2017, Résponses (im:plye”rynentatioh) : 2017 Response Text -

R3.1 That the Electtons Commission and the Department of Electlons ensure that future |Department of |The recommendation will not be:implemented because it is not | The Department lacks the authonty to ensure that futur(
Voter Information Pamphlets for Retirement System-related propositions provide |Elections warranted or reasonable {explanation in next column) \_Nlth complete financial details regarding Retwement Sys
voters with complete financial details. ! i The Department of Elections does not determine the cor

Information Pamphlet; that determination is made by or
ordinances are Included in the Municipal Elections Code.
is sumply to format information and transmit it to the pri
an ordinance requiring the Department of Elections to in
mformatlon regarding costs associated with retirement t
!nformatlon Pamphlet the Department will do 50.

R3.2 That by the end of 2018, the Controller’s Office provide SF residents, employees, The recommendation will not be implemented because it is not

and retirees with a description of the City’s Retirement System that enables them
to make informed decisions about it.

Department of
Elections

warranted or reasonable (explanation in next column)

The Dep_artment Jacks the authorlty to reqUire that the C
SF residents, employees, and retirees with a descri-  ™n
System that enables them to make informed decis.  a
adopted that requires additional content to be included
Pamphiet, the Department will comply with the ordinan
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sport Title. | #-

Findings - =~ @

' Respon'dér'\'t éssién’éd bQ i

CGJ. -

L2017 Resp6n$e$'(-Ag'rje'e/Disagre'e)"f»

2017 Response Text:

etirement

- Increasing
anding &

Voter Oversight

That the Voter Information Pamphlets for
retroactive retirement benefit increase
propositions between 1996 and 2008 did not
provide voters with complete estimates of the
propositions’ costs, who would pay those
costs, how those costs were financed, and

" |what the interest rates were.

Elections Commission

disagree with it, wholly (explanation in next column)

"|The Elections Commission disagrees wholly with the finc

Commission lacks the knowledge to assess whether thes
did not provide voters with full and accurate informatio
propositions. :
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Respondent .

to make informed decisions about it.

warranted or reasonable (explanation in next column).

. . o Recommendations o . assigned bv CGJ- |2017: Responses (implementatuon) : s 12007 Response Text
_ R3.1 That the Elect|ons Commlssaon and the Department of Elect|ons ensure that future | Elections The recommendation will not be implemented because |t is not The Elections Commission will not |mp|ement thls recom
Voter information Pamphlets for Retirement System-related propositions provide [Commission warranted or reasonable (explanation in next column) - |Commission lacks the authority to do what is requested.
voters with complete financial detalils, ‘ L : i o :
R3.2 That by the end of 2018, the Controller's Office provide SF residents, employees, |Elections The recommendation will not be implemented because it is not | The Elections Commission will not implement this recor
and retirees with a description of the City’s Retirement System that enables them |Commission

Commission lacks the authority to do what is requested.




CITY AND COUNTY OF SAN FRANCISCO
'OFFICE OF THE CONTROLLER , : Ben Rosenfield
' ' Controller -

Todd Rydstrom
Deputy Controller

August 11, 2017

The Honorable Teri L. Jackson

Presiding Judge, Superior Court of Cahforma, County of San Francisco
400 McAllister Street, Room 008

San Francisco, CA 94102

- Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand
Jury report, The San Francisco Retirement System — Increasing Understanding and Adding Voter

~ Oversight. We would like to thank the Civil Grand Jury for their attention to this subject. Managing
retirement benefits, plans and funding are among the most complex financial and workforce issues faced
by governments and other entities nationwide. Consistently modehng, projecting and managing pension
costs, and providing reporting and transparency to the public, is challenging. The Controller’s Office
works continuously to improve the quality of the City’s financial management and reporting. Especially
where the public are the primary users of financial information, such as in our required ballot statemerits,
we work hard to make our reports clear and straightforward.

"Overall, the Controllet’s Office strives to be a responsible financial steward for the City and has been a
leader in analyzing ways to manage long-term costs, reduce the Retirement System’s unfunded actuarial
liability, and create fair cost-sharing between employees and the City as an émployer. Over the last -
eight years, the Controller’s Office has supported five different efforts to model financial and actuarial
projections and make changes to pension benefits to better manage future costs. Many of these efforts
have resulted in proposals moved forward by the Mayor and Board of Superwsors and ultlmately
adopted by C1ty voters.

~The Civil Grand Jury’s report provided important findings and recommendations and helped us
understand how our financial reporting and statements are received. We will use this feedback to
improve efforts to communicate with leadershlp, stakeholders and the pubhc on these issues.

If you have any questlons about this response, please contact Deputy Controller Todd Rydstrom or me at
415-554-7500.

Respectfully submitted,

%Va don
B osenfield
Controller

cc: Angela Calvillo, Clerk of the Board, City and County ef San Francisco |

115-554-7500 L City Hall « 1 Dr. Carlton B. Goodlett Place » Room 316 * San Francisco CA 94102-4694 FAX 415-554-7466
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/2017 Résponses

ST Ar’{éspohéeng'aési‘gnéd " i
: S Fndings e o o by el | (Agree/Disagree) : N 2017 Response Text

F2 1) That the City’s Retirement System diligently | Controller disagree with it, While the Controller’s Office finds the Civil Grand Jury's statement regarding
protects the retirement-related interests of partially (explanatibh the health of the Retirement Fund to be overstated, we do share the general
the City's employees and retirees; 2) that the in next column) concern regarding the increase in the system's net pension fiability in recent
Retirement Board has a majority of members : ' years and its implications for future City costs. We have presented discussion
who are also members of the Retirement and analysis in the City's recent Comprehensive Annual Financial Reports
System (they receive, or will receive, (CAFR) and in the City's Five-Year Financial Plan on this topic. We believe that
pensions); 3) that when it came to retroactive the health of the system needs to be closely monitored and that it is likely to
retirement benefit increase propositions create financial pressure for the City in the years ahead absent changes to
between 1996 and 2008, the Mayor, Board of benefits. The Controller's Office disagrees with the finding that our office, the
Supervisors, Retirement Board, and Controller Mayor, and the Board of Supervisors did not fulfill our responsibilities to
did not fulfill their responsibility to watch out watch aut for the interest of the City and its residents regarding benefit
for the interests of the City and its residents; changes on the ballot between 1996 and 2008. Cost anzlyses prepared by our
and 4) that despite previous Retirement office and the Retirement System were based upon the best available
System-related propositions {2010 Proposition information, and were in line with actuarial and economic assumptions in use
D and 2011 Proposition C) that reduced future atthe time. As noted in those analyses, benefit costs and Retirement Fund
pension liabilities, the Retirement System results are highly sensitive to a number of economic assumptions, several of
remains seriously underfunded, threatening which were not met in the years foliowing the changes approved by voters.
the fiscal status of the City. )

F3 That the Voter Information Pamphlets for Controller disagree with it, The Controller's Office cost analyses for measures in these years included
retroactive retirement benefit increase partially {explanation|estimates based upon actuarial and financial assumptions utilized by the
propositions between 1996 and 2008 did not in next cofumn) Retirement System at the time. Our analyses noted the sensitivity of the cost
provide voters with complete estimates of the analyses to these assumptions. By necessity, these cost analyses are brief
propositions’ costs, who would pay those written statements for the Voter Information Pamphlet, with detailed files
costs, how those costs were financed, and maintained for stakeholders or members of the public interested in exploring
what the interest rates were. further. We are open to specific comments on ways to improve our ballot

cost analyses, including those for future pension measures. We are open to
the possibility of providing a section in the Voter Information Pamphiet with
background on public pension structures and status, similar to our section
regarding debt management and bond financing that is provided when bonds
are on the ballot.

F4 The-Controller and the Retirement System Controller disagree with it, The-Retirement System produces various reports detailing financial, actuarial,

provide extensive reports about the
Retirement System, but they are too complex
for the average citizen, employee, or retiree to
understand. The data in the Retirement
System reports is not available to the
Retirement Systemn or the public in a dataset,
making research and analysis more difficult.

partially (exp]anation
in next column)

and operational issues, including & summary of their financial statements that
are designed for a knowledgable but non-expert audience. The Controller’s
Office, in the City's Five-Year Financial Plan, reports on the expected future
retirement costs to the City, and includes discussion of the health ofthe
Retirement Fund in the City's Comprehensive Annual Financial Report (CAFR).
The Controller's Office has made regular public presentations at hearings held
by the Board of Supervisors on the health of the Retirement System and its
implications for the financial health of the City. We welcome comments on
specific ways to improve these various products to ensure their ability to be
useful to a broad array of audiences interested in this complex topic.
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Récommendations

Respondent
assigned by CG!

2017 Respdnsés {implementation) -

2017 Response Text

2.1

That the Board of Supervisors establish
a permanent Retirement System
Oversight Committee to develop a
comprehensive, long-term solution for
the Retirement System that is fair to
both employees and taxpayers, and
present it to the votersina
proposition by 2018. Alf options for
reducing pension liabilities must be
considered, including a hybrid Defined
Benefit / Defined Contribution plan.
The details of the committee are:

1. Name: Retirement System Oversight
Committee

2. Purpose

a. Develop a comprehensive, long-
term solution for the Retirement
System’s unfunded liabilities that is fair|
to both employees, retirees, and
taxpayers, and present it to votersin a.
propasition by the end of 2018. All
options should be on the table,
including a Hybrid Defined Benefit /
DefinedContribution plan.

b. Inform and educate the public
concerning the finances of the
Retirement System.

Controller

The recommendation will not be
implemented because it is not
warranted or reasonable
{exptanation in next column)

This recommendation should be directed to the Mayor and
Board of Supervisors) and not the Controller's Office. In our
role asfinancial advisor, the Controller's Office will support
whatever efforts policymakers put in place to study the
health of the Retirement Fund and to consider changes to
manage future financial costs for the City. We note,
however, that the City has rigorous ongoing practices built
in to its financial management to review changes in the
funded status of the Retirement Fund and their implications
for the City's finances. Fu rther, the Controller’s Office has
supported five different efforts in the last eight years to
model financial and actuarial projections and make changes
to pension benefits to better manage future costs. Many of
these efforts have resulted in proposals moved forward by
the Mayor and Board of Supervisors and ultimately adopted
by City voters.

2.2

That by the end of 2018, the Mayor
and Board of Supervisors submit a
Charter amendment proposition to the
voters to add three additional public
members who are not Retirement
System members to the Retirement
Board.

Controller

The recommendation will not be
implemented because it is not
warranted or reasonable
(explanation in next column)

This recommendation shouid be directed to the Mayor and
Board of Supervisors, and not the Controller’s Office. In our
role as financial advisor, the Controller's Office will support
whatever efforts policymakers request to review
governance questions regarding the Retirement Board. We
note, however, that Retirement Board members are
fiduciaries that have a duty to the system's participants and
not to “watch out for the interests of the City and its
residents." This broader responsibility falls on the Mayor,
Board of Supervisors and other policymakers. Under the City
Charter ultimately the voters of San Francisco determine
benefit levels, unlike the majority of governments where
retirement benefits levels are not subject to a vote of the
people.

That the Elections Commission and the
Department of Elections ensure that
future Voter Information Pamphlets
for Retirement System-related
propositions provide voters with
complete financial details.

Controller

The recommendation requires
further analysis (explanation of the
scope of that analysisand a
timeframe for discussion, not more
than six months from the release of
the report-noted in next column)

Both the Retirement System and the Controller's Office
prepare extensive analyses of any pension-related measure
placed on the ballot. By necessity, these cost analyses are
brief written statements, with more detailed files
maintained and available for inspection by members of the
public interested in exploring the issues in more depth. We
are open to specific comments and thoughts on ways to
improve our ballot cost analyses, including those for future
pensicn measures. We are open to the possibility of
providing a background section in the Voter information
Pamphlet with further information on public pension
structures and San Francisco's status. We currently provide
a background section regarding debt management, bond
financing and San Francisco's status in all elections where
bonds are on the ballot.
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|Respondent

. Recommendations ... - |assigned by CGJ.|2017 Responses {implementation) | |2017 Response Text: 0 o P
3.2 That by the end of 2018, the Controller The recommendation has been The Retirement System, the Controller's Office, and others
Controller’s Office provide SF implemented {summary of how it  |already produce a wide array of public reports for various
residents, employees, and retirees was:implemented in next column}  |audiences on the financial health of the Retirement Fund
with a description of the City’s : : and its implications for both beneficiaries and the City
Retirement System that enables them government. We have augmented this reporting in recent
to make informed decisions about it. years with additional detailed analysis and discussion in the
City's Five Year Financial Plan: We welcome specific
suggestions to improve these products, but do not believe
that an additional annual report will improve public
knowledge of this toplc. As discussed elsewhere, we are
open to specific means of improving our ballot measure
analysis, including the possibility of providing additional
background information in the voter information pamphlet
when pension measures are placed before the voters,
similar to our discussion of debt financing when bond
authorizations are on the ballot.
1.1 That by the end of 2018, the Controller The recommendation will not be This recommendation should be directed to the Retirement
Retirement System develop and . implemented because it is not System and not the Controller's Office.
maintain a dataset based on the data warranted or reasonable :
in its actuarial and financial reports of (explanation in next column)
the last 20 years, and make that
dataset available to the public.
1.2 That by the end of 2018, the Controller The recommendation requires The City's Five-Year Financial Plan includes clear discussion

Controller’s Office develop and
produce an annual Retirement System
Report that clearly explains the
current and projected status of the
Retirement System and its effect on
the City’s budget.

further analysis (explanation of the
scope of that analysis and a
timeframe for discussion, not more
than six months from the release of
the report noted in next column)

regarding the high-level financial status of the Retirement

Fund and its implications for future City costs, including

analysis of the effects of a downturn in investment returns
that may occur in a recession. The City's Comprehensive
Annual Financial Report also includes discussion of the

health and funded status of the Retirement Fund. The
Retirement System produces various reports detailing

financial, actuarial, and operational issues, including a
summary of their financial statements that are designed for
a knowledgable but non-expert audience. We welcome
comments on specific ways to improve these products to

ensure that they are useful to a broad array of audiences

interested in this complex topic.
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Finding F1

That there are multiple causes for the City’s $5.81 billion debt to its Retirement System, including
investment losses ($1.4 billion), a court ruling on Supplemental Cost of Living Adjustments (COLAs) in
the 2011 Proposition C ($1.3 billion), and changes in demographic assumptions ($1.1 billion). However,
the principal undetlying cause is the estimated $3.5 billion in retroactive retirement benefit increases
implemented by voter-approved propositions between 1996 and 2008.

Mayor’s Office Response to Finding F1
Disagree with it, partially.

We agree that there are multiple drivers of the City's long term pension obligations. However, SFERS is
among the top-performing and well-funded public pension plans in the United States. We are confident
that, over the long term, the assets in the SFERS Trust will be sufficient to pay the promised benefits to all
active and retired SFERS members. Each year, the Retirement Board receives an actuatial valuation - a
snapshot of the long-term progress of the fund toward full funding of all promised benefits - from which
they review and adjust, if prudent and appropriate, existing funding policies to ensure the long-term
financial strength of the SFERS Trust. In accordance with the City Charter and Retitement Board policies,
the cost or increase in liabilities associated with every voter-approved proposition is amortized over up to a
20-year period.

The Retirement System unfunded liability is not a “debt”, but rather a funding gap that will be made up
over the very long term, not only by the City, but also by City employees as a result of the employee cost
sharing provisions approved by the City voters in 2011 (Proposition C) and long term investment gains. As
reflected in the past investment performance of the Retirement System — relative to U.S. public fund peers,
SFERS’ investment results ranked in the first quartile for the 3 year, 5 year and 10 year time periods,
mvestment gains will also contribute a significant amount towards reducing the unfunded liabilities of the
Retirement System.

SF CGJ Notes

The Mayor’s Office’s cover letter states that “The System is currently 85% funded, versus an average of
72% funded amongst peer jurisdictions.”

The 7/1/16 Actuarial Valuation Report (page 1) shows two funded ratios: 82.6% based on Market Value
of Assets, and 84.6% based on Actuarial Value of Assets.
http:/ /mysfers.org/wp-content/uploads/SFERS-2016-AVR_2017-02-01s.pdf

The 6/30/16 GASB 67/68 Report (page 9) shows the “Plan fiduciary net position as a percentage of the
total pension lability” as 77.61%.
http:/ /mysfers.org/wp-content/uploads/11092016-board-meeting-11-gasb.pdf

The 6/30/16 SFERS Annual Report (page 3) states “At the June 30, 2016 fiscal year-end measurement
date, the plan net position as a percentage of total pension liability is 77.6% based on total pension liability
of $26.0 billion and plan net position of $20.2 billion.”
http://mysfers.org/wp-content/uploads/SFERS_AnnualReport_FY16_web.pdf

None of the reports explain the differences between the Actuarial Valuation Report’s funded percentages
and the funded percentage in the GASB 67/68 and SFERS Annual Reports.
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

The Retirement System unfunded liability has an outstanding balance, an annual interest rate of 7.5%, and
annual payments for interest and principal, so it strongly resembles a debt. The City’s employees do not
pay for this debt.

The unfunded liability is part of employees’ compensation for services rendered during a year for the
benefit of the City’s residents. By amortizing the unfunded Lability over up to 20 years, we are making
future residents pay for services received by current residents. This is called intergenerational inequity.

Retirement Board Response to Finding F1
Disagree with it, wholly.

The Retirtement Board is confident that, over the long term, the assets in the SFERS Trust will be
sufficient to pay the promised benefits to all beneficiaries. We emphasize the long term view because none
of the figures cited as “debt” are due now. Rather, the items being called a “debt” are funding gaps (ie.,
unfunded liabilities) which are designed to be paid off over the life of the SFERS Trust. Additionally,
under Proposition C, City employees now pay more out of each and every paycheck into the SFERS Trust,
which has reduced the City’s cost.

Despite investment shortfalls from two recent major recessions, including the Tech Bubble and the Global
Financial Crisis, SFERS is closing the gap and ranked in the first quartile of all U.S. public fund peers.
SFERS investment performance varies from year-to-year due to financial markets; however, SFERS invests
for the long term, evidenced by it top quattile performance, over the 3 year, 5 year, and 10 year time
periods. SFERS investment gains have contributed a significant amount toward reducing the unfunded
liabilities.

In accordance with the City Charter and Retirement Board policies, the cost or increase in liabilities
associated with every voter-approved proposition is amostized over up to a 20-year petiod. The remaining
cost of the benefit and COLA increases approved by City voters between 1996 and 2008 was $1.038
billion, 2s of June 30, 2016. By 2028, this liability will be paid in full. The present value of the increase in
the unfunded liability resulting from the court ruling on the Supplemental COLA retroactive payments of
2013 and 2014 was calculated to be §429.3 million, as of July 2016.

SF CGJ Notes

The Retirement System’s unfunded liability has an outstanding balance, an annual interest rate of 7.5%, and
annual payments for interest and principal, so it strongly resembles a debt. The City’s employees do not
pay for this debt.

The unfunded lability is part of employees’ compensation for services rendered during a year for the
benefit of the City’s residents. By amortizing the unfunded liability over up to 20 years, we are making
future residents pay for services received by current residents. This is intergenerational inequity.

The 6/30/16 GASB 67/68 Report (page 2) states “The Net Pension Liability (NPL) increased significantly
by about $3,517 million since the prior measurement date, primarily due to investment losses ($1,384
million), the Appeal Court’s elimination of the full funding requirement for certain members

(51,294 million), and the impact of the revised demographic assumptions and change in discount rate
($1,087 million).”

(bolding added)
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Recommendation R1.1

That the Mayor and Board of Supervisors fully disclose the financial details of any future retirement benefit
increases or decreases to the public.

Mayor’s Office Response to Recommendation R1.1
The recommendation has been implemented.

The financial impact of major changes that impact benefit structure are already fully disclosed to the voters
via the ballot (see below). Day to day decisions taken by the Retirement Board are also already disclosed to
the public. Board meetings are public; agendas and minutes are posted online. Any action taken by the
board is publicly posted.

All changes in SFERS benefit provisions must be approved by the City’s voters. For items on the ballot we
are required by charter to provide actuarial reports detailing the costs of the proposition, which are
disclosed on the ballot. The Retirement System and the Controller's Office prepare extensive analyses of
any pension-related measure placed on the ballot. By necessity, these cost analyses are brief written
statements, with more detailed files maintained and available for inspection by members of the public
interested in exploring the issues in more depth.

SF CGJ Notes

The Voter Information Pamphlets for retroactive retirement benefit increases have not included the
actuarial reports, the debt’s principal amount, the debt’s interest rate, or the debt’s amortization schedule.

In the June 2008 Voter Information Pamphlet, the “Information on Local Ballot Measures™ page, the
Proposition B pages, and the Proposition B Legal Text make no mention of “more detailed files
maintained and available for inspection by members of the public.”

Retirement Board Response to Recommendation R1.1
The recommendation has been implemented.

The Retirement Board will continue its long-standing practice for any and all future City ordinances or City
Charter amendments that impact retirement benefits. The Retirement Board's consulting actuary will
prepare and present a cost-effect report to the Board of Supervisors, as required under the City Charter.
Each report will be prepared in accordance with industry standards and practices, using the best available
demographic information and economic information at the time, as well as the long-term demographic and
economic assumptions adopted by the Retirement Board. The report is intended to assist the Board of
Supervisors and/or the City’s voters, by providing an expert's projection of the overall cost and increase in
liability for each proposition. These reports accurately measure the cost/effect impact of the proposition
at the time they are prepared. Certainly, the cost or change in liability may differ, in the future, due to
changes in fund investment performance (e.g. 2007-08 Global Financial Crisis), changes in economic and
demographic assumptions, and changes in plan provisions which are beyond the Retirement Board’s
control.

SF CGJ Notes

The actuarial cost reports for retroactive benefit increase propositions were not mentioned in the Voter
Information Pamphlets.
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Recommendation R1.2

That by the end of 2018, the Retirement Board produce an annual report for the public showing each
component of the debt owed by the City to the Retirement System, including the full history of each

component and descriptions of all calculations.

