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FILE NO. 170663 
AMENDED IN COMMITTEE 

9/20/2017 RESOLUTION NO. 

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

2 

3 Resolution responding to the Presiding Judge of the Superior Court on the findings 

4 and recommendations contained in the 2016-2017 Civil Grand Jury Report, entitled 

5 "The San Francisco Retirement System - Increasing Understanding and Adding Voter 

6 Oversight;" and urging the Mayor to cause the implementation of accepted findings