Mayor’s Office Response to Recommendation R1.2
The recommendation has been implemented.

The Retirement System provides extensive reports detailing financial, actuarial and administrative matters
on an annual basis. These annual reports include audited financial statements and required supplementary
information, an actuarial valuation, and a department annual report which consolidates the financial and
actuarial information with detailed information on the administration of the Retirement System. The details
of the breakout for each component of unfunded liability related to the City’s retirement plan are
contained in the annual actuarial valuation report. There is a description of the calculation method in the
appendix of the report. The Retirement System maintains five years of the SFERS annual actuarial
valuation report on its website. Historical valuation reports beyond the five years available on the website
are available by request to the Retirement System.

SF CG]J Notes

The 7/1/16 SFERS Actuarial Valuation Report, page 26, “Section V — Contributions” table, shows the
values for only a single year. It does not show the full amortization schedule for each proposition.

“There is a description of the calculation method in the appendix of the report.”

Appendix B — Actuarial Assumptions and Methods, pages 67-68, 3. Amortization Method contains high
level descriptions such as “Any Charter change prior to 7/1/2014 has been amortized over 20 years from
the date it was first recognized in the valuation.” It does not describe the calculation method for these
elements of the “Section V — Contributions™ table:

Outstanding Balance, Amortization Payment, Payment as % of Pay.

Retirement Board Response to Recommendation R1.2
The recommendation has been implemented.

The Retirement System provides extensive reports detailing financial, actuarial and administrative matters,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience, on an annual basis. These annual reports are available on the SFERS website and include audited
financial statements and required supplementary information, an actuarial valuation, and a department
annual report which consolidates the financial and actuarial information with detailed information on the
administration of the Retirement System. The details of the breakout for each component of unfunded
liability related to the City’s retirement plan are contained in each annual actuarial valuation report. The
Retirement System maintains at least five years of the SFERS annual actuarial valuation report on its
website. Historical valuation reports beyond the years available on the website are available by request to
the Retirement System. The Retirement System welcomes comments on specific ways to improve these
various products to ensure their ability to be useful to a broad array of audiences interested in this complex
topic.

SF CGJ Notes

The 7/1/16 SFERS Actuatial Valuation Report, page 26, “Section V — Contributions” table, shows the
values for only a single year. It does not show the full amortization schedule for each proposition.

The calculations are not described: See above SF CGJ Notes on Appendix B.
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Finding F2

1) That the City’s Retirement System diligently protects the retirement-related interests of the City’s
employees and retirees;

2) that the Retirement Board has a majority of members who are also members of the Retirement System
(they receive, or will receive, pensions);

3) that when it came to retroactive retirement benefit increase propositions between 1996 and 2008, the
Mayor, Board of Supetvisors, Retirement Board, and Controller did not fulfill their responsibility to watch
out for the interests of the City and its residents; and

4) that despite previous Retirement System-related propositions (2010 Proposition D and 2011 Proposition
C) that reduced future pension liabilities, the Retirement System remains seriously underfunded,
threatening the fiscal status of the City.

Mayor’s Office Response to Finding F2
Disagree with it, partially.

We are in agreement that the City's Retirement System diligently protects the retitement interests of the
City's employees and Retirees (item 1). We also agree about the composition of the retirement board (item
2).

However, we disagree with finding (3). Cost analyses prepared by the Controller and the Retirement
System were based upon the best available information, and were in line with actuarial and economic
assumptions in use at the time. As noted in those analyses, benefit costs and Retirement Fund results are
highly sensitive to a number of economic assumptions, several of which were not met in the years
following the changes approved by voters.

In addition, we disagree with finding 4). Future pension liabilities are a great concern for the city, and are
carefully tracked and analyzed closely on an ongoing basis by the Mayor's Office, Controller's Office,
Retirement System and the Board of Supervisors' Budget and Legislative analyst. Projected costs are
forecast and incorporated into our 5-year financial planning process which is jointly developed by the
Mayor's Budget Office, the Controller’s Office and the Board of Supervisors' Budget and Legislative
analyst.

We have also made significant strides in enacting policy to reduce our pension liability and continue to
look for ways to reduce our long-term pension liabilities. The SFERS retirement system is 85% funded.
While still not fully funded, it is important to consider that relative to comparable systems, San Francisco’s
SFERS is faring very well, and is among the top-performing and well-funded public pension plans in the
United States. A recent report by the City Services Auditor found that the peer average for city employee
pension plans as of FY 15 was 72% funded (compared with SFERS at 85%). For instance, CALPERS is
currently funded at 69% and Los Angeles is funded at 83%. As of FY 15, Seattle was funded at 66% and
Portland at 46%.

SF CGJ Notes

Information provided in the Voter Information Pamphlets for retroactive retirement benefit increase
propositions was not enough for voters to make a well-informed decision.

The City Services Auditor report mentioned is for Fiscal Year 2015, so it is not current. As stated in our
report, the current funding level is 77.6% as of 6/30/2016 (GASB 67/68 Report for 6/30/16
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INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Measurement Date).

CALPERS recently changed their expected return on investments from 7.5% to 7.0% in steps over the last
few years. If the Retitement System did the same, the funding level would be significantly lowered.

Retirement Board Response to Finding F2
Disagree with it, partially.

SFERS is among the top performing and well-funded public pension plans in the United States and
disagrees with the finding that the “Retirement System remains seriously underfunded.” The Retirement
Board is confident that, over the long term, the assets in the SFERS Trust will be sufficient to pay the
promised benefits to all beneficiaries. The Retirement Board recognizes that unfunded habilities are not a
“debt” that must be paid today. Rather, the Retirement Board annually adopts and administer a funding
policy to assure that all promised benefits will be paid over the combined lifetimes of the members and
their beneficiaries.

Each year, the Retirement Board receives an actuarial valuation — a detailed repozt on the long-term
progress of the SFERS Trust toward reducing all pension liabilities. Existing funding policies are reviewed
and adjusted, where appropriate, to ensure the long-term financial strength of the SFERS Trust. In
accordance with the City Charter, Retirement Board policies, and industry best practices, any increase in
the unfunded liabilities associated with every voter-approved proposition is spread out over a 20-year
period, which minimizes the impact to the City budget. Based on recent actuarial projections, the
Retirement Board expects a continued reduction in liabilities associated with voter-approved benefit
improvements over the long-term.

The Retirement Board also strongly disagrees with the finding “that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of Supervisors, Retirement Board,
and Controller did not fulfill their responsibility to watch out for the interests of the City and its residents.”
The Retirement Board does not approve plan benefits; its fiduciary duty is to manage the SFERS Trust and
pay the mandated benefits approved by City voters. As fiduciaries to the SFERS Trust, the Retirement
Board is legally bound, as set forth in the California State Constitution, and in the San Francisco Charter,
to administer the SFERS Trust solely for the benefit of active and retired members of the Retirement
System, and their survivors and beneficiaries. Under the State Constitution, the Retrement Board is
required to discharge its duties with respect to the SFERS Trust solely in the interest of, and for the
exclusive purposes of providing benefits to SFERS participants and their beneficiaries, minimizing
employer contributions thereto, and defraying reasonable expenses of administeting the system. Under
trust law, the Retirement Board's duty to its participants and their beneficiaries takes precedence over any
other duty, including any duty to the City or its residents.

For each proposition related to changes in SFERS benefits that was presented to City voters during the
period from 1996 to 2008, the Retirement Board's consulting actuary prepared and presented a cost-effect
report to the Board of Supervisors as required under the City Charter. Each report was prepared in
accordance with industry standards and practices, using the best available demographic information and
economic information at the time, as well as the long-term demographic and economic assumptions
adopted by the Retirement Board, to provide an expert's projection of the overall cost and increase in
liability for each proposition upon which the Board of Supervisors and the City's voters can make their
determination regarding each proposition. These reports accurately measured the cost/effect impact of
the propositions at the time they were prepared and presented to the Board of Supervisors and the City's
voters. Certainly, these measurements may differ into the future due to changes in fund investment
performance (e.g. 2007-08 Global Financial Crisis), changes in economic and demographic assumptions
(e.g., people living longer than previously expected), and changes in plan provisions which are beyond the
Retirement Board’s control. The Retirement Board fulfilled its fiduciary responsibility, as required by law,
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for each of the Retirement System-related propositions presented to the City's voters between 1996 and
2008.

SF CGJ Notes

The unfunded liabilities may not be a “debt” that must be paid today, but the $435,750,000 interest
payment must be paid today ($5.81 billion at 7.5%).

The 6/30/16 GASB 67/68 Report (page 31} shows the “UAL Contribution” going to zero in 2083 (UAL
= Unfunded Actuarial Liability).

The actuarial reports for retroactive benefit increases were not presented to the voters.

Controller’s Office Response to Finding F2
Disagree with it, partially.

While the Controller's Office finds the Civil Grand Jury's statement regarding the health of the Retirement
Fund to be overstated, we do share the general concern regarding the increase in the system's net pension
liability in recent years and its implications for future City costs. We have presented discussion and analysis
in the City's recent Comprehensive Annual Financial Reports (CAFR) and in the City's Five-Year Financial
Plan on this topic. We believe that the health of the system needs to be closely monitored and that it is
likely to create financial pressure for the City in the years ahead absent changes to benefits. The
Controller's Office disagrees with the finding that our office, the Mayor, and the Board of Supervisors did
not fulfill our responsibilities to watch out for the interest of the City and its residents regarding benefit
changes on the ballot between 1996 and 2008. Cost analyses prepared by our office and the Retirement
System were based upon the best available information, and were in line with actuarial and economic
assumptions in use at the time. As noted in those analyses, benefit costs and Retirement Fund results are
highly sensitive to a number of economic assumptions, several of which were not met in the years
following the changes approved by voters.

SF CGJ Notes

“We believe that the health of the system needs to be closely monitored and that it is likely to create
financial pressure for the City in the years ahead absent changes to benefits.”

This is a reason for creating a Retirement System Oversight Committee, or a similar body.

The City does not have a standing body to address changes to the Retirement System. The CA Supreme
Court has accepted two cases that will probably lead to the temoval of the “California Rule”. If this occurs,
there will be SF propositions to change the Retitement System, and those changes might not be to the

.| City’s benefit. The City should get ahead of this situation by creating a permanent, knowledgeable group of
the stakeholders and have them propose solutions to Retirement System issues.

Recommendation R2.1

That the Board of Supervisors establish a permanent Retirement System Oversight Committee to develop
a comprehensive, long-term solution for the Retirement System that is fair to both employees and
taxpayers, and present it to the voters in a proposition by 2018. All options for reducing pension liabilities
must be considered, including a hybrid Defined Benefit / Defined Contribution plan.

The details of the committee are listed at the end of this document due to its length.
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Mayor’s Office Response to Recommendation R2.1
The recommendation will not be implemented because it is not warranted or reasonable.

The City already has a Retirement Board which functions as oversight to the Retirement System, and the
Mayor’s Office has no authority to establish or empanel 2 new Board committee. Mayor Lee worked to
pass major pension reform legislation in 2011 and the City's long-term pension obligations would be much
worse if it was not for these measures. Lastly, the City closely monitors pension costs in our long range
financial planning- through the 5 year financial planning process, deficit projections as well as through the
2 year budget process, which are developed by the Mayor's Office in collaboration with the Controller's
Office and the Board of Supervisors. We closely monitor the impact of our pension obligations on our
long term deficit and will continue to seek to reduce projected deficits over time.

SF CG]J Notes
We should not have directed Recommendation R2.1 to the Mayor’s Office; we apologize for our error.

The Retirement Board governs and controls the Retirement System, but does not have an oversight
function.

The City does not have a standing body to address changes to the Retirement System. The CA Supreme
Court has accepted two cases that will probably lead to the removal of the “California Rule”. If this occurs,
there will be SF propositions to change the Retirement System, and those changes might not be to the
City’s benefit. The City should get ahead of this situation by creating a permanent, knowledgeable group of
the stakeholders and have them propose solutions to Retirement System issues.

Controller’s Office Response to Recommendation R2.1
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Mayor and Board of Supervisors, and not the Controllet's
Office. In our role as financial advisor, the Controller's Office will support whatever efforts policymakers
put in place to study the health of the Retirement Fund and to consider changes to manage future financial
costs for the City. We note, however, that the City has rigorous ongoing practices built in to its financial
management to review changes in the funded status of the Retirement Fund and their implications for the
City's finances. Further, the Controller's Office has supported five different efforts in the last eight years to
model financial and actuarial projections and make changes to pension benefits to better manage future
costs. Many of these efforts have resulted in proposals moved forward by the Mayor and Board of
Supervisors and ultimately adopted by City voters.

SF CGJ Notes

We should not have directed Recommendation R2.1 to the Controller’s Office; we apologize for our error.

Retirement Board Response to Recommendation R2.1
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Board of Supervisors and not the Retirement Board.

Note: These considerations already have and do occur. For example, in 2011, the Mayor, the Board of

Supervisors, other City officials, employee groups, and members of the public worked to pass Proposition

C. Now, under Proposition C, employees pay more out of each and every paycheck into the SFERS Trust,

which has reduced the City’s contribution rate, as a percentage of payroll. This has reduced the City’s
ension lability over the long term.
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On an annual basis, the City’s leadership reviews pension costs, contribution rates, and their financial
impacts in the City budget process and in other settings. On a regular basis, SFERS provides the City with
detailed information, funding and contribution projections and stress testing results from the Retirement
Board’s actuarial consultant, and any other requested information related to the pension liabilities and
employer contributions as part of the City’s overall financial planning process. All changes in SFERS
benefit provisions must be approved by the City’s voters. The Retirement Board cannot approve changes
in SFERS benefit provisions.

SF CGJ Notes
We should not have directed Recommendation R2.1 to the Retirement Board; we apologize for our error.

The City does not have a standing body to address changes to the Retirement System. The CA Supreme
Coutt has accepted two cases that will probably lead to the removal of the “California Rule”. If this occurs,
there will be SF propositions to change the Retirement System, and those changes might not be to the
City’s benefit. The City should get ahead of this situation by creating a permanent, knowledgeable group of
the stakeholders and have them propose solutions to Retirement System issues. '

Recommendation R2.2

That by the end of 2018, the Mayor and Board of Supervisors submit a Charter amendment proposition to
the voters to add three additional public members who are not Retirement System memberts to the
Retirement Board.

Mayor’s Office Response to Recommendation R2.2
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation is intended to add individuals to the retirement system board who are not
beneficiaries of the trust fund, and who will therefore presumably act as guardians of the public interest.
However, trustees are always obligated to act only in the fiduciary interests of the beneficiaries. Therefore,
this recommendation would not accomplish its intended goals, and for that reason will not be pursued.
The City closely monitors pension costs in our long range financial planning - through the 5 year financial
planning process, deficit projections as well as through the 2 year budget process, which are developed by
the Mayor's Office in collaboration with the Controller's Office and the Board of Supervisors. We closely
monitor the impact of our pension obligations on our long-term deficit and will continue to seek to reduce
projected deficits over time. The Mayor will continue to consider any and all mechanisms within his
purview to ensure fiscal sustainability.

SF CG]J Notes

The current Retirement Board members fulfill their fiduciary responsibilities regardless of whether or not
they are beneficiaries; three additional public members should be expected to do the same.

The Retirement Board members’ duties include “minimizing employer contributions theteto™.

The San Francisco Charter, Article XII: Employee Retirement and Health Service Systems, Sec. 12.100.
Retitement Board, includes this statement:

In accordance with Article XV'1, Section 17, of the California Constitution, the Retirement Board shall have plenary
authority and fiduciary responsibility for investment of monies and administration of the Retirement System.

An excerpt from the CA Constitution, Article XVI, Section 17:
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(b) The members of the retirement board of a public pension or retirement system shall discharge their duties with respect to the
system solely in the interest of, and for the exclusive purposes of providing benefits o, participants and their bengficiaries,
minimizing employer contributions thereto, and defraying reasonable expenses of administering the system. A
retirement board’s duty to its participants and their beneficiaries shall take precedence over any other duty.

Controller’s Office Response to Recommendation R2.2
‘The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Mayor and Board of Supervisors, and not the Controller's
Office. In our role 2s financial advisor, the Controllet's Office will support whatever efforts policymalkers
request to review governance questions regarding the Retirement Board. We note, however, that
Retirement Board members are fiduciaries that have a duty to the system's participants and not to "watch
out for the interests of the City and its residents.” This broader responsibility falls on the Mayor, Board of
Supervisors and other policymakers. Under the City Charter ultimately the voters of San Francisco
determine benefit levels, unlike the majority of governments where retirement benefits levels are not
subject to a vote of the people.

SF CGJ Notes

We should not have directed Recommendation R2.2 to the Controller’s Office; we apologize for our error.

Retirement Board Response to Recommendation R2.2
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Mayor’s Office and Board of Supervisors and not the
Retirement Board.

Note: SFERS does not believe this recommendation will lead to the desired outcome of having
representatives on the Retirement Board “to watch out for the interests of the City and its residents.”

All members of the Retirement Board, regardless of who elected or appointed them to the Board, have a
fiduciary duty to SFERS participants and their beneficiaties. In accordance with the California State
Constitution, this duty takes precedence over any other duty or concern. Under the State Constitution, the
Retirement Board is required to discharge its duties with respect to-the SFERS Trust solely in the interest
of, and for the exclusive purposes of providing benefits to SFERS participants and their beneficiaries,
minimizing employer contributions thereto, and defraying reasonable expenses of administering the
system. Under trust law, the Retirement Board's duty to its participants and their beneficiaries takes
precedence over any other duty, including any duty to the City or its residents.

SF CGJ Notes

We should not have directed Recommendation R2.2 to the Retirement Board; we apologize for our error.
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Finding F3

That the Voter Information Pamphlets for retroactive retirement benefit increase propositions between
1996 and 2008 did not provide voters with complete estimates of the propositions’ costs, who would pay
those costs, how those costs were financed, and what the interest rates were.

Elections Commission Response to Finding F3
Disagree with it, wholly.

The Elections Commission disagrees wholly with the finding because the Commission lacks the knowledge
to assess whether these specific VIPs did or did not provide voters with full and accurate information
regarding these propositions.

SF CG]J Notes

We should not have directed Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.

Department of Elections Response to Finding F3
Disagree with it, wholly.

The Department lacks sufficient knowledge to determine whether these VIPs included the information set
forth in this finding.

SF CG]J Notes

We should not have directed Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.

Controller’s Office Response to Finding F3
Disagree with it, partially.

The Controller's Office cost analyses for measures in these years included estimates based upon actuarial
and fmancial assumptions utilized by the Retirement System at the time. Our analyses noted the sensitivity
of the cost analyses to these assumptions. By necessity, these cost analyses are brief written statements for
the Voter Information Pamphlet, with detailed files maintained for stakeholders or members of the public
interested in exploring further. We are open to specific comments on ways to improve our ballot cost
analyses, including those for future pension measures. We are open to the possibility of providing a section
in the Voter Information Pamphlet with background on public pension structures and status, similar to our
section regarding debt management and bond financing that is provided when bonds are on the ballot.

SF CGJ Notes

The “detailed files maintained for stakeholders or members of the public interested in exploring further”
are not mentioned in the Voter Information Pamphlets. The actuarial analysis report for the 2008 Prop B
could not be found online.

A “section in the Voter Information Pamphlet with background on public pension structures and status,
stmilar to our section regarding debt management and bond financing that is provided when bonds are on
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the ballot” would be helpful.

Recommendation R3.1

That the Elections Commission and the Department of Elections ensure that future Voter Information
Pamphlets for Retirement System-related propositions provide voters with complete financial details.

Elections Commission Response to Recommendation R3.1
The recommendation will not be implemented because it is not warranted or reasonable.

The Elections Commission will not implement this recommendation because the Commission lacks the
authority to do what is requested.

SF CG]J Notes

We should not have directed Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.

Department of Elections Response to Recommendation R3.1
The recommendation will not be implemented because it is not warranted or reasonable.

The Department lacks the authority to ensure that future VIPS provide voters with complete financial
details regarding Retirement System-related propositions. The Department of Elections does not
determine the content of the Voter Information Pamphlet; that determination is made by ordinance, and
those ordinances are included in the Municipal Elections Code. The Department's role is simply to format
mnformation and transmit it to the printer. If the City adopts an ordinance requiring the Department of
Elections to include additional information regarding costs associated with retirement benefits in the Voter
Information Pamphlet, the Department will do so.

SF CGJ Notes

We should not have directed Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.

Recommendation R3.2

That by the end of 2018, the Controller’s Office provide SF residents, employees, and retirees with a
description of the City’s Retirement System that enables them to make informed decisions about it.

Elections Commission Response to Recommendation R3.2
The recommendation will not be implemented because it is not warranted or reasonable.

The Elections Commission will not implement this recommendation because the Commission lacks the
authority to do what is requested.

SF CGJ Notes

We should not have directed Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.
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Department of Elections Response to Recommendation R3.2
The recommendation will not be implemented because it is not warranted or reasonable.

The Department lacks the authority to require that the Controller's Office provide SF residents,
employees, and retirees with a description of the City's Retirement System that enables them to make
informed decisions about it. If an ordinance is adopted that requires additional content to be included in
the Voter Information Pamphlet, the Department will comply with the ordinance.

SF CGJ Notes

We should not have directed Finding 3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our error.

Controller’s Office Response to Recommendation R3.2
The recommendation has been implemented.

The Retirement System, the Controller's Office, and others already produce a wide array of public reports
for various audiences on the financial health of the Retitement Fund and its implications for both
beneficiaries and the City government. We have augmented this reporting in recent years with additional
detailed analysis and discussion in the City's Five Year Financial Plan. We welcome specific suggestions to
improve these products, but do not believe that an additional annual report will improve public knowledge
of this topic. As discussed elsewhere, we are open to specific means of improving our ballot measure
analysis, including the possibility of providing additional background information in the voter information
pamphlet when pension measures are placed before the voters, similar to our discussion of debt financing
when bond authorizations are on the ballot.

SF CGJ Notes

A “section in the Voter Information Pamphlet with background on public pension structures and status,
similar to our section regarding debt management and bond financing that is provided when bonds are on
the ballot” would be helpful.
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Finding F4

The Controller and the Retirement System provide extensive reports about the Retirement System, but
they are too complex for the average citizen, employee, or retiree to understand. The data in the
Retirement System repotts is not available to the Retirement System or the public in a dataset, making
research and analysis more difficult.

Retirement Board Response to Finding F4
Disagree with it, wholly.

The Retirement System provides extensive reports detailing financial, actuarial and administrative matters,
available on the SFERS website, on an annual basis. These annual reports include audited financial
statements and required supplementary information, an actuarial valuation, and a department annual report
which consolidates the financial and actuarial information with detailed information on the administration
of the Retirement System.

The Retirement System can neither agree nor disagree that these reports are too complex for the average
citizen, employee, or retiree to understand; however, Retirement System staff is always exploring ways to
simplify the presentation of sometimes complex topics and information and is prepatred to assist members
of the public and City employees and retirees with any questions they might have related to the financial,
actuarial and administrative information provided in our reports. The Retirement System welcomes
comments on specific ways to improve these various reports to ensure their ability to be useful to a broad
array of audiences interested in these complex topics. The Retirement System disagrees with the finding
that the data in the Retirement System reports is not available in a dataset. The Retitement System has
ready access to all the data used in preparing these reports.

SF CG]J Notes
The Finding refers to “data in the Retirement System reports”, not “data used in prepating these reports.”

Most of the Retirement System’s reports are understandable for ‘a knowledgeable but non-expert
audience’, but there are important sections that would be a challenge for even an expert audience.
Some examples:

SFERS Annual Report: the “Actuarial Analysis of Financial Experience”, “Schedule of Funding Progress”,
and “Actuarial Solvency Test” tables have no description of the tables, the data they contain, or why the
data ends with the previous Fiscal Year.

SFERS Actuarial Valuation Report: Section VI — Actuarial Section of the CAFR, “Table VI-1 Analysis of
Financial Experience”, “Table VI-2 Solvency Test”, and “Table VI-3 Schedule of Funding Progress™ have
minimal descriptions of the tables’ purpose or the data they contain.

GASB 67/68 Report: Section VI — GASB 68 Collective Information, “Table VI-1 Schedule of Collective
Deferred Inflows and Outflows of Resources”, “Table VI-2 Calculation of Collective Pension Expense”

do not describe the sources of the data, and why much of the data is different than what is in the SFERS
Actuarial Valuation Report.

‘The items below could be done by the Retitement System and/or the Controller’s Office.

1. Create a Sankey Diagram for the Retirement System. Here’s a link to a CalMatters’ Sankey Diagram of
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the CA Budget: https://calmatters.org/articles/ california-state-budget-best-visualization-tool/

2. Create an interactive online diagram that shows an employee’s retirement fund life-cycle, from hire date
through, and sometimes after, death.

3. Publish complete amortization schedules for each of the current proposition-based debts.

Controller’s Office Response to Finding F4
Disagree with it, partially.

The Retitement System produces various reports detailing financial, actuarial, and operational issues,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience. The Controller's Office, in the City's Five-Year Financial Plan, reports on the expected future
retirement costs to the City, and includes discussion of the health of the Retirement Fund in the City's
Comprehensive Annual Financial Report (CAFR). The Controller's Office has made regular public
presentations at hearings held by the Board of Supervisors on the health of the Retirement System and its
implications for the financial health of the City. We welcome comments on specific ways to improve these
various products to ensute their ability to be useful to a broad array of audiences interested in this complex
topic.

SF CGJ Notes

See the SF CGJ Notes above for specific report sections that would be a challenge for even an expert
audience, and some suggestions for improvements.

Recommendation R4.1

That by the end of 2018, the Retirement System develop and maintain a dataset based on the data in its
actuarial and financial reports of the last 20 years, and make that dataset available to the public.

Retirement Board Response to Recommendation R4.1
The recommendation will not be implemented because it is not warranted or reasonable.

The Retirement System produces various reports detailing financial, actuarial, and operational issues,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience. The Retitement System provides extensive reports detailing financial, actuarial and
administrative matters, available on the SFERS website, on an annual basis. These annual reports include
audited financial statements and required supplementary information, an actuarial valuation, and a
department annual report which consolidates the financial and actuarial information with detailed
information on the administration of the Retirement System. The data used to produce these reports is
available to the public to the extent it is not protected from disclosure by law.

The Retirement System welcomes comments on specific ways to improve the public availability of data
used in preparing the various reports to ensure their ability to be useful to a broad array of audiences
interested in these complex topics.

SF CGJ Notes

The Retirement System data is not available on SF OpenBook (http://openbook.sfgov.org/) or DataSF
(https://data stgov.org), and a search of the Retirement System website found no data.
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Controller’s Office Response to Recommendation R4.1
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Retirement System and not the Controller's Office.

SF CGJ Notes

We should not have directed Recommendation R4.1 to the Controller’s Office; we apologize for our error.

Recommendation R4.2

That by the end of 2018, the Controller’s Office develop and produce an annual Retirement System Report
that clearly explains the current and projected status of the Retirement System and its effect on the City’s
budget.

Retirement Board Response to Recommendation R4.2
The recommendation will not be implemented because it is not warranted or reasonable.

This recommendation should be directed to the Controller’s Office and not the Retitement Board.

SF CGJ Notes

We should not have directed Recommendation R4.2 to the Retirement Board; we apologize for our etror.

Controller’s Office Response to Recommendation R4.2
The recommendation requires further analysis (explanation of the scope of that analysis and a timeframe
for discussion, not more than six months from the release of the report noted in next column)

The City's Five-Year Financial Plan includes clear discussion regarding the high-level financial status of the
Retirement Fund and its implications for future City costs, including analysis of the effects of a downturn
in investment returns that may occur in a recession. The City's Comprehensive Annual Financial Report
also includes discussion of the health and funded status of the Retitement Fund. The Retirement System
produces various reports detailing financial, actuarial, and operational issues, including a summary of their
financial statements that are designed for a knowledgeable but non-expert audience. We welcome
comments on specific ways to improve these products to ensure that they are useful to a broad array of
audiences interested in this complex topic.

SF CGJ Notes
The items below could be done by the Retirement System and/or the Controller’s Office.

1. Create a Sankey Diagram for the Retirement System. Here’s a link to a CalMatters’ Sankey Diagram of
the CA Budget: https://calmatters.org/articles/ california-state-budget-best-visualization-tool/

2. Create an interactive online diagram that shows an employee’s retirement fund life-cycle, from hire date
through, and sometimes after, death.

3. Publish complete amortization schedules for each of the current proposition-based debts.
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Complete text of Recommendation R2.1

That the Board of Supervisors establish a permanent Retirement System Oversight Committee to develop a
comprehensive, long-term solution for the Retirement System that is fair to both employees and taxpayers,
and present it to the voters in a proposition by 2018. All options for reducing pension liabilities must be
considered, including a hybrid Defined Benefit / Defined Contribution plan. The details of the committee

are:
1. Name: Retirement System Oversight Committee

2. Purpose

a. Develop a comprehensive, long-term solution for the Retirement System’s unfunded
liabilities that is fair to both employees, retirees, and taxpayers, and present it to voters in a
proposition by the end of 2018. All options should be on the table, including a Hybrid
Defined Benefit / Defined Contribution plan.

b. Inform and educate the public concerning the finances of the Retirement System.

c. As needed, develop solutions to future problems the Retirement System encounters and, if
necessary, present them to voters i a proposition. All options should be on the table,
including a Hybrid Defined Benefit / Defined Contribution plan.

d. The Committee shall provide oversight to ensure that: (1) actions taken by the Retirement
System are in the best interest of the residents of San Francisco; (2) all propositions that
modify the Retirement System are adequately described to voters in the Voter Information
Pamphlet.

e. In furtherance of its purpose, the committee may engage in any of the following activities:

i. Inquire into the actions of the Retirement System by reviewing repotts, analyses,
fimancial statements, actuarial reports, or other materials related to the Retirement
System.

ii. Holding public meetings to review the effect on San Francisco residents of actions
taken by the Retirement System.

3. Public Meetings

a. The Board of Supervisors shall provide the committee with any necessary technical
assistance and shall provide administrative assistance in furtherance of its purpose and
sufficient resources to publicize the conclusions of the committee.

b. All committee proceedings shall be subject to the California Public Records Act (Section
6254, et seq., of the Government Code of the State of California) and the City's Sunshine
Ordinance (Chapter 67 of this Code). The committee shall issue regular reports on the
results of its activities. A report shall be issued at least once a year. Minutes of the
proceedings of the committee and all documents received and reports issued shall be a
matter of public record and be made available on the Board's website.

4. Membership
a. Two-thirds of the members will be Public members and one-third will be Representative

members.
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b. Public members.

i.
ii.
iii.

iv.

viii.

ix.

Public members must be votets.

Public members cannot be members of the Retirement System.
Each Supervisor will appoint a single Public member.

The Mayor will appoint all other Public members.

Public members can only be removed for cause.

Public members shall be experienced in life insurance, actuarial science, employee
pension planning, investment portfolio management, labor negotiations, accounting,
mathematics, statistics, economics, or finance.

Public members will receive no compensation.

Four-year term, staggered so that one-fourth of the Public members’ terms expire
each year.

No more than two consecutive terms.

c. Representative members

i.
ii.
iii.
iv.
v.

vi.

Mayor’s Office representative.

Board of Supervisors’ representative.
Controller’s Office representative.

Human Resources Department representative.
Safety Unions’ representative.

Miscellaneous Unions’ representative.

5. Committee Costs

a. The Board of Supervisors will decide how best to fund the Committee.
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Carroll, John (BOS)

From: Carroll, John (BOS)

Sent: Thursday, September 14, 2017 1:57 PM

To: BOS-Supervisors »

Cc: BOS-Legislative Aides; 'Calvillo, Angela (angela.calvillo@sfgov.org)'; ‘civilgrandjury@sftc.org’;

TJackson@sfic.org’; 'klowry@sfcgj.org'; ‘kittywitty@comcast.net’; Elliott, Jason; Howard, Kate
(MYR); Whitehouse, Melissa (MYR); Valdez, Marie (MYR); Rosenfield, Ben (CON); Steeves,
Asja (CON); Stevenson, Peg (CON); Arntz, John (REG); Huish, Jay (RET); Nickens, Norm
(RET); Jerdonek, Chris (REG); Givner, Jon; Somera, Alisa (BOS); Campbell, Severin (BUD),
Clark, Ashley (BUD) _

Subject: 2016-2017 Civil Grand Jury Report - Hearing - Civil Grand Jury Report - The San Francisco
Retirement System - Increasing Understanding and Adding Voter Oversight - Required
Department Response

Categories: 170662, 170663

Supervisors:

The Office of the Clerk of the Board has received required responses to the 2016-2017 Civil Grand Jury report entitled
“The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight,” from the Retirement
Board. Please find the following direct link to the response, and a link to an informational memo from the Clerk of the
Board of Supervisors.

Retirement Board Response - September 13, 2017

Clerk of the Board Memo - September 14, 2017

I invite you to review the entire matter on our Legislative Research Center by following the link below:

Board of Supervisors File No. 170662

Thank you,

John Carroll

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

(415)554-4445 - Direct | (415)554-5163 - Fax
john.carroll@sfgov.org | bos.legislation@sfgov.org

& Click here to complete a Board of Supervisors Customer Service Satisfaction form.
The Legislative Research Center provides 24-hour access to Board of Supervisors legislation and archived matters since August 1998,

Disclosures: Personal information that is provided in communications to the Board of Supervisors is subject to disclosure under the California Public Records Act and
the San Francisco Sunshine Ordinance. Personal information provided will not be redacted. Members of the public are not required to provide personal identifying
information when they communicate with the Board of Supervisors and its committees. All written or oral communications that members of the public submit to the
Clerk's Office regarding pending legislation or hearings will be made available to all members of the public for inspection and copying. The Clerk's Office does not
redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar in formation that a
member of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors website or in other public documents that members
of the public may inspect or copy.



City Hall
1 Dr. Carlton B. Goodlett Place, Room 244

BOARD of SUPERVISORS San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227
DATE: September 14, 2017
T Members of the Board of Supervisors
FROM: Angela Calvillo, Clerk of the Board

SUBJECT: 2016-2017 Civil Grand Jury Report “The San Francisco Retirement System,
Increasing Understanding and Adding Voter Oversight”

We are in receipt of the following required response to the San Francisco Civil Grand Jury report
released June 16, 2017, entitled: “The San Francisco Retirement System, Increasing
Understanding and Adding Voter Oversight.” Pursuant to California Penal Code, Sections 933
and 933.05, the City Departments shall respond to the report within 60 days of receipt, or no later
than August 15, 2017.

For each finding the Department response shall:
1) agree with the finding; or
2) disagree with it, wholly or partially, and explain why.

As to each recommendation the Department shall report that:

1) the recommendation has been implemented, with a summary explanation; or

2) the recommendation has not been implemented but will be within a set timeframe as
provided; or

3) the recommendation requires further analysis. The officer or agency head must define
what additional study is needed. The Grand Jury expects a progress report within six
months; or

4) the recommendation will not be implemented because it is not warranted or
reasonable, with an explanation.

The Civil Grand Jury Report identified the following City Department to submit a response
(attached):
e Retirement Board:
Received September 13, 2017, for Findings F1, F2, and F4; and Recommendations
R1.1, R1.2, R2.1, R2.2, R4.1 and R4.2.

This response is provided for your information, as received, and may not conform to the
parameters stated in California Penal Code, Section 933.05 et seq.

Continues on next page



The San Francisco Retirement S:  n, Increasing Understanding and Adding Vote  versight
Office of the Clerk of the Board 6u-Day Receipt

September 14, 2017

Page 2

On August 18, 2017, the Office of the Clerk of the Board distributed the following responses
from City Departments:
e Office of the Controller:
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendations R2.1,
R2.2,R3.1,R3.2,R4.1, and R4.2; and
e The Mayor’s Office submitted a consolidated response for the following departments:
a. Office of the Mayor;
b. Elections Department; and
c. Elections Commission
Received August 15, 2017, for Findings F1, F2, and F3; and Recommendations R1.1,
R1.2,R2.1,R2.2, R3.1, and R3.2.

The Government Audit and Oversight Committee will consider the subject report, along with the
responses, at an upcoming hearing and will prepare the Board’s official response by Resolution
for the full Board’s consideration.

Honorable Teri L. Jackson, Presiding Judge

Kathie Lowry, 2016-2017 San Francisco Civil Grand Jury
Kitsaun King, 2016-2017 San Francisco Civil Grand Jury
Jason Elliot, Mayor’s Office

Kate Howard, Mayor’s Office

Melissa Whitehouse, Mayor’s Office

Marie Valdez, Mayor’s Office

Ben Rosenfield, Controller, Office of the Controller

Asja Steeves, Office of the Controller

Peg Stevenson, Office of the Controller

John Arntz, Director, Department of Elections

Jay Huish, Executive Director, Employee’s Retirement System
Norm Nickens, Retirement Board

Chris Jerdonek, Elections Commission

Jon Givner, Deputy City Attorney

Alisa Somera, Legislative Deputy Director

Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst



) S F E R S City and County of San Francisco

San Francisco Employees’ Retirement System Employees’ Retirement System

September 13, 2017

The Honorable Teri L. Jackson

Presiding Judge, Superior Court of California, County of San Francisco
400 McAllister Street, Room 008

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand Jury
report, The San Francisco Retirement System — Increasing Understanding and Adding Voter Oversight. We
would like to thank the Civil Grand Jury for their attention to this subject. The members of the Retirement
Board recognize that, in performiné their fiduciary duties to prudently oversee the investment and
administration of the SFERS Trust, their actions impact both plan beneficiaries and the City.

The Retirement Board appreciates the Civil Grand Jury’s recognition of its diligent work to protect the interests
of the beneficiaries of the SFERS Trust. As a result of this work, SFERS is among the top-performing and well-
funded public pension plans in the nation. The Retirement Board is confident that, over the long term, the
assets in the SFERS Trust will be sufficient to pay the promised benefits to all beneficiaries. The City and its
voters have also taken important steps to address the increase in unfunded liability. The pension reform
legislation approved by City voters in 2011 (Prop. C) will significantly reduce the City’s long-term pension
obligations and reduce the projected unfunded liabilities over time.

The Retirement Board works continuously to improve the quality and clarity of its reporting. The reports
related to the projected cost of benefit improvements referenced in the Civil Grand Jury’s report accurately
measure the cost/effect impact of the proposed benefit changes at the time they were prepared and
presented to the Board of Supervisars and the City voters.

The Civil Grand Jury’s report provided important feedback to help us understand how our reporting is
received. Retirement System staff is always exploring ways to simplify the presentation of sometimes complex
topics and information and is prepared to assist members of the public and City employees and retirees with
any questions they might have related to the financial, actuarial and administrative information provided in
our reports. The Retirement System welcomes comments on specific ways to improve these various reports to
ensure their ability to be useful to a broad array of audiences interested in these complex topics.

Detailed responses by the Retirement Board to the Civil Grand Jury’s findings and recommendations are attached.
Respectfully submitted,

Jay Hujsh, Executive Director, on behalf of the

SFERS Retirement Board

, E¢ Angela Calvillo, Clerk of the Board, City and County of San Francisco

(415) 487-7020 1145 Market Street, Fifth Floor San Francisco, CA 94103



2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Respondent assigned
CG) Year Report Title Findings by CGJ 2017 Responses (Agree/Disagree) 2017 Resp Text
2016-17 |The SF Retirement F1 That there are multiple causes for the City's  |Retirement Board  |disagree with it, wholly (explanation |The Retirement Board is confident that, over the long term, the assets in the
System- Increasing $5.81 billion debt to its Retirement System, in next column) SFERS Trust will be suffident to pay the promised benefits to all beneficiaries.
Understanding & including Investment losses (51.4 billion), a We emphasize the long term view because none of the figures cited as "debt”
Adding Voter Oversight court ruling on Supplemental Cost of Living

Adjustments (COLAs) in the 2011 Propasition C
($1.3 billion), and changes in demographic
assumptions (51.1 billion). However, the
principal underlying cause is the estimated
$3.5 billion in retroactive retirement benefit
increases implemented by voter-approved
propositions between 1996 and 2008.

are due now. Rather, the items being called a “debt” are funding gaps (i.e.,
unfunded liabilities) which are designed to be paid off over the life of the
SFERS Trust. Additionally, under Propasition C, City employees now pay more
out of each and every paycheck into the SFERS Trust, which has reduced the
City's cost.

Despite investment shortfalls from two recent major recessions, including the
Tech Bubble and the Global Financlal Crisis, SFERS is closing the gap and
ranked in the first quartile of all U.S. public fund peers. SFERS investment
performance varies from year-to-year due to finandal markets; however,
SFERS invests for the long term, evidenced by its top quartile performance,
over the 3 year, 5 year, and 10 year time periods. SFERS investment gains
have contributed a significant amount toward reducing the unfunded
liabilities.

In accordance with the City Charter and Retirement Board policies, the cost or
increase in liabilities associated with every voter-approved proposition is
amortized over up to 3 20-year period. The remaining cost of the benefit and
COLA increases approved by City voters between 1996 and 2008 was 51.038
billion, as of June 30, 2016. By 2028, this liability will be paid in full. The
present value of the increase in the unfunded llabllity resulting from the court
ruling on the Supplemental COLA retroactive payments of 2013 and 2014 was
calculated to be $429.3 million, as of July 2016.




2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Respondent assigned
CGJ Year Report Title Findings by CG) 2017 Responses (Agree/Disagree) 2017 Response Text
2016-17 |The SF Retirement F2 1) That the City’s Retirement System diligently |Retirement Board |disagree with it, partially (explanation {SFERS is among the top performing and well-funded public pensions plans in
System- Increasing protects the retirement-related interests of the United States and disagrees with the finding that the "Retirement System
Understanding & the City's employees and retirees; 2) that the remains seriously underfunded.” The Retirement Board Is confident that, over
Adding Voter Oversight Retirement Board has a majority of members

who are also members of the Retirement
System (they receive, or will receive,
pensions); 3) that when it came to retroactive
retirement benefit increase propositions
between 1956 and 2008, the Mayer, Board of
Supervisors, Retirement Board, and Controller
did not fulfill their responsibility to watch out
for the interests of the City and its residents;
and 4) that despite previous Retirement
System-related propositions {2010 Proposition
D and 2011 Proposition C) that reduced future
pension liabilities, the Retirement System
remains seriously underfunded, threatening
the fiscal status of the City.

the long term, the assets in the SFERS Trust will be sufficient to pay the
promised benefits to all beneficiaries. The Retirement Board recognizes that
unfunded liabilities are not a “debt” that must be paid today. Rather, the
Retirement Board annually adopts and administers a funding policy to assure
that all promised benefits will be paid over the combined lifetimes of the
members and their beneficiaries.

Each year, the Retirement Board receives an actuarial valuation - a detailed
report on the long-term progress of the SFERS Trust toward reducing all
pension liabilities. Existing funding policies are reviewed and adjusted, where
appropriate, to ensure the long-term financial strength of the SFERS Trust. In
accordance with the City Charter, Retirement Board policies, and industry best
practices, any increase in the unfunded liabilities associated with every voter-
approved proposition is spread out over a 20-year period, which minimizes
the impact to the City budget. Based on recent actuarial projections, the
Retirement Board expects a continued reduction in liabilities associated with
voter-approved benefit improvements over the long-term.

The Retirement Board also strongly disagrees with the finding "that when it
came to retroactive retirement benefit increases between 1996 and 2008, the
Mayor, Board of Supervisors, Retirement Board, and Controller did not fulfill
their responsibility to watch out for the interest of the City and its residents."
The Retirement Board does not approve plan benefits; its fiduciary duty is to
manage the SFERS Trust and pay the mandated benefits approved by City
voters. As fiduciaries to the SFERS Trust, the Retirement Board is legally

|bound, as set forth in the California State Constitution, and in the San




2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Respondent assigned
CGJ Year Report Title Findings by CGJ 2017 Responses (Agree/Disagree) 2017 Response Text
2016-17 |The SF Retirement F4 The Controller and the Retirement System Retirement Board  |disagree with it, wholly (explanation in

System- Increasing
Understanding &
Adding Voter Oversight

provide extensive reports about the
Retirement System, but they are too complex
for the average citizen, employee, or retiree to
understand. The data in the Retirement
System reports is not available to the
Retirement System or the public in a dataset,
making research and analysis more difficult,

The Retirement System provides extensive reports detailing financial, actuarial
and administrative matters, avallzble on the SFERS website, on an annual
basis. These annual reports include audited financial statements and required
supplementary information, an actuarial valuation, and a department annual
report which consolidates the financial and actuarial information with detailed
information on the administration of the Retirernent System.

The Retirement System can neither agree nor disagree that these reports are
too complex for the average citizen, employee, or retiree to understand;

|however, Retirement System staff is always exploring ways to simplify the

presentation of sometimes complex topics and information and is prepared to
assist members of the public and City employees and retirees with any
guestions they might have related to the financlal, actuarial and
administrative information provided in our reports. The Retirement System
welcomes comments on specific ways to improve these various reports to
ensure their ability to be useful to a broad array of audiences interestad in
these complex topics. The Retirement System disagrees with the finding that
the data in the Retirement System reports Is not available in a dataset. The
Retirement System has ready access to all the data used in preparing these
reports.




2016-17 Civil Grand Jury

Tha 5F Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS

Respondent

CGlYear | ReportTitle Recommendations assigned by CGI |2017 nses (implementation; 2017 Response Text

2016-17  |The SF Retirement |R1.1 That the Mayor and Board of Supervisors fully disclose the financial details of any | Retirement The Jatien has been y of how |The Reti Board will inue its long-standing practice for any and all future
System- Increasing future r benefit i or d to the public Board it was implemented In next column} City ordinances or City Charter amendments that impact retirement benefits, The
Understanding & Retirement Board's consulting actuary will prepare and present a cest-effect
Adding Voter report to the Board of Supervisors, as required under the City Charter. Each report
Oversight will be prepared in accordance with industry standards and practices, using the

best avallable demographic inf tion and i inf at the time, as
well a5 the long-term demographic and i pti jopted by the
Retirement Board, The report is intended to assist the Board of Supervisors and/or
the City's voters, by providing an expert’s projection of the overall cost and
increase in llabllity for each proposition. These reports accurately measure the
cost/effect impact of the proposition at the time they are prepared. Certalnly, the
cost or change in liability may differ, in the future, due to changes in fund
investment performance (e.g. 2007-08 Global Financial Crisis), changes in

e and d graphi pi and ck in plan provisions which are
bayond the Retirement Board's control.

2016-17 |Accelerating SF RL2 That by the end of 2018, the Retirement Board preduce an annual report for the i The jation has been y of how | The Retii System provid reports detalling fi ial Jal and
Government public showing each component of the debt owed by the City to the Retirement Board it was implemented in next column) dmini { Including & y of their fi ial thatare
Performance, System, including the full history of each component and descriptions of all i i fora k ledgeable but «pert audience, on an annual basls. These
Taking calculations. annual reports are available on the SFERS website and Include audited financial
Accountability and tat ts and required I v Inf ion, an lal val and a
Transparency to department annual report which consolidates the financial and actuarial
the Mext Level Information with detalled infl ticn on the ad of the Reti it

System. The details of the kout for each of unfunded llabllity
related to the City's retirement plan are contained in each annual actuarial
valuation report. The Retirement System malntains at least five years of the SFERS
annual actuarial valuation report on Its website, + | val reports
beyond the years available on the website are lable by request to the
Retirement System. The Reti t System wel on specific ways
to improve these various preducts to ensura thelr ability to be useful to a broad
array of aud| 4 In this plex topic.

Board L ber12, 2017




2016-17 Clvil Grand Jury

The SF Retl System-| Undi ling Adding Voter Oversight: RESPONSES TD CGJ RECOMMENDATIONS
Respondent

CGI Year Report Title Recommendations assigned by CGI {2017 onses {impl tion] 2017 Response Text

2016-17  |The SF Retirement |R1.1 That the Mayer and Board of Supervisors fully disclose the financial detalls of any | Retirement The jation has been Impl d ( v of how |The Reti Board will Its long ding lee for any and all future
System- Increasing future reti benefit ir or di to the public Board It was implemented in next column) City ordinances or City Charter amendments that impact retirement benefits. The
Understanding & Retirement Board's consulting actuary will prepare and present a cost-effect
Adding Vaoter report to the Board of Supervisers, as required under the City Charter. Each report
Oversight will be prepared in accordance with industry standards and practices, using the

best available d phic inf jon and lc information at the time, as
well 25 the leng-term demographic and i F dopted by the
Retirement Board. The report is Intended to assist the Board of Supervisors and/or
the City's voters, by providing an expert's projection of the overall cost and
increase in liability for each propesition. These reports accurately measure the
costfeffect Impact of the proposition at the time they are prepared. Certainly, the
costor change In lfabllity may differ, In the future, due to changes In fund
investment performance (e.g. 2007-08 Global Financial Ciisls), changes in

ic and demographi ptions, and changes in plan provisions which are
beyand the Retirement Board's control.

2016-17 |Accelersting 5F R1.2 That by the end of 20185, the Retirement Board produce an annual report for the Retii t The jon has been impl ted ( y of how | The Reth System provids ive reports detailing financlal, actuarial and
Government public showing each component of the debt owed by the City to the Retirement Board it was implemented in next column) d ive matters, Including a y of their fl ] thatare
Performance. System, including the full history of each component and descriptions of all jesigned for a k ledgeable but non-expert audience, on an annual basis, These
Taking caleulations. annual reports are available on the SFERS website and include audited financial
Accountabllity and and required suppl y Inf 1, &n ial val anda
Transparency to department annual report which consolidates the financial and actuarial
the Next Level information with detailed Inf len on the of the Retl t

System, The details of the breakout for each p of unfunded liability
related to the City's retirement plan are contained in each annual actuarial
valuation report, The Retirement Syster maintains at least five years of the SFERS
annual ial valuation report on its website, Historical valuation reports
yond the years available on the website are available by requast to the

Retirernent System, The Retil System wel ts on specific ways
to improve these various products to ensure their ability to be useful to a broad
array of audiences interested in this complex topic.,

Board R ber 12, 2017




2016-17 Civil Grand Jury

The SF Reti System-1 Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS
Respondent
CG) Year Title Recommendations assigned by CGJ {2017 Responses (implementation) 2017 nse Text
2016-17 |The SF Retirement |R2,1 That the Board of Supervisors establish a ] System © } The dation will not be impl d because it s not |Thisr datien should be di i to the Board of Supervisars and not the
System- | i C to develop a compret , long-term sol for the Retl Board i or ble (explanation in next column) t Board.
Understanding & Systern that Is fair to both employees and taxpayers, and present it to the voters in
Adding Voter a propasition by 2018, All options fer reducing pension liabilities must be Note: These conslderations already have and do cceur. For example, in 2011, the
Oversight considered, Including & hybrid Defined Benefit / Defined Contribution plan. The Mayor, the Board of Suparvisors, other City officials, employee groups, and
details of the committes are: 1. Name; it Systemn Oversight C ittee 2. members of the public worked to pass Proposition C. Now, under Propesition C,
Purpose a, Develop a comp , long-term solution for the R employees pay more out of each and every paycheck into the SFERS Trust, which
System’s unfunded liabilities that is fair to both employees, retirees, and taxpay has reduced the City's ibution rate, as a p ge of payrall. This has
and present it to voters In a propesition by the end of 2018, All options should be reduced the City’s panslon llabllity over the long term.
on the table, including 3 Hybrid Deﬂned Benefit / Deﬂnedtontﬂbutlon plan. b. On an annual basis, the City’s leadership reviews penslon costs, contribution rates,
Inform and ed the public g the fi of the System. c. and thelr financial impacts in the City budget precess and in other settings. Ona
As needed, develop solutlons to future problems the Retirement System regular basis, SFERS provides the City with detailed information, funding and
encounters and, if necessary, present them to voters in a proposition. All options contributlon projections and stress testing results from the Retirement Board's
should be on the table, Including a Hybrid Defined Benefit / Defined Contribution actuarial consultant, and any other requested information related to the pension
plan, d. The Committee shall provide oversight to ensure that: (1) actions taken by llabilities and employer contributions as part of the City's overall financial planning
the Retirement System are in the best interest of the residents of San Francisco; (2) process. All changes in SFERS benefit provisions must be approved by the City's
all propesitions that modify the Retirement Systemn are adequately described to voters, The Retirement Board cannot approve changes in SFERS benefit provisions.
voters in the Voter Information Pamphlet, e. In furth of its purpase, the
committee may engage in any of the following activities: . Inquire Into the actlons
of the t System by reviewing reports, analyses, fi fal
actuarial reports, or other materials related to the Retirement System. ii. Helding
public meetings to review the effect on San Franclsco residents of actions taken by
the Retirement System. 3. Public Meetings a. The Board of Supervisors shall provide
the I with any hnical assistance and shall provide
admini istance in furth of its purpose and sufficient resources to
publicize the conclusions of the commi
b. All committee proceedings shall be subject to the California Public Records Act
2016-17 |The SF Retirement |R2.2 That bvﬂw end of 2018, the Mayor and Board of Supervisors submit a Charter Retirement The fation will not be impl d b : Itis not This Sation should be di f to the Mayor's Office and Board of
System- | ing prop 1to the voters to add three additional public members who |Board warranted or ble (explanation In next ) Supervisors and not the Retirement Board,
Understanding & are not R System bers to the Board,
:z':;:ur Note: SFERS does not believe this recommendation will lead to the desired
of having rep tatives on the Reti it Board “to watch out for the
interests of the City and its residents.”
All t of the Retl Board, regardless of who elected or appointed
them to the Board, have a fiduciary duty to SFERS participants and their
beneficiaries. In accordance with the California State Constitution, this duty takes
precedence over any other duty or concern. Under the State Constitution, the
Retirement Board is required to discharge its duties with respect to the SFERS
Trust solely in the Interest of, and for the exclusive purpeses of pralridln; benefits
tnSFERS participants and thelr beneficiari inimizing i
and defraying bl of admini 'm|,tl!¢ system. Under
trust law, the Retirement Board's clutv to Its partici and theirk ficlaries
takes precedence over any other duty, including any duty to the City or its
residents.
Board 12,2017




2016-17 Civil Grand Jury
The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ) RECOMMENDATIONS

Respondent
CG! Year Report Title Recommendations assigned by CGJ |2017 Responses (implementation) 2017 Response Text
2016-17 |The 5F Retirement |R48.1 That by the end of 2018, the Retirament System develop and maintain a dataset  |Retirement The dation will not be impl b itlsnot
System- Increasing based on the dats in its actuarial and finanzial reports of the last 20 years, and Board dor ble (expl in next col The Retirement System preduces various reports detailing financial, actuarial, and
Understanding & make that dataset available to the public. tional issues, including a y of their fi ial that are
Adding Voter | iforak ledgeable but non-expert audience. The Retirement System
Oversight provid ive reports detailing financtal, | and ad rative matters,
available on the SFERS website, on an annual basis. These annual reports include
audited financial statements and reguired suppl y informaticn, an |
valuation, and a department annual report which consolidates the financlal and
actuarlal information with detailed information on the administration of the
Retirement System. The data used to produce these reports is available to the
public to the extent it is not protected from disclosure by law.
The Retirement System welcomes comments on specific ways to improve the
public availability of data used in preparing the various reports to ensure their
ability to be useful to a broad array of audiences interested in these complex
toples.
2016-17 |The SF Retirement |R4.2 That by the end of 2018, the Controller's Office develop and produce an annual Retir t The rec fation will not be impl dE it is not | This recommendation should be directed to the Controller's Office and not the
System- Increasing Retirement System Report that clearly explains the current and projected status of |Bpard warranted or (expl in next col Board.
Understanding & the Retirement System and its effect on the City’s budget.
Adding Voter
Oversight
Reti Board R § ber 12, 2017




Carroll, John (BOS)

From: Carroll, John (BOS)

Sent: Friday, August 18, 2017 4:41 PM

To: BOS-Supervisors

Cc: BOS-Legislative Aides; 'Calvillo, Angela (angela.calvillo@sfgov.org)'; 'civilgrandjury@sftc.org’;

klowry@sfcgj.org; 'kittywitty@comcast.net’; Elliott, Jason; Howard, Kate (MYR); Whitehouse,
Melissa (MYR); Valdez, Marie (MYR); Rosenfield, Ben (CON); Steeves, Asja (CON);
Stevenson, Peg (CON); Arntz, John (REG); Nickens, Norm (RET); Huish, Jay (RET); Chan,
Donald (REG); Givner, Jon; Somera, Alisa (BOS); Campbell, Severin (BUD); Newman, Debra;

Clark, Ashley (BUD)
Subject: 2016-2017 Civil Grand Jury Report - The San Francisco Retirement System; Increasing
Understanding and Adding Voter Oversight - Required Department Responses

Categories: 170662

Supervisors:

The Office of the Clerk of the Board has received required responses to the 2016-2017 Civil Grand Jury report entitled
“The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight,” from the Offices of
the Mayor and the Controller. Note that the Office of the Mayor has submitted a consolidated response for the Elections
Department and the Elections Commission. Please find the following direct links to the individual responses, and a link
to an informational memo from the Clerk of the Board of Supervisors.

Office of the Mayor Consolidated Response - August 15, 2017

Office of the Controller Response - August 11, 2017

Clerk of the Board Memo - August 18, 2017

linvite you to review the entire matter on our Legislative Research Center by following the link below:

Board of Supervisors File No. 170662

Thank you,

John Carroli

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

(415)554-4445 - Direct | (415)554-5163 - Fax
john.carroli@sfgov.org | bos.legislation@sfgov.org

5 Click here to complete a Board of Supervisors Customer Service Satisfaction form.
The Legislative Research Center provides 24-hour access to Board of Supervisors legislation and archived matters since August 1998.

Disclosures: Personal information that is provided in communications to the Board of Supervisors is subject to disclosure under the California Public Records Act and
the San Francisco Sunshine Ordinance. Personal information provided will not be redacted. Members of the public are not required to provide personal identifying
information when they communicate with the Board of Supervisors and its committees. All written or oral communications that members of the public submit to the
Clerk's Office regarding pending legislation or hearings will be made available to all members of the public for inspection and copying. The Clerk's Office does not
redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar in formation that a
member of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors website or in other public documents that members
of the public may inspect or copy.



City Hall
1 Dr. Carlton B. Goodlett Place, Room 244

BOARD of SUPERVISORS San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227
DATE: August 18,2017
TO: embers of the Board of Supervisors
FROM: ngela Calvillo, Clerk of the Board

SUBJECTA_/ 2016-2017 Civil Grand Jury Report “The San Francisco Retirement System,
Increasing Understanding and Adding Voter Oversight”

We are in receipt of the following required responses to the San Francisco Civil Grand Jury
report released June 16, 2017, entitled: “The San Francisco Retirement System, Increasing
Understanding and Adding Voter Oversight.” Pursuant to California Penal Code, Sections 933
and 933.05, the City Departments shall respond to the report within 60 days of receipt, or no later
than August 15, 2017.

For each finding the Department response shall:
1) agree with the finding; or
2) disagree with it, wholly or partially, and explain why.

As to each recommendation the Department shall report that:

1) the recommendation has been implemented, with a summary explanation; or

2) the recommendation has not been implemented but will be within a set timeframe as
provided; or

3) the recommendation requires further analysis. The officer or agency head must define
what additional study is needed. The Grand Jury expects a progress report within six
months; or

4) the recommendation will not be implemented because it is not warranted or
reasonable, with an explanation.

The Civil Grand Jury Report identified the following City Departments to submit responses
(attached):
e Office of the Controller:
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendations R2.1,
R2.2,R3.1,R3.2, R4.1, and R4.2; and
e The Mayor’s Office submitted a consolidated response for the following departments:
a. Office of the Mayor;
b. Elections Department; and
c. Elections Commission
Received August 15, 2017, for Findings F1, F2, and F3; and Recommendations R1.1,
R1.2,R2.1,R2.2, R3.1, and R3.2.

Continues on next page
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Responses not received within the 60-day deadline as required by California Penal Code,
Section 933:
e Retirement Board:
For Findings F1, F2, and F4; and Recommendations R1.1, R1.2, R2.1, R2.2, R4.1 and
R4.2.

These departmental responses are being provided for your information, as received, and may not
conform to the parameters stated in California Penal Code, Section 933.05 et seq. The
Government Audit and Oversight Committee will consider the subject report, along with the
responses, at an upcoming hearing and will prepare the Board’s official response by Resolution
for the full Board’s consideration.

Honorable Teri L. Jackson, Presiding Judge

Kathie Lowry, 2016-2017 San Francisco Civil Grand Jury
Kitsaun King, 2016-2017 San Francisco Civil Grand Jury
Jason Elliot, Mayor’s Office

Kate Howard, Mayor’s Office

Melissa Whitehouse, Mayor’s Office

Marie Valdez, Mayor’s Office

Ben Rosenfield, Controller, Office of the Controller

Asja Steeves, Office of the Controller

Peg Stevenson, Office of the Controller

John Arntz, Director, Department of Elections

Norm Nickens, Retirement Board

Donald Chan, Elections Commission

Jon Givner, Deputy City Attorney

Alisa Somera, Legislative Deputy Director

Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst



EDWIN M. LEE
MAYOR

OFFICE OF THE MAYOR
SAN FRANCISCO

August 15,2017

The Honorable Teri L. Jackson

Presiding Judge

Supetior Court of California, County of San Francisco
400 McAllister Street

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand Jury
report, The San Francisco Retirement System. Increasing Understanding and Adding Voter Oversight.
We would like to thank the members of the Civil Grand Jury for their interest in San Francisco’s
Retirement System and its role in the City’s long-term financial health. The report focuses primarily on two
challenges with the Retirement System: reducing our long term pension obligations, and improving
transparency and accountability to taxpayers about the City’s pension costs.

The City remains commited to striving for responsible stewardship of the San Francisco Employees’
Retirement System (SFERS). The careful management of retirement obligations and their associated costs
is critical to ensuring the City’s financial security. In 2011 Mayor Ed Lee worked to pass pension reform
legislation which significantly reduced the City’s long term pension obligations. The legislation (Prop. C)
included reductions to benefits and requirements that employee contribute at least 7.5% of their salary
toward their pension costs, depending on the health of the pension fund. This was estimated to save the
City up to $1.3 billion over the subsequent 10 years. Without this legislation, the City’s fiscal outlook would
be considerably worse.

There are mutiple drivers of the City's long term pension obligations. However, SFERS is among the top-
performing and well-funded public pension plans in the United States. The System is currently 85%
tunded, versus an average of 72% funded amongst peer jurisdictions. That funding gap that will be closed
over the long term, not only by the City but also by City employees as a result of the employee cost sharing
provisions approved by the voters in 2011 and future investment gains. However, future pension liabilites
are a great concern for the city, and are carefully tracked and analyzed closely on an ongoing basis by the
Mayor's Office, Controller's Office, Retirement System and the Board of Supervisors' Budget and
Legislative Analyst. We closely monitor the impact of our pension obligations on our long term fiscal
deficit and will continue to seck to reduce projected deficits over time.

A detailed response from the Mayor’s Office, Elections Department, and Elections Commission to
the Civil Grand Jury’s findings and recommendations are attached.

Each signatory prepared its own responses and is able to respond to questions related to its respective part
of the report.

1 DR. CARLTON B. GOODLETT PLACE, ROoM 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141



Thank you again for the opportunity to commeat on this Civil Grand Jury report.

Sincerely,

A\

k John\Aratz
Director of the Department of Election

Christopher Jerdonck
President of the Elections Commission




2016-17 Civil Grand Jury

The 5F Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CG) FINDINGS

Respondent assigned by
CGJ Year Report Title Findings uc] 2017 Responses (Agree/Disagree 2017 Response Text
2016-17  [The SF Retirement F1 That there are multiple causes for the City's Mayor disagree with it, partially (explanation in next column) We agree that there are mutiple drivers of the City's long term pension obligations. However, SFERS is among the top-
System- Increasing 55.81 billion debt to its Retirement System, performing and well-funded public pension plans in the United States. We are confident that, over the long term, the
Understanding & including investment losses ($1.4 billion), a assets in the SFERS Trust will be sufficient to pay the promised benefits to all active and retired SFERS members. Each year,
Adding Voter Oversight court ruling on Supplemental Cost of Living the Retirement Board receives an actuarial valuation - a snapshot of the long-term progress of the fund toward full funding
Adjustments (COLAs) in the 2011 Proposition C of all promised benefits - from which they review and adjust, if prudent and appropriate, existing funding policies to ensure
(§1.3 billion), and changes in demographic the long-term financial strength of the SFERS Trust. In accordance with the City Charter and Retirement Board policies, the
assumptions (51.1 billion). However, the cost or increase in liabiliti d with every voter-app i p ition is ized over up to a 20-year period.
incipal underlying cause is the
53.5 billion in retroactive retirement benefit The Retirement System unfunded liability is not a "debt”, but rather a funding gap that will be made up over the very long
increases impl i by voter-app ] term, not only by the City, but also by City employees as a result of the employ st sharing p i PP i by the
propositions between 1996 and 2008. City voters in 2011 (Propesition C) and long term Investment gains. As reflected in the past investment performance of the
Retirement System - relative to U.5, pubic fund peers, SFERS’ investment results ranked in the first quartile for the 3 year, 5
year and 10 year time periods, i gains will also ibute a signifi amount towards reducing the unfunded
liabilities of the Retirement System.
2016-17  [The SF Retirement F2 1) That the City’s Retirement System diligently |Mayor disagree with it, partially (explanation in next column) We are in agl that the City’s Reti System dili Iy protects the reti i of the City's employ
System- Increasing protects the retirement-related interests of the and Retirees (item 1). We also agree about the composition of the retirement board (item 2).
Understanding & City's employees and retirees; 2) that the
Adding Voter Oversight Reti Board has a majority of t However, we disagree with finding (3). Cost analyses prepared by the C ller and the System were based

'who are alse members of the Retirement
System (they receive, or will receive, pensions);
3) that when it came to retroactive retirement
benefit increase propositions between 1996
and 2008, the Mayor, Board of Supervisors,
Reti Board, and C Hler did not fulfill
their responsibility to watch out for the
interests of the City and its residents; and 4)
that despite previous Retirement System-
related propositions (2010 Proposition D and
2011 Proposition C) that reduced future

the Reti System

the fiscal status of the City.

upon the best available information, and were in line with fal and 1! pth in use at the time. As
noted in those analyses, benefit costs and Retirement Fund results are highly sensitive to a number of economic
assumptions, several of which were not met in the years following the changes approved by voters.

In addition, we disagree with finding 4). Future pension liabilites are a great concern for the city, and are carefully tracked
and analyzed closely on an ongoing basis by the Mayor's Office, Controller's Office, Retirement System and the Board of
Supervisors’ Budget and Legisiative analyst. Projected costs are forecast and incorporated into our 5-year financial planning
process which is jointly developed by the Mayor's Budget Office, the Controllers Office and the Board of Supervisors'
Budget and Legislative analyst,

'We have also made significant strides in enacting policy to reduce our pension liability and continue to look for ways to
reduce our long term pension liabilities. The SFERS retirement system is 85% funded. While still not fully funded, it is

important to consider that relative to comparable systems, 5an Francisco’s SFERS is faring very well, and is among the top-

performing and well-funded public pension plans in the United States. A recent report by the City Services Auditor found
that the peer average for city employee pension plans as of FY 15 was 72% funded (compared with SFERS at 85%). For
instance CALPERS is currently funded at 69% and Los Angeles is funded at 83%. As of FY 15, Seattle was funded at 66% and
Portland at 46%.




2016-17 Civil Grand Jury
The 5F Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ) RECOMMENDATIONS

Respondent
CG)Year | ReportTitle assigned by CGJ |2017 Resy (impl ) 2017 Response Text
2016-17  |The SF Retirement |R1.1 That the Mayor and Board of Supervisors fully disclose the financial details of any | Mayor The recc i has been impl i y of how |The financial impact of major changes that impact benefit structure are already
System- future retirement benefit increases or decreases to the public it was implemented in next column) fully disclosed to the voters via the ballot (see below). Day to day decisions taken
Increasing by the Retirement Board are also already disclosed to the public. Board meetings
Understanding & are public; agendas and minutes are posted online. Any action taken by the board
|Adding Voter is publicly posted.
Oversight
All changes in SFERS benefit provisions must be approved by the City's voters. For
items on the ballot we are required by charter to provide actuarial reports
detailing the costs of the proposition, which are disclosed on the ballet, The
Retirement System and the Controller's Office prepare extensive analyses of any
pension-related measure placed on the ballot. By necessity, these cost analyses
are brief written with more detailed files d and availabl
for inspection by members of the public interested in exploring the issues in more
depth.
2016-17  |The SF Retirement |R1.2 That by the end of 2018, the Retirement Board produce an annual report for the | Mayor The rec dation has been impl ted (st y of how [The Retirement System provid reports iling fi ial, actuarial
System- public showing each component of the debt owed by the City to the Retirement it was implemented in next column) and administrative matters on an annual basis. These annual reports include
Increasing System, including the full history of each component and descriptions of all dited financial

Understanding &
Adding Voter
Oversight

calculations.

and required supplementary information, an
actuarial valuation, and a department annual report which consolidates the
financial and actuarial information with detailed information on the
administration of the Retirement System. The details of the breakout for each
component of unfunded liability related to the City's retirement plan are
contained in the annual actuarial valuation report. There is a description of the
calculation method in the appendix of the report. The Retirement System
maintains five years of the SFERS annual actuarial valuation report on its website.
Historical valuation reports beyond the five years available on the website are
available by request to the Retirement System.




2016-17 Civil Grand Jury

The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS

Respondent

CGJ Year Report Title Recommendations assigned by CGJ |2017 Resg (impl ion) 2017 Resy Text

2016-17 |The SF Retirement |R2.1 That the Board of Supervisors establish a permanent Retirement System Oversight | Mayor The recc dation will not be impl d because it is not | The City already has a Retirement Board which functions as oversight to the
System- Committee to develop a comprehensive, long-term solution for the Retirement warranted or reasonable (explanation in next column) Retirement System, and the Mayor’s Office has no authority to establish or
Increasing System that is fair to both employees and taxpayers, and present it to the voters in empanel a new Board committee. Mayor Lee worked to pass major pension
Understanding & a proposition by 2018, All options for reducing pension liabilities must be reform legislation in 2011 and the City's long term pension obligations would be
Adding Voter considered, including a hybrid Defined Benefit / Defined Contribution plan. The much worse if it was not for these measures. Lastly, the City closely monitors
Oversight details of the committee are; pension costs in our long range financial planning- through the 5 year financial

1. Name: Retirement System Oversight Committee planning process, deficit projections as well as through the 2 year budget process,
2. Purpose which are developed by the Mayor's Office in collaboration with the Controller's
a. Develop a comprel ive, long-t | for the Reti System’s Office and the Board of Supervisors. We closely monitor the impact of our
unfunded liabilities that is fair to both employees, retirees, and taxpayers, and |pension obligations on our long term deficit and will continute to seek to reduce
present it to voters in a proposition by the end of 2018, All options should be on projected deficits over time,

the table, including a Hybrid Defined Benefit / DefinedContribution plan.

b. Inform and educate the public concerning the finances of the Retirement

System,

c. As needed, develop solutions to future probl the Reti System

encounters and, if necessary, present them to voters in a proposition. All options

should be on the table, including a Hybrid Defined Benefit / Defined Contribution

plan.

d. The Committee shall provide oversight to ensure that: (1) actions taken by the

Retirement System are in the best interest of the residents of San Francisco; (2) all

propositions that modify the Retirement System are adequately described to

voters in the Voter Information Pamphlet.

e. In furtherance of its purpose, the committee may engage in any of the following

activities:

L Inquire into the actions of the Retirement System by reviewing reports, analyses,

financial statements, actuarial reports, or other materials related to the

Retirement System.

2016-17 | The SF Retirement |R2.2 That by the end of 2018, the Mayor and Board of Supervisors submit a Charter Mayor The fation will not be impl ted because it is not |This jon is i to add individuals to the retirement system
System- amendment proposition to the voters to add three additional public members warranted or reasonable (explanation in next column) board who are not beneficiaries of the trust fund, and who will therefore
Increasing who are not Retirement System members to the Retirement Board. presumably act as guardians of the public interest. However, trustees are always
Understanding & obligated to act only in the fiduciary interests of the beneficiaries. Therefore, this
Adding Voter rect dation would not acc lish its i ded goals, and for that reason
Oversight will not be pursued. The City closely monitors pension costs in our long range

financial planning - through the 5 year financial planning process, deficit
projections as well as through the 2 year budget process, which are developed by
the Mayor's Office in collaboration with the Controller’s Office and the Board of
Supervisors. We closely monitor the impact of our pension obligations on our
long term deficit and will continute to seek to reduce projected deficits over time,
The Mayor will continue to consider any and all mechanisms within his purview to
ensure fiscal sustainability.




2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CG) FINDINGS

Respondent assigned by
CGJ Year Report Title Finding: CGJ 2017 Resp (Agree/Disagree) 2017 Resp Text
2016-17 |The SF Retirement F3 That the Voter Information Pamphlets for Department of disagree with it, wholly (explanation in next column) The Department lacks sufficient knowledge to determine whether these VIPs

System- Increasing
Understanding &
Adding Voter Oversight

retroactive retirement benefit increase
propositions between 1996 and 2008 did not
provide voters with complete estimates of the
propositions’ costs, who would pay those
costs, how those costs were financed, and
what the interest rates were.,

Elections

included the information set forth in this finding.




2016-17 Civil Grand Jury

The 5F Retirement Syst

Increasing Under

Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS

Respondent
CGJ Year Report Title Recommendations igned by CG] [2017 Resg limplementation) 2017 Response Text
2016-17 | The 5F Retirement |R3.1 That the Elections Commission and the Department of Elections ensure that future |Department of  |The rec dation will not be impl d because it is not | The Department lacks the authority to ensure that future VIPS provide voters
System- Voter Infi ion Pamphlets for Reti Syst lated propositions provide |Elections i or ble (expl ion in next column) with complete financial details regarding Retirement System-related propositions.
Increasing voters with complete financial details. The Department of Elections does not determine the content of the Voter
Understanding & information F hlet; that deter is made by ordinance, and those
|Adding Voter ordinances are included in the Municipal Elections Code. The Department's role
Oversight is simply to format information and transmit it to the printer. If the City adopts
an ordinance requiring the Department of Elections to include additional
information regarding costs associated with retirement benefits in the Voter
Information Pamphilet, the Department will do so.
2016-17 |The SF Retirement |R3.2 That by the end of 2018, the C ller's Office provide SF residents, employees, |Departmentof |[The rec | will not be impl i because it is not | The Department lacks the authority to require that the Controlier's Office provide
System- and retirees with a description of the City's Retirement System that enables them |Elections warranted or reasonable (explanation in next column) SF resid ployees, and with a ip of the City's Reti
Increasing to make informed decisions about it. System that enables them to make informed decisions about it. If an ordinance is
Understanding & adopted that requires additional content to be included in the Voter Information
Adding Voter Pamphlet, the Department will comply with the ordinance,
Oversight




2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CG) FINDINGS

Respondent assigned by
CGJ Year Report Title # Findi CG) 2017 Responses (Agree/Disagree) 2017 Response Text
2016-17 |The SF Retirement F3 That the Voter Information Pamphlets for Elections Commission |disagree with it, wholly (expl ion in next col ) The Elections Commission disagrees wholly with the finding because the
System- Increasing retroactive retirement benefit increase Commission lacks the k ledge to assess whether these specific VIPs did or
Understanding & propositions between 1996 and 2008 did not did not provide voters with full and accurate information regarding these
Adding Voter Oversight provide voters with complete estimates of the propositions.

propositions’ costs, who would pay those
costs, how those costs were financed, and
what the interest rates were.




2016-17 Civil Grand Jury
The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS

Respondent
CGJ Year Report Title R dations assigned by CGJ |2017 Responses (implementation) 2017 Response Text
2016-17 | The SF Retirement |[R3.1 That the Elections Commission and the Department of Elections ensure that future | Elections The rec dation will not be impl d because it is not | The Elections C will not impl this rec i b the
System- Voter Information Pamphlets for Retirement System-related p provide [C issi warranted or reasonable {explanation in next column) Commission lacks the authority to do what is requested,
Increasing voters with complete financial details.
Understanding &
Adding Voter
Oversight
2016-17 |The SF Retirement |R3.2 That by the end of 2018, the Controller's Office provide SF residents, employees, |Elections The rec jation will not be impl i because it is not | The Elections Commission will not impl this rec jation because the
System- and retirees with a description of the City’s Retirement System that enables them |Commission dorr ble (exp! ion in next column) ‘Commission lacks the autherity to do what is requested.
Increasing to make informed decisions about it.
Understanding &
Adding Voter

Oversight




CITY AND COUNTY OF SAN FRANCISCO
OFFICE OF THE CONTROLLER : Ben Rosenfield
' Controller

Todd Rydstrom‘
Deputy Controller

August 11, 2017

The Honorable Teri L. Jackson

Presiding Judge, Superior Court of California, County of San Francisco
400 McAllister Street, Room 008

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand
Jury report, The San Francisco Retirement System — Increasing Understanding and Adding Voter
Oversight. We would like to thank the Civil Grand Jury for their attention to this subject. Managing
retirement benefits, plans and funding are among the most complex financial and workforce issues faced
by governments and other entities nationwide. Consistently modeling, projecting and managing pension
costs, and providing reporting and transparency to the public, is challenging. The Controller’s Office
works continuously to improve the quality of the City’s financial management and reporting. Especially
where the public are the primary users of financial information, such as in our required ballot statements,
we work hard to make our reports clear and straightforward.

“Overall, the Controller’s Office strives to be a responsible financial steward for the City and has been a
leader in analyzing ways to manage long-term costs, reduce the Retirement System’s unfunded actuarial
liability, and create fair cost-sharing between employees and the City as an employer. Over the last -
eight years, the Controller’s Office has supported five different efforts to model financial and actuarial
projections and make changes to pension benefits to better manage future costs. Many of these efforts
have resulted in proposals moved forward by the Mayor and Board of Superv1sors and ultlmately
adopted by Clty voters. : :

The Civil Grénd Jury’s report provided important findings and recommendations and helped us
understand how our financial reporting and statements are received. We will use this feedback to
improve efforts to communicate with leadership, stakeholders and the public on these issues.

If you have any questions about this response, please contact Deputy Controller Todd Rydstrom or me at
415-554-7500.

Respectfully submitted,

%V@Jm

/  B osenfield
Controller

cc: Angela Calvillo, Clerk of the Board, City and County of San Francisco

. 415-554-7500 . City Hall « 1 Dr. Carlton B. Goodlett Place « Room 316 » San Francisco CA 94102-4694 FAX 415-554-7466




2016-17 Civil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Respondent assigned
by CGJ

2017 Responses
(Agree/Disagree)

2017 Res; Text

1) That the City’s Retirement System diligently
protects the retirement-related interests of
the City's employees and retirees; 2) that the
Retirement Board has a majority of members
who are also members of the Retirement
System (they receive, or will receive,
pensions); 3) that when it came to retroactive
retirement benefit increase propositions
between 1996 and 2008, the Mayor, Board of
Supervisors, Retirement Board, and Controller
did not fulfill their responsibility to watch out
for the interests of the City and its residents;
and 4) that despite previous Retirement
System-related propositions (2010 Proposition
D and 2011 Proposition C) that reduced future
pension liabilities, the Retirement System
remains seriously underfunded, threatening
the fiscal status of the City.

Controller

disagree with it,
partially (explanation
in next column)

While the Controller's Office finds the Civil Grand Jury's statement regarding
the health of the Retirement Fund to be overstated, we do share the general
concern regarding the increase in the system's net pension liability in recent
years and its implications for future City costs. We have presented discussion
and analysis in the City's recent Comprehensive Annual Financial Reports
(CAFR) and in the City's Five-Year Financial Plan on this topic. We believe that
the health of the system needs to be closely monitored and that it is likely to
create financial pressure for the City in the years ahead absent changes to
benefits. The Controller's Office disagrees with the finding that our office, the
Mayor, and the Board of Supervisors did not fulfill our responsibilities to
watch out for the interest of the City and its residents regarding benefit
changes on the ballot between 1996 and 2008. Cost analyses prepared by our
office and the Retirement System were based upon the best available .
information, and were in line with actuarial and economic assumptions in use
at the time. As noted in those analyses, benefit costs and Retirement Fund
results are highly sensitive to a number of economic assumptions, several of
which were not met in the years following the changes approved by voters.

F3

That the Voter Information Pamphlets for
retroactive retirement benefit increase
propositions between 1996 and 2008 did not
provide voters with complete estimates of the
propositions’ costs, who would pay those
costs, how those costs were financed, and
what the interest rates were.

Controller

disagree with it,
partially (explanation
in next column)

The Controller's Office cost analyses for measures in these years included
estimates based upon actuarial and financial assumptions utilized by the
Retirement System at the time. Our analyses noted the sensitivity of the cost
analyses to these assumptions. By necessity, these cost analyses are brief
written statements for the Voter Information Pamphlet, with detailed files
maintained for stakeholders or members of the public interested in exploring
further. We are open to specific comments on ways to improve our ballot
cost analyses, including those for future pension measures. We are open to
the possibility of providing a section in the Voter Information Pamphlet with
background on public pension structures and status, similar to our section
regarding debt management and bond financing that is provided when bonds
are on the ballot.

1F4

The Controller and the Retirement System
provide extensive reports about the
Retirement System, but they are too complex
for the average citizen, employee, or retiree to
understand. The data in the Retirement
System reports is not available to the
Retirement System or the public in a dataset,
making research and analysis more difficult.

Controller

disagree with it,
partially {explanation
in next column)

The Retirement System produces various reports detailing financial, actuarial,
and operational issues, including a summary of their financial statements that
are designed for a knowledgable but non-expert audience. The Controller’s
Office, in the City's Five-Year Financial Plan, reports on the expected future
retirement costs to the City, and includes discussion of the health of the
Retirement Fund in the City's Comprehensive Annual Financial Report (CAFR).
The Controller's Office has made regular public presentations at hearings held
by the Board of Supervisors on the health of the Retirement System and its
implications for the financial health of the City. We welcome comments on
specific ways to improve these various products to ensure their ability to be
useful to a broad array of audiences interested in this complex topic.




2016-17 Civil Grand Jury

The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGl RECOMMENDATIONS

Respondent
Recommendations assigned by CGJ |2017 Responses (implementation) [2017 Response Text

R2.1 That the Board of Supervisors establish|Controller The recommendation will not be This recommendation should be directed to the Mayor and
a permanent Retirement System implemented because it is not Board of Supervisors, and not the Controller's Office. In our
Oversight Committee to develop a warranted or reasonable role as financial advisor, the Controller's Office will support
comprehensive, long-term solution for (explanation in next column) whatever efforts policymakers put in place to study the
the Retirement System that is fair to health of the Retirement Fund and to consider changes to
both employees and taxpayers, and manage future financial costs for the City. We note,
present it to the votersin a however, that the City has rigorous ongoing practices built
proposition by 2018. All options for in to its financial management to review changes in the
reducing pension liabilities must be funded status of the Retirement Fund and their implications
considered, including a hybrid Defined for the City's finances. Further, the Controller's Office has
Benefit / Defined Contribution plan. supported five different efforts in the last eight years to
The details of the committee are: model financial and actuarial projections and make changes
1. Name: Retirement System Oversight to pension benefits to better manage future costs. Many of
Committee these efforts have resulted in proposals moved forward by
2. Purpose the Mayor and Board of Supervisors and ultimately adopted
a. Develop a comprehensive, long- by City voters.
term solution for the Retirement
System’s unfunded liabilities that is fair
to both employees, retirees, and
taxpayers, and present it to votersina
proposition by the end of 2018. All
options should be on the table,
including a Hybrid Defined Benefit /

DefinedContribution plan.

b. Inform and educate the public
concerning the finances of the
Retirement System.

R2.2 That by the end of 2018, the Mayor Controller The recommendation will not be This recommendation should be directed to the Mayor and
and Board of Supervisors submit a implemented because it is not Board of Supervisors, and not the Controller's Office. In our
Charter amendment proposition to the warranted or reasonable role as financial advisor, the Controller’s Office will support
voters to add three additional public (explanation in next column) whatever efforts policymakers request to review
members who are not Retirement governance questions regarding the Retirement Board. We
System members to the Retirement note, however, that Retirement Board members are
Board. fiduciaries that have a duty to the system's participants and

not to "watch out for the interests of the City and its
residents.” This broader responsibility falls on the Mayor,
Board of Supervisors and other policymakers. Under the City
Charter ultimately the voters of San Francisco determine
benefit levels, unlike the majority of governments where
retirement benefits levels are not subject to a vote of the
people.
|R3.1 That the Elections Commission and the |Controller The recommendation requires Both the Retirement System and the Controller's Office
Department of Elections ensure that further analysis (explanation of the |prepare extensive analyses of any pension-related measure
future Voter Information Pamphlets scope of that analysis and a placed on the ballot. By necessity, these cost analyses are
for Retirement System-related timeframe for discussion, not more |brief written statements, with more detailed files
propositions provide voters with than six months from the release of |maintained and available for inspection by members of the
complete financial details. the report noted in next column) publicinterested in exploring the issues in more depth. We
are open to specific comments and thoughts on ways to
improve our ballot cost analyses, including those for future
pension measures. We are open to the possibility of
providing a background section in the Voter Information
Pamphlet with further information on public pension
structures and San Francisco's status. We currently provide
a background section regarding debt management, bond
financing and San Francisco's status in all elections where
bonds are on the ballot.
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R3.2

That by the end of 2018, the
Controller’s Office provide SF
residents, employees, and retirees
with a description of the City's
Retirement System that enables them
to make informed decisions about it.

Controller

The recommendation has been
implemented (summary of how it
was implemented in next column)

The Retirement System, the Controller's Office, and others
already produce a wide array of public reports for various
audiences on the financial health of the Retirement Fund
and its implications for both beneficiaries and the City
government. We have augmented this reporting in recent
years with additional detailed analysis and discussion in the
City's Five Year Financial Plan. We welcome specific
suggestions to improve these products, but do not believe
that an additional annual report will improve public
knowledge of this topic. As discussed elsewhere, we are
open to specific means of improving our ballot measure
analysis, including the possibility of providing additional
background information in the voter information pamphlet
when pension measures are placed before the voters,
similar to our discussion of debt financing when bond
authorizations are on the ballot.

R4.1

That by the end of 2018, the
Retirement System develop and
maintain a dataset based on the data
in its actuarial and financial reports of
the last 20 years, and make that
dataset available to the public.

Controller

The recommendation will not be
implemented because it is not
warranted or reasonable
(explanation in next column)

This recommendation should be directed to the Retirement
System and not the Controller's Office.

1R4.2

That by the end of 2018, the
Controller's Office develop and
produce an annual Retirement System
Report that clearly explains the
current and projected status of the
Retirement System and its effect on
the City's budget.

Controller

The recommendation requires
further analysis (explanation of the
scope of that analysis and a
timeframe for discussion, not more
than six months from the release of
the report noted in next column)

The City's Five-Year Financial Plan includes clear discussion
regarding the high-level financial status of the Retirement
Fund and its implications for future City costs, including
analysis of the effects of a downturn in investment returns
that may occur in a recession. The City's Comprehensive
Annual Financial Report also includes discussion of the
health and funded status of the Retirement Fund. The
Retirement System produces various reports detailing
financial, actuarial, and operational issues, including a
summary of their financial statements that are designed for
a knowledgable but non-expert audience. We welcome
comments on specific ways to improve these products to
ensure that they are useful to a broad array of audiences
interested in this complex topic.
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To: BOS-Supervisors

Cc: BOS-Legislative Aides; 'Calvillo, Angela (angela.calvillo@sfgov.org)'; ‘civilgrandjury@sftc.org’,

Elliott, Nicole (MYR); Tugbenyoh, Mawuli (mawuli.tugbenyoh@sfgov.org); Rosenfield, Ben
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Subject: PUBLIC RELEASE - 2016-2017 Civil Grand Jury Report - The San Francisco Retirement
System, Increasing Understanding and Adding Voter Oversight

Categories: 170662, 170663

Supervisors:
Please find linked below the 2016-2017 Civil Grand Jury report released today, Friday, June 16, 2017, entitled:

The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight, as well as a press
release memo from the Civil Grand Jury, and an informational memo from the Clerk of the Board.

The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight

Civil Grand Jury Press Release - June 16, 2017

Clerk of the Board Memo - June 16, 2017

| invite you to review the entire matter on our Legislative Research Center by following the link below:

Board of Supervisors File No. 170662
Thank you,

John Carroll

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

(415)554-4445 - Direct | (415)554-5163 - Fax
john.carroll@sfgov.org | bos.legislation@sfgov.org

d

S Click here to complete a Board of Supervisors Customer Service Satisfaction form.
The Legislative Research Center provides 24-hour access to Board of Supervisors legislation and archived matters since August 1998.

Disclosures: Personal information that is provided in communications to the Board of Supervisors is subject to disclosure under the California Public Records Act and
the San Francisco Sunshine Ordinance. Personal information provided will not be redacted. Members of the public are not required to provide personal identifying
information when they communicate with the Board of Supervisors and its committees. All written or oral communications that members of the public submit to the
Clerk's Office regarding pending legisiation or hearings will be made available to all members of the public for inspection and copying. The Clerk's Office does not
redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar information that a
member of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors website or in other public documents that members
of the public may inspect or copy.
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FOR IMMEDIATE RELEASE

Friday, June 16, 2017

Contacts: Chris Bacon, Civil Grand Juror (415) 931-8157 (Primary Contact)
Kathie Lowry, Jury Foreperson (415) 601-2770

*** PRESS RELEASE ***

SAN FRANCISCO CIVIL GRAND JURY:
SAN FRANCISCO’S RETIREMENT SYSTEM NEEDS
SUBSTANTIAL STRUCTURAL CHANGES AND MORE VOTER
INVOLVEMENT AND EDUCATION

San Francisco, CA — The 2016-2017 San Francisco Civil Grand Jury (CGJ) calls upon the
Mayor and Board of Supervisors to enact substantial structural changes to the City’s Retirement
System, which has entered its second decade of being underfunded, to include more voter
involvement.

For its report, The San Francisco Retirement System: Increasing Understanding and Adding
Voter Oversight, the CGJ reviewed the recent history of the Retirement System and reached two

main conclusions:

e The principal underlying cause of the Retirement System’s unfunded condition is the
estimated $3.5 billion in retroactive retirement benefit increases implemented by voter-
approved propositions between 1996 and 2008.

e That when it came to retroactive retirement benefit increase propositions between 1996
and 2008, the Mayor, Board of Supervisors, Retirement Board, and Controller did not
fulfill their responsibility to watch out for the interests of the City and its residents.

The CGJ’s report states that the “fiscal status of San Francisco’s Retirement System threatens the
financial future of the City. As of June 30, 2016, the City and County of San Francisco owes its
Retirement System $5.81 billion; this is more than half of the City’s entire 2016 budget ($8.94
billion).”

In its boldest recommendation, the CGJ challenges the Board of Supervisors to “establish a
permanent Retirement System Oversight Committee to develop a comprehensive, long-term
solution for the Retirement System that is fair to both employees and taxpayers, and present it to
the voters in a proposition by 2018.”



The CGJ recommends that this new Retirement System Oversight Committee include
representatives from the Mayor’s office, the Board of Supervisors, the Controller’s office, the
Human Resources Department, and Unions, but that two-thirds of the Committee be public
members who are not participants in the Retirement System and have financial expertise relevant
to retirement systems.

The Superior Court selects 19 San Franciscans to serve year-long terms as Civil Grand Jurors.
The Jury has the authority to investigate City and County government by reviewing documents
and interviewing public officials and private individuals. At the end of its investigations, the
Jury issues reports outlining findings and recommendations. County agencies identified in the
report receive copies and must respond to these findings and recommendations. The Board of
Supervisors conducts a public hearing on each CGJ report.

The public may view this report and others issued by the CGJ online at
http://civilgrandjury.sfgov.org/report.html.

Hi#



City Hall
1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227

BOARD of SUPERVISORS

MEMORANDUM

Date: June 16, 2017
To: Honorable Members, Board of Supervisors
From: Y ngela Calvillo, Clerk of the Board

Subject: 2016-2017 CIVIL GRAND JURY REPORT - The San Francisco Retirement
System, Increasing Understanding and Adding Voter Oversight

The Office of the Clerk of the Board of Supervisors is in receipt of the San Francisco Civil Grand
Jury (CGJ) Report, entitled: The San Francisco Retirement System, Increasing
Understanding and Adding Voter Oversight (attached). Today is the public release date for
this report.

Pursuant to California Penal Code, Sections 933 and 933.05, the Board must:

1. Respond to the report within 90 days of receipt, or no later than September 14, 2017.
2. For each finding the Department response shall:

o agree with the finding; or

e disagree with the finding, wholly or partially, and explain why.

3. For each recommendation the Department shall report that:

e the recommendation has been implemented, with a summary of how it was
implemented,;

e the recommendation has not been, but will be, implemented in the future, with a timeframe
for implementation;

¢ the recommendation requires further analysis, with an explanation of the scope of the
analysis and timeframe of no more than six months from the date of release; or

e the recommendation will not be implemented because it is not warranted or reasonable,
with an explanation.

Pursuant to San Francisco Administrative Code, Section 2.10, in coordination with the Committee
Chair, the Clerk will schedule a public hearing before the Government Audit and Oversight
Committee to allow the Board the necessary time to review and formally respond to the findings
and recommendations.

The Budget and Legislative Analyst will prepare a resolution, outlining the findings and
recommendations for the Committee’s consideration, to be heard at the same time as the hearing
on the report.
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Jon Givner, Office of the City Attorney
Alisa Somera, Office of the Clerk of the Board
Debra Newman, Office of the Budget and Legislative Analyst
Severin Campbell, Office of the Budget and Legislative Analyst
Jadie Wasilco, Office of the Budget and Legislative Analyst
Kathie Lowry, Foreperson, San Francisco Civil Grand Jury
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CIVIL GRAND JURY | 2016-2017
CITY AND COUNTY OF SAN FRANCISCO

June 13, 2017

Board of Supervisors

Angela Calvillo, Clerk of the Board
City Hall, Room 244

1 Dr. Carlton B. Goodlett Place
San Francisco, CA 94102

Dear Clerk of the Board Calvillo,

The 2016-2017 Civil Grand Jury will release a report entitled “The San Francisco Retirement
System, Increasing Understanding and Adding Voter Oversight” to the public on Friday, June 16,
2017. Enclosed 1s an advance copy of this report. Please note that by order of the Presiding Judge of
the Superior Court, Hon. Teri I.. Jackson, this report is to be kept confidential until the date of
release (June 16th).

California Penal Code §933 (c) requires a response to be submitted to the Presiding Judge no

later than 90 days after the date of this letter. California Penal Code §933.05 states that for each
finding in the report, the responding person or entity shall indicate one of the following: (1) agree
with the finding; or (2) disagree with it, wholly or partially, and explain why.

Further, as to each recommendation, your response must either indicate:

1) That the recommendation has been implemented, with a summary of how 1t was

implemented;
‘That the recommendation has not been, but will be, implemented in the future, with a

Jo

timeframe for implementation;

3) That the recommendation requires further analysis, with an explanation of the scope of that
analysis and a meframe for discussion, not more than six months from the release of the
report; or

4) Thar the recommendation will not be implemented because it is not warranted or

rcasonable, with an explanation.

Please provide your response to the Presiding Judge ‘ert L. Jackson at the following address:
400 McAllister Street, Room 007
San Francisco, CA 94102-4512

Email: CivilGrandjury@sftc.org

Respyg ctf'u?x', f

Kathie Lowry, Foreperson
2016-2017 Civil Grand Jury
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THE CIVIL GRAND JURY

The Civil Grand Jury is a government oversight
panel of volunteers who serve for one year. It
makes findings and recommendations resulting
from its investigations.

Reports of the Civil Grand Jury do not identify
individuals by name. Disclosure of information
about individuals interviewed by the jury is
prohibited.

California Penal Code, section 929.

STATE LAW REQUIREMENT

Each published report includes a list of those
public entities that are required to respond to the
Presiding Judge of the Superior Court within 60
to 90 days as specified.

A copy must be sent to the Board of Supervisors.
All responses are made available to the public.

For each finding, the response must:
1) agree with the finding, or
2) disagree with it, wholly or partially,
and explain why.

As to each recommendation the responding party
must report that:

1) the recommendation has been
implemented, with a summary
explanation; or

2) the recommendation has not been
implemented but will be within a set
timeframe as provided; or

3) the recommendation requires further
analysis. The officer or agency head
must define what additional study is
needed. The Grand Jury expects a
progress report within six months; or

4) the recommendation will not be
implemented because it is not
warranted or
reasonable, with an explanation.

California Penal Code, Section 933.05
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EXECUTIVE SUMMARY

The fiscal status of San Francisco’s Retirement System threatens the financial future
of the City. As of June 30, 2016, the City and County of San Francisco (City) owes
its Retirement System $5.81 billion; this is more than half of the City’s entire 2016
budget ($8.94 billion). The Retirement System is 77.6% funded. This means that
there are not enough funds to pay the benefits to current and future retirees. In
Fiscal Year 2015-2016, the City’s annual contribution to the Retirement System was
$526.8 million, $377.1 million of which was amortization payments on the unfunded
pension liability. Where does the money come from to finance the underfunding?
From the City’s General Fund.

The General Fund pays for the City’s services (such as public works, MUNI, police,
and fire), and employee salaries and benefits. When more of the General Fund is
spent on the underfunding of the Retirement System, City services and staff must be
reduced to ensure a balanced budget.

There are several causes for the underfunding of the Retirement System, but the
main underlying cause is the retroactive retirement benefit increases implemented by
voter-approved propositions between 1996 and 2008. These retroactive increases
were very expensive gifts to employees and retirees from taxpayers, paid for with
money borrowed at a high interest rate from the Retirement System, and paid back
over 20 years by taxpayers. The financial details of these retroactive increases were
not disclosed to voters. As Warren Buffett stated:

There probably is more managerial ignorance on pension costs than any other cost item of
remotely similar magnitude. And, as will become so expensively clear to citizens in futnre
decades, there has been even greater electorate ignorance of governmental pension costs.

The 2016-17 Civil Grand Jury investigated the Retirement Board, the Retirement
System, Retirement System-related Propositions, and the public pension industry.
Our purpose was to assess the effects of the costs of the current Retirement System,
including the unfunded liability, on the City’s financial health. Additionally, our
purpose was to evaluate the ability of residents and voters to understand the financial
ramifications of pension-related propositions based on information provided by the
City. We conducted interviews with City staff and reviewed City and other
documents. Our analysis led us to two major findings and four recommendations:

Finding F1: That there are multiple causes for the City’s $5.81 billion debt to its
Retitement System, including investment losses ($1.4 billion), a court ruling on
Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C ($1.3
billion), and changes in demographic assumptions ($1.1 billion). However, the
principal undetlying cause is the estimated $3.5 billion in retroactive retirement
benefit increases implemented by voter-approved propositions between 1996 and
2008.

w3
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Recommendation R1.1: That the Mayor and Board of Supervisors fully disclose the
financial details of any future retirement benefit increases or decreases to the public.

Recommendation R1.2: That by the end of 2018, the Retirement Board produce an
annual report for the public showing each component of the debt owed by the City
to the Retirement System, including the full history of each component and
descriptions of all calculations.

Finding F2: 1) That the City’s Retirement System diligently protects the retirement-
related interests of the City’s employees and retirees; 2) that the Retirement Board
has a majority of members who are also members of the Retirement System (they
receive, or will receive, pensions); 3) that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of
Supervisors, Retirement Board, and Controller did not fulfill their responsibility to
watch out for the interests of the City and its residents; and 4) that despite previous
Retirement System-related propositions (2010 Propositon D and 2011 Proposition
C) that reduced future pension liabilities, the Retirement System remains seriously
underfunded, threatening the fiscal status of the City.

Recommendation R2.1: That the Board of Supervisors establish a permanent
Retirement System Oversight Committee to develop a comprehensive, long-term
solution for the Retirement System that is fair to both employees and taxpayers, and
present it to the voters in a proposition by 2018. All options for reducing pension
liabilities must be considered, including a hybrid Defined Benefit / Defined
Contribution plan. (Details about the recommended committee are presented in the

Findings and Recommendations section of this report.)

Recommendation R2.2: That the Mayor and Board of Supervisors submit a
Charter amendment proposition to the voters to add three additional public
members who are not Retirement System members to the Retirement Board.
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BACKGROUND & METHODOLOGY
BACKGROUND

The City’s Retirement Board and Retirement System is defined in the San Francisco
(SF) Charter’ and can only be changed by voter-approved propositions. The
Retirement System is also known as the SF Employees’ Retirement System (SFERS);
this report will use Retirement System. The Retirement Board appoints an executive
director, who in turn administers the Retirement System. The Retirement Board
administers the Retirement Fund and makes all the investment decisions.

In the past decade, several attempts, some successful and others not, have been
made to change the Retirement System. There have been two Civil Grand Jury (CG]J)
reports and five significant propositions placed before the voters. Each of these
reports and propositions are summarized below in chronological order.

2000 Proposition C?

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It retroactively increased the retirement benefits for miscellaneous
employees. The description of the proposed Charter Amendment from the Voter
Pamphlet said that:

Proposition C is a Charter amendment that would increase retirement benefits for
miscellaneous employees hired after 1976. An employee could get a pension of up to 75
percent of final salary. The pension amount would be based on years of service and a
multiplier ranging from 1% per year of service at age 50 to 2% at age 60. The employee’s
“final salary” would mean the average monthly salary during a one-year period when the
employee earned the highest salary.

The City Controller provided the following statement on the fiscal impact of

Proposition C in the Voter Pamphlet:

Should the proposed Charter amendment be adopted, in my opinion, it would increase the
cost of government by an amount, estimated by the Retirement System Actuary, of §34
million per year for 20 years and then dropping to §17 million per year.

Even with this proposal, the City does not expect to have to make a
contribution to the Retirement System for at least the next 15 years.
(Bolding added)

“During the next
decade, you will read
a lot of news - bad
news - about public
pension plans.”
Warren Buffett 2014
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2002 Proposition H?

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It retroactively increased the retirement benefits for police officers and
firefighters by increasing the amount of pensions to 2.4 percent of salary for each
year they served if they retired at age 50 and 3 percent of salary for each year served
if they retired at age 55. The description of the proposed Charter Amendment from
the Voter Pamphlet said that:

Proposition H is a Charter amendment that would change the formula for police and
Jerefighter retirement benefits. Police and firefighters who retire at age 50 would receive, for
each year of service, 2.4 percent of the salary earned at the time of retirement. Police and
Sfrefighters who retire at age 55 would receive, for each year of service, 3 percent of the salary
earned at the time of retirement. The maximum retirement benefit police and firefighters
conld receive would be 90 percent of the salary at the time of retirement. Police and
Jerefighters who retire before January 1, 2003 would not be eligible for this increase.

The City Controller provided the following statement on the fiscal impact of
Proposition H in the Voter Pamphlet:

Should the proposed amendment be adopted, in my opinion, the cost to the City and
County wonld increase, as estimated by the Retirement System Actuary, by about §28
million per year for the next 20 years, dropping after 20 years to an ongoing cost of
approximately §8.2 million per year. However, no cash wonld be required since the City's
Retirement System currently has a large surplus. While the cost of this proposal would
reduce that surplus, the City nonetheless should not be required to make
employer contributions to the Retirement System for at least the next
ten years. The Amendment also provides that if the City is required to make employer
contributions to the Retirement System, the City will negotiate a cost-shating
agreement with the police officers and firefighters to cover all or part of
the cost of providing the additional retirement benefits through

employee contributions.
(Bolding added.)

Notwithstanding the Controller’s statement with respect to both the 2000
Proposition C and the 2002 Proposition H, the City had to commence contributions
to the Retirement System in 2005%, and for FY 2016 the City had to make a $526.8
million contribution, $377.1 million of which was payment towards the unfunded
pension liability.
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June 2008 Proposition B®

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. The June 2008 Proposition B included Pension Benefits and Retiree
Health Benefits; this report addresses only the Pension Benefits. The Voter
Information Pamphlet described the changes to the Retirement System as follows:

In addition, Proposition B would make the following changes to retirement benefits and
COLAs for miscellaneons City employees who retire on or after January 10, 2009:

* The age factor for employees who retire at age 60 would increase to 2.1% and rise to
2.3% at age 62. Thus, employees with 20 years of service would receive 42% of their
highest annual salary if they retire at age 60 or 46% if they retire at age 2.

* The basic COLA benefit would be compounded annually based on the retirement benefits
payable on June 30th of the prior year.

* The supplemental COLA, which is paid when there is enough excess investment
earnings, also would increase for a total adjustment of retirement benefits up to 3-1/2%.

The City would freeze wages and other economic benefils for miscellaneous City employees
from July 1, 2009 through June 30, 2010.

This proposition is described in more detail under Proposition Costs & Disclosures.

As a result of the propositions increasing retirement benefits, the declining investment returns experienced
by the Retirement System and the increasing cost to the City of the Retirement System, two Civil Grand
Juries investigated the Retirement System:

2008-2009 CGJ Report: “Pensions Beyond Our Ability to Pay”’

This CG]J investigated both health care and pension benefits for City employees and
focused much attention on pension spiking and a Deferred Retirement Option

Program. In response to the findings they made regarding spiraling pension costs,
the CGJ recommended:

A task force should be established to evaluate a change to a defined-contribution (DC)
Plan for all new employees of the City and County of San Francisco. By adopting a DC,
the Mayor, the [Board of Supervisors], and [San Francisco Employee Retirement System]
can do more to restore credibility to the public Retirement Systems than any other action
they can take.

The Mayor’s Office responded’ to the 2008-2009 CG]J teport in general and also
specifically to the recommendation listed above. The general comment from the
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Mayor's office was that the Mayor did not believe that San Francisco was
experiencing a pension crisis and that the Retirement System was among the most
well-funded retirement systems in the country with a strong record of superior
returns on its investments. Specifically, the Mayor disagreed with the
recommendation to convert to a DC plan because he believed that the Retirement
System’s defined benefit (DB) plan offered a more secure investment strategy.

2009-2010 CGJ Report: Pension Tsunami: The Billion Dollar Bubble®

This CGJ investigated the ever-increasing Retirement System unfunded liability and
its effects on City services since the City is financially responsible for the unfunded
liability, as well as “pension-spiking.” The investigation concluded, among other
issues, that the current DB plan is financially unsustainable without cutbacks in jobs
and City services. The investigation report recommended that the City consider a
hybrid DB and DC plan for future employees and that no cost-of-living increases
accrue to retirees unless the plan is fully funded. The Mayor’s Office responded’ to
the finding of the CGJ report regarding the unsustainability of the Retirement “Pension reform can

System that: be hard to talk about.
In the long run,
San Francisco’s Defined Benefit Plan is one of the most soundly funded and managed feforn fow theans
public retirement plans in the United States; the system itself is sustainable, despite the fewer demands for
impact of the severe economic downturn. The City has faced economic downturns before, layoffs and less
and, as it has in the past, our system will recover and remain financially sound. draconian measures in

. ) . ) the future. It's in the
The Mayor’s Office also disagreed with the recommendation that a hybrid DB and bést et sE4ll
DC plan should be considered because of the risks associated with a DC plan. Califamians to fix this

system now.”

erry Brown
2010 Proposition D" Jerry Brown

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It changed the formula for determining the highest salary on which the
pension benefits would be based from the highest average monthly salary within one
year to the average salary in two consecutive fiscal years or 24 months prior to
retirement. This proposition also changed the formula for City contributions to the
Retirement System depending on the Retirement System’s investment
earnings. Specifically, the Voter Pamphlet said that:

For employees hired on and after July 1, 2010, “final compensation” would be calenlated
using a two-year formula. An employee’s final compensation would be determined by
averaging monthly compensation during:

o any two consecutive fiscal years of earnings, or
o the 24 months immediately before retirement.
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The final basis for retirement benefits would be the higher of the two figures. For safety
employees and CalPERS members hired on and after July 1, 2010, the employee
contribution to SEERS or CalPERS would increase to 9.0% of compensation. In years
when the City’s contribution to SEFERS is less than expected because of large investment
earnings, the amonnt saved would be deposited into the Retiree Health Care Trust Fund.
The participating employers conld choose to have this rule apply to them.

The City Controller provided the following statement on Proposition D:

Taken together, the change in the SEFERS safety and CalPERS employee contribution
rates from 7.5% to 9.0%, and the two year final compensation calculation, are expected to
reduce the employer long-term cost (called the ‘normal’ cost) of pension funding by
approximately 0.7% over the 25 year period between fiscal year 2011- 2012 and fiscal
year 2035-2036. Cumulatively, the savings for that same 25 year period is estimated to
range between §300 and §500 million depending on future wage and benefit rates for
employees, and other factors.

2011 Proposition C"

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It changed the pension benefits by increasing the age requirement for
obtaining maximum retirement benefits and also required that retirement benefits be
based on an average of the last three years of service, as well as limiting certain cost-
of-living increases. Specifically, the Voter Information Pampbhlet said that:

Proposition C is a Charter amendment that would change the way the City and current
and future employees share in funding SFERS pension benefits. The base employee
contribution rate would remain the same—7.5% for most employees—when the City
contribution rate is between 11% and 12% of City payroll. Employees making at least
550,000 would pay an additional amount up to 6% of compensation when the City
contribution rate is over 12% of City payroll. When the City contribution rate falls below
11%, employee contributions would be decreased proportionately.

Proposition C wonld also create new retirement plans for employees hired on or after
January 7, 2012, that wonld:
o For miscellancons employees, tncrease the minimum retirement age to 53 with 20
_years of service or 65 with 10 years;
o For safety employees, the minimum retirement age would remain at 50 with five
_years of service, but the age for maximum benefits would increase to 58;

o For all employees, limit covered compensation, calcnlate final compensation from a
three-year average, and change the multipliers used to calenlate pension benefits,
and

o For miscellancous employees, raise the age of eligibility to receive vesting allowances
to 53 and reduce by half the City’s contribution to vesting allowances.

10
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The Voter Information Pamphlet also stated that:

Proposition C wonld limit cost-of-living adjustments for SEFERS retirees.

The City Controller provided the following statement on the fiscal impact of
Proposition C:

Should the proposed Charter amendment be approved by the voters and implemented, in my
opinion, the City’s costs to fund employee retirement benefits will be reduced by
approxcimately §40 to §50 million in fiscal year (FY) 2012—13. City costs will be reduced
by approximately 871 billion to §1.3 billion cumulatively over the ten years between FY
2012—13 and FY 2021— 22, of which §85 million is attributable to retiree health benefit
Savings, and the balance to pension contribution savings.

Unfortunately, much of the predicted City savings from Proposition C have not
materialized as a result of liigation between Protect Our Benefits” and the City
regarding the interpretation of Proposition C’s provisions limiting cost-of-living
adjustments.

The California Rule

In the 1955 case of Allen v City of Long Beach”, the California Supreme Coutt
established what became known as “The California Rule” for public employee
pensions which has been interpreted as constitutionally prohibiting any reduction of
pension benefits for current employees and retirees as an infringement of the right of
contract. The Great Recession of 2008-09 drastically diminished the market value of
pension funds and, along with demographic factors such as longer life expectancy,
resulted in a nationwide increase in the underfunding of pension plans. Although
lowering benefits for prospective employees is allowed under the California Rule such a
lowering of future pension obligations is insufficient to solve the underfunding
which has been variously estimated nationwide as between two to over four trillion
dollars and, as a California Court of Appeals sardonically noted, “As so often occurs
California was in first place.” Under the City’s Charter the City is obligated to contribute
to the Retirement System to compensate for underfunding, but actuarial predictions
show that only lowering benefits for current employees can bring the system to full
funded status™. :

As that Court of Appeals’ decision (which is presently before the California Supreme
Court) held, a current public employee’s pension may be reduced so long as such
reduction does not “deprive the employee of a ‘reasonable’ pension.” The final determination
of the scope of the California Rule remains to be determined by the California
Supreme Court, but if it upholds the lower court’s decision there may be an
opportunity to begin the process of bringing pension plans in California, including
the City’s Retirement System, into a fully funded condition.

11
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Financial Economics and Public Pension Plans

Financial Economics and its use with public pension plans is a topic we came across
late in our investigation. We have not been able to study it in detail, but wanted to
point it out as an important, and controversial, topic. Currently, public pension plans
use the long-term investment return of assets to value liabilities. This is challenged by
those who say public pension plan liabilities should be valued using risk-free interest
rates. Below are some helpful links on this topic:

Pensions & Investments 8/3/2016 article:
Actuarial leaders disband task force, object to paper on public plan liabilities

The paper mentioned in the article:
Financial Economics Principles Applied to Public Pension Plans

Joint AAA (American Academy of Actuaries)/SOA (Society of Actuaries) Task
Force on Financial Economics and the Actuarial Model:

Pension Actuary’s Guide to Financial Economics, 2006

Hoover Institution essay: Hidden Debt, Hidden Deficits: 2017 Edition, How
Pension Promises Are Consuming State and Local Budgets
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METHODOLOGY

During our investigation, we reviewed numerous reports and studies, and
interviewed City staff regarding the Retirement System. A list of our sources is
included in Appendix A.

We reviewed:

- Pnor CGJ reports on the Retirement System;

- Prior propositions dealing with the Retirement System;

- Retirement System Annual Reports, Actuarial Valuation Reports,
Government Accounting Standards Board (GASB) 67/68 Reports,
and Financial Reports

- San Francisco Comprehensive Annual Financial Reports (CAFR)

- Press articles, academic articles and studies dealing with pension reform
throughout the United States.

- Reform efforts by other public retirement systems.

We interviewed:
- Present and former staff of the Controller’s Office;
- Present and former staff of the Retirement System;
- Present and former staff of the Mayor’s Office;

- Members of the Retirement Board.

We consulted with outside experts familiar with retirement systems.

13
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DISCUSSION & ANALYSIS

The Retirement System is a defined-benefit pension plan which provides a specified
retirement benefit that is based on the member’s retirement age, service length, and
final salary. The Retirement System is governed by a seven-member Retirement
Board; three are employees or retirees elected by all employees and retirees, three are
Mayoral appointees, and one is a Board of Supervisors (BOS) member appointed by
the BOS President. Elected officials, including the Mayor, the Board of Supervisors,

€
and the Controller, are members of the Retirement System. “We caanot
continue. Our

The Retirement Board appoints the Retirement System’s Executive Director and an pension costs and
Actuary. The Executive Director administers the Retirement System; the Actuary health care costs for
advises the Retirement Board on actuarial matters and monitors an independent Sl employees are
consulting actuarial firm, Cheiron, which prepares the Retirement System’s annual going to,:oankrupt
Actuarial Valuation and GASB 67/68" Repotts, and other actuarial analyses. The thls city.
Retirement System publishes an Annual Report, an annual Financial Statements and Michael Bloomberg

Required Supplementary Information Report, and the Retirement Systems’ CPA,
MGO Certified Public Accountants, performs an audit of the Financial Statements
and produces an audit report.

The Retirement Board receives advice from the Retirement System’s Chief
Investment Office (CIO) and the investment staff, and it makes all the investment
decisions for the Retirement Fund.

Health care for the City’s employees and retirees is a significant portion of benefits,
but it is not in the scope of this report. The SF Deferred Compensation Plan is also
not within this report’s scope.

Any defined-benefit pension plan is hard for the average person to understand. A
mortgage covers 30 years and is complex; a pension plan can cover 60 years or more,
and is very complex. Predicting how much an individual makes each year, if or when
they quit, if they’re married or have kids, if they become disabled, when they retire,
or when they die — is impossible. But for a large group of people, actuaries can, and
do, make reasonably accurate predictions about these events. Predicting what
investments will do in the future is far more uncertain. The Great Recession of 10
years ago is a prime example.

A pension plan must take the long view, at least 60 years. Making decisions based on
a shorter view almost always turns out badly. The stock market booms in the late
1990s and the 2000s led to some short-term pension decisions, and we are currently
facing the results. Any solution to the current situation needs to take the long view.

14
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THE CITY & ITS EMPLOYEES

The chart below provides a 10-year overview of the City’s Budget and employees’ Salaries and Benefits'.
After adjusting for inflation"’, the Budget has increased by 40%, and Salaries and Benefits by 33%, in the last
10 years. Salaries and Benefits have been 50-53% of the Budget in each of the last 10 years. Keep in mind
that inflation has been very low for the last 10 years, but it will likely pick up in the future. The 3/23/17
update of the City’s Five-Year Financial Plan for FY 2017-18 through FY 2021-22'"® estimates Salaries and
Benefits increasing by 51% over the next five years.

Budget, Salaries + Benefits
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Salaries + Benefits 2,996,227 877 3,192,230,671 3,333,905,306 3,415,844,176 3,382,826,871 3,526,508,012 3,789,360,557 4,021,165,840 4,309,497,053 4,455,556,464
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The chart below provides a FY 2007 through FY 2016 overview of the number of City Employees and
Retirees!®. Employees have increased by 7.3%, and Retirees by 34.0%, over the last 10 years. As the Baby-
Boomers continue to retire, it is possible there will be more Retirees than Employees in the future.

Employees & Retirees
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RETIREMENT SYSTEM - FUNDING

The Retirement System is funded by contributions from the City and its employees, and by investment
retutns”™. The City’s contributions include amortization payments on the unfunded liability debt. The chart
below shows these funding sources between FY 2007 and FY 2016. The table below the chart shows the
amounts. The wide swings in Investment Returns, and their size in relaton to City and Employee
Contributions, illustrate the market’s risks and rewards. For example, during the Great Recession in FY
2008 and FY 2009 the Retirement System lost more than $4.2 billion, in FY 2014 it made $3.2 billion, and in
FY 2016 made only $150 million.

After adjusting for inflation®, the City’s Contributions have increased by 71%, and the Employee
Contributions by 37%, in the last 10 years.

City & Employee Contributions, Investment Returns
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
City Contributions 132,601,000 134,080,000 126,101,000 223,614,000 308,823,000 410,797,000 442,870,000 532,882,000 592,643,000 526,805,000
Employee Contributions 175,747,000 185,123,000 192,964,000 189,948,000 181755000 198,160,000 258,726,000 289,020,000 301,682,000 322,764,000
Investment Retums 2,796,839,000  (735,432,000) (3,512,850,000) 1,655,101,000 2,887,575,000 80,402,000 2,064,550,000 3,175431,000 763,429,000 150,190,000
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RETIREMENT SYSTEM - LIABILITY, ASSETS, UNFUNDED LIABILITY

The chart below shows the Retirement System’s Liability, Assets, and Unfunded Liability for FY 2007 to FY
2016%. Unfunded Liability = Liability — Assets. After adjusting for inflation®, Liability has increased by
35%, and Assets by 3%, over the last 10 years. Between FY 2007 and FY 2009, the Retirement System went
from being $3.4 billion overfunded to $4.6 billion underfunded, an $8.0 billion swing in three years.
Between FY 2009 and FY 2014, Assets almost caught up with Liability, but since then Liability has
continued to increase while Assets have been relatively flat.

Liability, Assets, Unfunded Liability
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Unfunded Liability -3,410,655,000 -473,697,000 4,611,920,000 4,506,608,000 2,999,888,000 4,100,130,000 3,213,232,000 1,201,960,000 2,542,823000 4,249,379,000
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PROPOSITION COSTS & DISCLOSURES

For most pension retirement benefits, the City and its employees make payments
each pay period during the employees’ time of service. Those payments are invested
and earn money over time. Retroactive pension increases do not work the same.
The total projected future costs of a proposition’s retroactive pension increase are
calculated for all employees and retirees for their lifetime; this is usually a large
amount. When the proposition’s pension increase goes into effect, that total
becomes a proposition debt owed by the City to the Retirement System — employees
and retirees owe nothing. The proposition debt is added to the Unfunded Actuarial
Liability* of the Retitement System. The proposition debt is expressed as a
percentage of the City’s payroll, so it increases each year based upon the Salary
Increase Rate™ percentage (3.75% - 4.50%), and increases or decreases in the
number of employees. The proposition debt is paid back over 20 years at the
Discount Rate (7.50% — 8.00%).

A list of retroactive retirement benefit increase propositions from 1996 — 2008 can
be found in Appendix B.

The Little Hoover Commission is an independent state oversight agency that was
created in 1962. The Commission's mission is to investigate state government
operations and — through reports, recommendations and legislative proposals —
promote efficiency, economy and improved service. The Commission published a
report, “Public Pensions for Retirement Security”® on February 24, 2011. The
report’s cover letter starts with:

California’s pension plans are dangerously underfunded, the result of overly generous benefit
promises, wishful thinking and an unwillingness to plan prudently. Unless aggressive
reforms are implemented now, the problem will get far worse, forcing counties and cities to
severely reduce services and layoff employees to meet pension obligations.

As part of the report’s Recommendations 3 and 4, it states:

To minimize risk to taxpayers, the responsibility for funding a sustainable pension system
must be spread more equally among parties.
o The Legislature must probibit refroactive pension increases.

To improve transparency and accountability, more information about pension costs must be
provided regularly 1o the publzc. :

o  The Legislature must require government retirement boards to restructure their
boards to add a majority or a substantial minority of independent, public members
to ensure grealer representation of taxpayer interests.

e _All proposed pension increases must be submitted 1o voters in their respective

Jurisdictions. The ballot measures must by accompanied by sound actuarial
information, written in a clear and concise format.
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Governor Brown published a “Twelve Point Pension Reform Plan” on October 27,
20117. One of the points was to “Prohibit Retroactive Pension Increases.” It states:

In the past, a number of public employers applied pension benefit enbancements like earlier
retirement and increased benefit amonnts fo work already performed by current employees
and retirees. Of course, neither employee nor emsployer pension contributions for those past
_years of work accounted for those increased benefits. As a result, billions of dollars in
unfunded liabilities continue to plague the system. My plan will ban this
irresponsible practice.

(Bolding added)

June 2008 Proposition B - Changing Qualifications for Retiree Health and
Pension Benefits and Establishing a Retiree Health Care Trust Fund®

The June 2008 Proposition B includes Pension Benefits and Retiree Health Benefits;
this report addresses only the Pension Benefits. The Voter Information Pampbhlet for
the June 2008 Proposition B includes the standard Controller’s statement on the
fiscal impact of Proposition B:

Should the proposed charter amendment be approved by the voters, in my opinion, the City
will have both significant added costs in the near and medium term for the cost of employee
pension benefits and significant savings in the near term under its labor contracts and in the
long term for the cost of retiree health benefits.

Pension Benefits: The Charter amendment would increase the maximum retirement
benefit available to City miscellaneous employees from the current 2% of final pay at 60
years of age, up to 2.3% of final pay at age 62 and enhance cost of living increases for
pension recipients. These changes wonld add approximately 3.5% of salary to the cost of
Junding an average employee’s retirement benefits, or an ongoing annual cost to the City of
approximately §84 million for the next 20 years, dropping after 20 years to an ongoing
annual cost of 1.1% of salary or approximately §27 million at current rates.

To partially pay for this increased retirement benefit, the amendment freezes wages for
the 2009-2010 fiscal year. This provision is estimated to save the City approximately
2.1% of salary or an estimated §35 million on an annual basis. These savings estimates
are based on an assumption that the City would otherwise have provided wage increases at
percentage rates at or near the projected consumer price index for that period and is
consistent with the City’s historical experience in negotiated labor contracts. Finally, the
Charter amendment specifies that the City’s ongoing excpenditures for improved retirement
benefits under this proposal must be considered the equivalent of wages in future labor
arbitration proceedings. Note that these provisions do not apply to the labor contracts for

police, firefighters, sheriffs, nurses and transit operators.

The actuary’s analysis of Proposition B¥ prior to the election shows an estimated
increase in Unfunded Liability of $674 million. When Proposition B came into effect,
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the Unfunded Liability was increased by $750 million, a debt that 8 years later the
City has paid $595 million on, $§542 million in interest and $53 million in principal.
The debt will not be paid off until 2028.

Reviewing the Voter Information Pamphlet’s arguments for and against Proposition
B, it’s clear that they focused on the Retiree Health Benefits and the Retiree Health
Care Trust Fund, and considered the Pension Benefits to be a minor change. Several
of the proponents stated that it would save $1.4 billion in healthcare costs over 30
years. No one noted that the pension increases would cost $1.68 billion over 20
years. Some quotes from the arguments:

Increases Cost of Living Adjustments (COLA) for retirees and modestly improves
pensions for ensployees who retire at or after age 60

Proposition B is just the latest minor proposal to appear on the ballot in a City Charter

election, costing taxpayers a mountain of money for a molehill of municipal employee law
change.
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The June 2008 Proposition B chart below shows the Outstanding Balance due to be paid by the City to the
Retirement System, the Cumulative Interest paid, and the Cumulative Principal paid®. Note that after eight
years the City has paid $542 million in Interest, $53 million in Principal, and has an Outstanding Balance of
$697 million. The Outstanding Balance increased during the first four years, and over the next twelve years
it will be paid down to zero.

All retroactive pension increase propositions will have a similar pattern of interest and principal costs over
time.

June 2008 Proposition B
QOutstanding Balance, Cumulative Interest, and Cumulative Principal
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RETIREMENT SYSTEM REPORTS

Each fiscal year there are five financial documents published by the Controller and
SFERS that describe the City’s Retirement System: 1) the Controller’s
Comprehensive Annual Financial Report (CAFR); 2) the SFERS Annual Report; 3)

the SFERS Financial Statements; 4) the SFERS Actuarial Valuation Report; and 5) “Unfortunately,
the SFERS GASB 67/68 Report. These reports are described below. pension
mathematics today
An actuarial report was produced by the SFERS Actuary and sent to the Board of remain a mystery to
Supervisors, the Mayor, and the Controller for each proposition that retroactively most A.tnenc_:ans.”
increased retirement benefits. Each actuarial report estimated the detailed costs of Warren Buffet

the proposition and was the basis of the Controller’s estimate provided in the Voter
Information Pamphlet. These actuarial reports could not be found online.

For the most part, these reports are not meant for the average City taxpayer,
employee, or retiree. There are no other readily available sources of information
about the Retirement System’s finances. This results in there being little
transparency or accountability to the public for the Retirement System’s finances.
Taxpayers have not had the information needed to make an informed decision about
the retroactive retirement benefit increase propositions. However, the Mayor, the
Board of Supervisors, and the Controller understood these reports, but failed to
communicate it to voters in a clear and complete manner.

Comprehensive Annual Financial Report
Produced by: Controller’s Office

Audience: Accountants, auditors

Complexity: Very High

Size: 235 pages, ~25 pages on the Retirement System
Notes:

This report describes all the finances for the City.

SFERS Annual Report

Produced by: SFERS

Audience: Employees, retirees, public

Complexity: Medium/High

Size: 79 pages

Notes:

Its Financial, Investment, Statistical, and Deferred Compensation Plan Sections are
clear, and much of the Actuarial Section is as well, but the “Actuarial Analysis of
Financial Experience”, “Schedule of Funding Progress”, and “Actuarial Solvency
Test” tables have no description of the tables, the data they contain, or why the data
ends with the previous Fiscal Year.
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SFERS Financial Statements

Produced by: SFERS

Audited by: MGO Certified Public Accountants
Audience: Accountants, auditors

Complexity: High -

Size: 52 pages

SFERS Actuarial Valuation Report

Produced by: Cheiron, the SFERS’ Actuary

Audience: SFERS, actuaties, auditors

Complexity: Extremely High

Size: 94 pages

Notes:

This report is for funding purposes, i.e., to determine the City’s annual contribution.
It contains many tables, most of which are clear and understandable, but there are
many that have no description of the tables or the data they contain.

SFERS GASB 67/68 Report

Produced by: Cheiron, the SFERS’ Actuary

Audience: SFERS, actuaries, auditors

Complexity: Very High

Size: 35 pages

Notes:

This report is for financial reporting purposes. It is required by the Government
Accounting Standards Board (GASB) Statement No. 67, “Financial Reporting for
Retirement Systems”, and Statement No. 68, “Accounting and Financial Reporting
for Pensions.” ‘
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FINDINGS & RECOMMENDATIONS

Finding F1: That there are multiple causes for the City’s $5.81 billion debt to its
Retirement Systern, including investment losses ($1.4 billion), a court ruling on
Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C ($1.3
billion), and changes in demographic assumptions ($1.1 billion)”. However, the
ptincipal undetlying cause is the estimated $3.5 billion™ in retroactive retirement
benefit increases implemented by voter-approved propositions between 1996 and
2008.

Recommendation R1.1: That the Mayor and Board of Supervisors fully disclose the
financial details of any future retirement benefit increases or decreases to the public.

Recommendation R1.2: That by the end of 2018, the Retirement Board produce an
annual report for the public showing each component of the debt owed by the City
to the Retirement System, including the full history of each component and
descriptions of all calculations.

Finding F2: 1) That the City’s Retirement System diligently protects the retirement-
related interests of the City’s employees and retirees; 2) that the Retirement Board
has a majority of members who are also members of the Retirement System (they
receive, or will receive, pensions); 3) that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of
Supervisors, Retirement Board, and Controller did not fulfill their responsibility to
watch out for the interests of the City and its residents; and 4) that despite previous
Retirement System-related propositions (2010 Proposition D and 2011 Proposition
C) that reduced future pension liabilities, the Retitement System remains seriously
underfunded, threatening the fiscal status of the City.

Recommendation R2.1: That the Board of Supervisors establish a permanent
Retirement System Oversight Committee to develop a comprehensive, long-term
solution for the Retirement System that is fair to both employees and taxpayers, and
present it to the voters in a proposition by 2018. All options for reducing pension
liabilities must be considered, including a hybtid Defined Benefit / Defined
Contribution plan. The details of the committee are:

1. Name: Retirement System Oversight Committee-
2. Purpose
a. Develop a comprehensive, long-term solution for the Retirement
System’s unfunded liabilities that is fair to both employees, retirees,
and taxpayers, and present it to voters in a proposition by the end of
2018. All options should be on the table, including a Hybrid Defined
Benefit / Defined Contribution plan.
b. Inform and educate the public concerning the finances of the
Retirement System.



THE SAN FRANCISCO RETIREMENT SYSTEM — INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

c. As needed, develop solutions to future problems the Retirement
System encounters and, if necessary, present them to voters in a
proposition. All options should be on the table, including a Hybrid
Defined Benefit / Defined Contribution plan.

d. The Committee shall provide oversight to ensure that: (1) actions
taken by the Retirement System are in the best interest of the
residents of San Francisco; (2) all propositions that modify the
Retirement System are adequately described to voters in the Voter
Information Pamphlet.

e. In furtherance of its purpose, the committee may engage in any of
the following activities: :

1. Inquire into the actions of the Retirement System by
reviewing reports, analyses, financial statements, actuarial
reports, or other materials related to the Retirement System.

i. Holding public meetings to review the effect on San
Francisco residents of actions taken by the Retirement

: System.

3. Public Meetings

a. The Board of Supervisors shall provide the committee with any
necessary technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient resources to
publicize the conclusions of the committee.

b. All committee proceedings shall be subject to the California Public
Records Act (Section 6254, et seq., of the Government Code of the
State of California) and the City's Sunshine Ordinance (Chapter 67 of
this Code). The committee shall issue regular reports on the results of
its activities. A report shall be issued at least once a year. Minutes of
the proceedings of the committee and all documents received and
repotts issued shall be a matter of public record and be made
available on the Board's website.

4. Membership

a. Two-thirds of the members will be Public members and one-third
will be Representative members.

b. Public members.
1. Public members must be voters.
ii. Public members cannot be members of the Retirement
System.
iii. Fach Supervisor will appoint a single Public member.
iv. The Mayor will appoint all other Public members.

Public members can only be removed for cause.

vi. Public members shall be experienced in life insurance,
actuarial science, employee pension planning, investment
pottfolio management, labor negotiations, accounting,
mathematics, statistics, economics, or finance.

vii. Public members will receive no compensation.

vili. Four-year term, staggered so that one-fourth of the Public

members’ terms expire each year.

.
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ix. No more than two consecutive terms.

c. Representative members

1. Mayor’s Office representative.
1. Board of Supervisors’ representative.
iii. Controller’s Office representative.
iv. Human Resources Department representative.
v. Safety Unions’ representative.
vi. Miscellaneous Unions’ representative.
5. Committee Costs
a. The Board of Supervisors will decide how best to fund the
Committee.

Recommendation R2.2: That by the end of 2018, the Mayor and Board of
Supervisors submit a Charter amendment proposition to the voters to add three
additional public members who are not Retirement System members to the
Retirement Board.

FINDING F3: That the Voter Information Pamphlets for retroactive retirement
benefit increase propositions between 1996 and 2008 did not provide voters with
complete estimates of the propositions’ costs, who would pay those costs, how those
costs were financed, and what the interest rates were.

RECOMMENDATION R3.1: That the FElections Commission and the
Department of Elections ensure that future Voter Information Pamphlets for
Retirement System-related propositions provide voters with complete financial
details.

RECOMMENDATION R3.2: That by the end of 2018, the Controller’s Office
provide SF residents, employees, and retirees with a description of the City’s
Retirement System that enables them to make informed decisions about it.

FINDING F4: The Controller and the Retirement System provide extensive reports
about the Retirement System, but they are too complex for the average citizen,
employee, or retiree to understand. The data in the Retirement System reports is not
available to the Retirement System or the public in a dataset, making research and
analysis more difficult.

RECOMMENDATION R4.1: That by the end of 2018, the Retirement System
develop and maintain a dataset based on the data in its actuarial and financial reports
of the last 20 years, and make that dataset available to the public.

RECOMMENDATION R4.2: That by the end of 2018, the Controller’s Office
develop and produce an annual Retirement System Report that clearly explains the
current and projected status of the Retirement System and its effect on the City’s
budget.
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REQUEST FOR RESPONSES

FINDING F1

That there are multiple causes for the City’s $5.81 billion debt to its Retirement
System, including investment losses ($1.4 billion), a court ruling on
Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C
($1.3 billion), and changes in demographic assumptions (§1.1 billion).

Proposition D and 2011 Proposition C) that reduced future pension liabilities,
the Retirement System remains seriously underfunded, threatening the fiscal
status of the City.

RECOMMENDATION R2.1
That the Board of Supervisors establish a permanent Retirement System
Oversight Committee to develop a comprehensive, long-term solution for the
Retirement System that is fair to both employees and taxpayers, and present it
to the votets in a proposition by 2018. All options for reducing pension
liabilities must be considered, including a hybrid Defined Benefit / Defined
Contribution plan. The details of the committee are:
1. Name: Retirement System Oversight Committee
2. Purpose
a. Develop a comprehensive, long-term solution for the
Retirement System’s unfunded liabilities that is fair to both
employees, retirees, and taxpayets, and present it to voters in a
proposition by the end of 2018. All options should be on the
table, including 2 Hybrid Defined Benefit / Defined

However, the principal underlying cause is the estimated $3.5 billion in| RESPONDERS
retroactive retirement benefit increases implemented by voter-approved

propositions between 1996 and 2008. Mayor
RECOMMENDATION R1.1 Board of
That the Mayor and Board of Supervisors fully disclose the financial details of Supervisors
any future retirement benefit increases or decreases to the public. Retirement Board
RECOMMENDATION R1.2

That by the end of 2018, the Retitement Board produce an annual report for

the public showing each component of the debt owed by the City to the

Retitement System, including the full history of each component and

descriptions of all calculations.

FINDING F2

1) That the City’s Retirement System diligently protects the retirement-related

interests of the City’s employees and retirees; 2) that the Retirement Board has RESPONDERS
a majority of members who are also members of the Retirement System (they

receive, or will receive, pensions); 3) that when it came to retroactive Mavor
retirement benefit increase propositions between 1996 and 2008, the Mayor, Boaril of
Board of Supervisors, Retirement Board, and Controller did not fulfill their Supervisors
responsibility to watch out for the interests of the City and its residents; and 4) Retirelznent Board
that despite previous Retirement System-related propositions (2010 Controller
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Contribution plan.

b. Inform and educate the public concerning the finances of the
Retirement System.

c. As needed, develop solutions to future problems the
Retirement System encounters and, if necessary, present them
to voters in a proposition. All options should be on the table,
including a Hybrid Defined Benefit / Defined Contribution
plan.

d. The Committee shall provide oversight to ensure that: (1)
actions taken by the Retirement System are in the best interest
of the residents of San Francisco; (2) all propositions that
modify the Retirement System are adequately described to
voters in the Voter Information Pamphlet.

e. In furtherance of its purpose, the committee may engage in any
of the following activities:

1. Inquire into the actions of the Retirement System by
reviewing reports, analyses, financial statements,
actuarial reports, or other materials related to the
Retirement System.

i. Holding public meetings to review the effect on San
Francisco residents of actions taken by the Retirement
System.

3. Public Meetings

a. The Board of Supervisors shall provide the committee with any
necessary technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient resources
to publicize the conclusions of the committee.

b. All committee proceedings shall be subject to the California
Public Records Act (Section 6254, et seq., of the Government
Code of the State of California) and the City's Sunshine
Ordinance (Chapter 67 of this Code). The committee shall
issue regular reports on the results of its activities. A report
shall be issued at least once a year. Minutes of the proceedings
of the committee and all documents received and reports
issued shall be a matter of public record and be made available
on the Board's website.

4. Membership

a. Two-thirds of the members will be Public members and one-
third will be Representative members.

b. Public members.

1. Public members must be voters.

ii. Public members cannot be members of the Retirement
System.

tii. Fach Supervisor will appoint a single Public member.
1v. The Mayor will appoint all other Public members.

v. Public members can only be removed for cause.
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vi. Public members shall be experienced in life insurance,
actuarial science, employee pension planning,
investment portfolio management, labor negotiations,
accounting, mathematics, statistics, economics, or
finance.

vii. Public members will receive no compensation.
vill. Four-year term, staggered so that one-fourth of the
Public members’ terms expire each year.
ix. No more than two consecutive terms.
c. Representative members
1. Mayor’s Office representative.

i. Board of Supervisors’ representative.

ii. Controller’s Office representative.

iv. Human Resources Department representative.

v. Safety Unions’ representative.

vi. Miscellaneous Unions’ representative.

5. Committee Costs
a. The Board of Supervisors will decide how best to fund the

Committee.

RECOMMENDATION R2.2

That by the end of 2018, the Mayor and Board of Supervisors submit a Charter
amendment proposition to the voters to add three additional public members
who are not Retirement System members to the Retirement Board.

FINDING F3
That the Voter Information Pamphlets for retroactive retirement benefit
Increase propositions between 1996 and 2008 did not provide voters with

complete estimates of the propositions’ costs, who would pay those costs, how RESPONDERS
those costs were financed, and what the interest rates were. )
Elections
RECOMMENDATION R3.1 Cormmmissi
That the Elections Commission and the Department of Elections ensure that sston
. . Department of

future Voter Information Pamphlets for Retirement System-related .

.. . . . . Elections
propositions provide voters with complete financial details. Controller

RECOMMENDATION R3.2

That by the end of 2018, the Controller’s Office provide SF residents,
employees, and retirees with a description of the City’s Retirement System that
enables them to make informed decisions about it.
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FINDING F4

The Controller and the Retirement System provide extensive reports about the
Retirement System, but they are too complex for the average citizen, employee,
or retiree to understand. The data in the Retirement System reports is not
available to the Retirement System or the public in a dataset, making research

and analysis more difficult. RESPONDERS
RECOMMENDATION R4.1

That by the end of 2018, the Retirement System develop and maintain a | Retirement Board
dataset based on the data in its actuarial and financial reports of the last 20 Controller
years, and make that dataset available to the public.

RECOMMENDATION R4.2

That by the end of 2018, the Controller’s Office develop and produce an
annual Retirement System Report that clearly explains the current and
projected status of the Retirement System and its effect on the City’s budget.
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Appendix A: Sources

C1TY AND COUNTY OF SAN FRANCISCO

San Francisco Charter (http://www.amlegal.com/codes/client/san-francisco_ca/)

Article XIT: Employee Retirement and Health Service Systems

Appendix A: Employment Provisions

San Francisco Employees’ Retirement System
Website Home Page: http://mysfers.org

Agendas & Minutes: http://mysfers.org/about-sfers/agendas-minutes/

Publications — Annual Reports: http:/mysfers.org/resources/publications/annual-reports/

Publications — Actuarial Valuation Reports:
http://mysfers.ora/resources/publications/sfers-actuarial-valuations/

Publications — Audited Financial Statements:
http://mysfers.org/resources/publications/sfers-audited-financial-statements/

Office of the Controller

Comprehensive Annual Financial Reports (CAFR):

http://openbook.sfgov.ora/webreports/search.aspx?searchString=&year=1986&year2=2017&type=CAFR&index
=0&index2=4&index3=0

City Budgets & Reports:

http://openbook.sfqov.ora/webreports/search.aspx?searchString=&year=1986&year2=2017&type=CityBudgets
&index=0&index2=3&index3=0

SF OpenBook: http://openbook.sfgov.org/

Proposed Five-Year Financial Plan, FY 2017-18 — 2021-22, 12/16/2016:
http://sfcontroller.ora/sites/default/files/Documents/Budget/Five%20Year%20Financial%20Plan%20FY17-
18%20through%20FY21-22%20%28Proposed%29%20F INAL .pdf

The City’s Five Year Financial Plan Update, 3/23/2017:
http://sfcontroller.org/sites/default/files/Documents/Budget/FY17-
18%20Five%20Year%20Plan%20Update%20FINAL%203.23.pdf

(63
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San Francisco Civil Grand Jury

2008-09 Pensions Beyond Our Ability to Pay: http://civilgrandjury.sfgov.org/2008 2009.htm!
2009-10 Pension Tsunami: The Billion Dollar Bubble: http://civilgrandjury.sfgov.orq/2009 2010.html

OTHER RESOURCES

California Actuarial Advisory Panel (CAAP): http://www.sco.ca.gov/caap.html

Calpensions: https:/calpensions.com/

Hoover Institution, Hidden Debt, Hidden Deficits: 2017 Edition, How Pension Promises Are Consuming

State and Local Budgets:
http://www.hoover.ora/sites/default/files/research/docs/rauh _hiddendebt2017 final webreadypdf1.pdf

Joint AAA (American Academy of Actuaries)/SOA (Society of Actuaries) Task Force on Financial
Economics and the Actuarial Model, Pension Actuary’s Guide to Financial Economics, 2006:
https://www.soa.org/Files/Sections/actuary-journal-final.pdf

League of California Cities — Pension Information Center:
http://www.cacities.org/Policy-Advocacy/Hot-Issues/Pension-Information-Center

Little Hoover Commission — Public Pensions for Retirement Security:
http://www.lhc.ca.gov/studies/204/report204. html

Los Angeles Times — The Pension Gap:
http://www.latimes.com/projects/la-me-pension-crisis-davis-deal/

Pension Finance Institute, Financial Economics Principles Applied to Public Pension Plans:
www.pensionfinance.org/papers/PubPrin.pdf :

Rockefeller Institute of Government — Government Finance — Pension Reform:
http://www.rockinst.org/government finance/pension.aspx
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Appendix B: Retirement System Propositions

These are the retroactive retirement benefit increase propositions placed on the ballot by the Board of
Supervisors between 1996 and 2008. The dollar amounts are the City Controller estimates from the Voter
Information Pamphlet for each proposition. The actual costs for the propositions are not reported by the

Retirement Board or by the Controller’s Office.

Compound COLA

Year-Mon | Ltr Title $/Year Total $/Year
20 Years 20 Years after 20
1996 Nov | C | Retired Employee Benefits n/a n/a n/a
11996 Nov | D | Firefighters Retirement Benefits 3,500,000 70,000,000 | 1,750,000
1998 Nov | A | Police Retirement Benefits 3,900,000 78,000,000 | 2,300,000
1998 Nov | C | Paramedic Retirement Benefits 485,000 9,700,000
2000 Nov | C | City Worker Retirement Benefits (Misc) 34,000,000 | 680,000,000 | 17,000,000
2002 Mar | B | Cost of Living Benefits 19,100,000 | 382,000,000 | 7,400,000
2002 Nov | H | Police & Firefighter Retirement Benefits 28,000,000 | 560,000,000 | 8,200,000
2003 Nov | F | Targeted Early Retirement n/a n/a n/a
(Misc 3+3, 1 of 3)
2003 Nov | F | Targeted Early Retirement n/a n/a n/a
(Misc 3+3, 2 of 3)
2003 Nov | F | Targeted Early Retirement n/a n/a n/a
(Misc 3+3, 3 of 3)
2004 Nov | E | Police and Fire Survivor Benefits 1,000,000 20,000,000
2008 June |B | New Misc Ret Bfts and Compound COLA | 84,000,000 | 1,680,000,000 | 27,000,000
Totals: 3,479,700,000 | 63,650,000
Year-Mon | Litr Title Voter Information Pamphlet
1996 Nov | C | Retired Employee Benefits https://sfpl4.sfpl.org/pdf/main/gic/elections/November5
1996short.pdf
1996 Nov | D | Firefighters Retirement Benefits https://sfpl4.sfpl.org/pdf/imain/gic/elections/November5
. 1996short.pdf
1998 Nov | A | Police Retirement Benefits https://sfpl.ora/pdf/main/gic/elections/November3 1998
short. pdf
1998 Nov | C | Paramedic Retirement Benefits https:ﬂs;pl.orqudf!mainfqicfelections/NovemberS 1998
short.pd
2000 Nov | C | City Worker Retirement Benefits httpszﬁgpl.orqudﬁmaim‘q ic/elections/November7 2000
(Misc) .odf
2002 Mar | B | Cost of Living Benefits gttpdsf:z‘fsfpl-ﬂ.sfpl,orqipdffmainiqicfelectionslMarchS 200
.p
2002 Nov | H | Police & Firefighter Retirement | http://sfpl.org/pdf/main/gic/elections/November5 2002.
Benefits pdf
2003 Nov Targeted Early Retirement htiﬁs:ﬁsfpl.orqudflmainfqicfelectionsfl\lovembem 2003
2004 Nov | E | Police and Fire Survivor Benefits ﬁ:h’sfpl.orq!pdf)’mainiqicfelections!NovemberZ 2004.
df
2008 June New Misc Ret Bfts and %tps:ﬂsfpm.sfpl,orqudffmain!qicfelections!.]unes 2008.

pdf
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ENDNOTES

! San Francisco Charter, Article XII: Employee Retirement and Health Service Systems, and Appendix A: Employment
Provisions. http:/library.amlegal.com/nxt/gateway.dll?f=templates&fn=default. htm&vid=amlegal:sanfrancisco_ca

22000 Proposition C, Voter Information Pamphlet: https://sfpl.org/pdf/main/gic/elections/November7_2000.pdf

32002 Proposition H, Voter Information Pamphlet: http:/sfpl.org/pdf/main/gic/elections/NovemberS_2002.pdf

* SFERS Audited Financial Statements 2006, page 8. “In order to maintain the fiscal soundness of the Plan, employer
contributions were required from the City and County during the year ended June 30, 2005. This was the first year since the
year ended June 30, 1997 in which employer contributions were required.

3 June 2008 Proposition B, Voter Information Pamphlet: hitps:/sfpl4.sfpl.org/pdf/main/gic/elections/June3_2008.pdf

¢ SF CGJ 2008-2009 Report: Pensions, Beyond Our Ability to Pay:
http://civilgrandjury.sfgov.org/2008_2009/Pensions_Beyond.pdf

7 Office of the Controller, Status of the Recommendations by the Civil Grand Jury 2008-09, 2010 Department Responses,
page 11: http://civilgrandjury.sfgov.org/2008_2009/ControllersAudit_2008-2009 Report.pdf

§ SF CGJ 2009-2010 Report: Pension Tsunami, The Billion Dollar Bubble:
http://civilgrandjury.sfgov.org/2009 2010/Pension_Tsunami.pdf

? Office of the Controller, Status of the Recommendations by the Civil Grand Jury 2008-09, 2010 Department Responses,
page 15: http://civilerandjury.sfeov.org/2009_2010/Controllers Audit 2009-2010_Reports.pdf

192010 Proposition D, Voter Information Pamphlet: https:/sfpl4.sfpl.org/pdf/main/gic/elections/June8 2010.pdf

12011 Proposition C, Voter Information Pamphlet: https:/sfpl4.sfpl.ore/pdf/main/gic/elections/november8 2011.pdf

12 Protect Our Benefits, http://www.protectourbenefits.org/
13 Allen v. City of Long Beach (1955) 45 Cal.2d 128, 131

14 Little Hoover Commission, Public Pensions for Retirement Security, page v,
http://www.lhc.ca.cov/studies/204/report204.html

'> GASB 67/68 is the Government Accounting Standards Board Statement No. 67, “Financial Reporting for Retirement
Systems”, and Statement No. 68, “Accounting and Financial Reporting for Pensions.”

16 Budget, Salaries and Benefits data is from SF OpenBook:

http://openbook.sfeov.org/openbooks/cgi-
bin/cognosisapi.dll?b_action=cognosViewer&ui.action=run&ui.object=/content/folder%3B%40name%3D%27Reports%27%
5D/report%3B%40name%3D%2 7B udget%27%5D& ui.name=20Budget&run.outputFormat=&run.prompt=false

17 The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator
(www.usinflationcalculator.com). The 2007 amount is multiplied by 1.158 to adjust it to its 2016 equivalent, and then the
percentage increase is calculated. )
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18 The City’s Five Year Financial Plan Update, 3/23/2017, page 2:
http://sfcontroller.org/sites/default/files/Documents/Budget/FY 17-
18%20Five%20Y ear%20Plan%20Update%20FINAL%203.23.pdf

19 Employee and Retiree counts are from the 2007-2016 SFERS Actuarial Valuation Reports.
http://mysfers.org/resources/publications/sfers-actuarial-valuations/

20 City and Employee Contributions, and Investment Returns are from the 2007-2016 SFERS Actuarial Valuation Reports.
http://mvsfers.org/resources/publications/sfers-actuarial-valuations/

21 The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator
(www.usinflationcalculator.com). The 2007 amount is multiplied by 1.158 to adjust it to its 2016 equivalent, and then the
percentage increase is calculated.

2 Liability, Assets, and Unfunded amounts are from the 2007-2016 SFERS Actuarial Valuation Reports.
http://mvsfers.org/resources/publications/sfers-actuarial-valuations/

23 The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator
(www.usinflationcalculator.com). The 2007 amount is multiplied by 1.158 to adjust it to its 2016 equivalent, and then the
percentage increase is calculated.

24 Actuarial Liability is the difference between the present value of all future system benefits and the present value of total
future normal costs. This is also referred to by some actuaries as the “accrued liability” or “actuarial accrued liability.”
Unfunded Actuarial Liability represents the difference between Actuarial Liability and valuation assets. This value is
sometimes referred to as “unfunded actuarial accrued liability.”

25 The Salary Increase Rate is a combination of the Wage Inflation and Merit Increase percentages; these are Actuarial
Assumptions. All Actuarial Assumptions are reviewed and set by the Retirement Board each year.

% Little Hoover Commission — Public Pensions for Retirement Security: http://www.lhc.ca.gov/studies/204/report204.html

27 http://gov.ca.gov/docs/Twelve Point Pension Reform 10.27.11.pdf

28 June 2008 Proposition B, Voter Information Pamphlet: https:/sfpl4.sfpl.org/pdf/main/gic/elections/June3 2008.pdf

29 SFERS letter from the Executive Director and Acting Actuary to the Clerk of the Board, 2/11/2008, Re: File No. 071663,
with attached letter from Towers Perrin, “Estimated Costs of Potential Changes to SFERS Plan Provisions.” File name:
“20080211_Actuarial Analysis.pdf.” Could not find it online. Request it from the Retirement Board’s Secretary.

30 The Outstanding Balance, Cumulative Interest, and Cumulative Principal are from the 2007-2016 SFERS Actuarial
Valuation Reports. http://mysfers.org/resources/publications/sfers-actuarial-valuations/

31 SFERS FY 2016 GASB 67/68 Report, page 2.

32 See Appendix B: Retirement System Propositions.
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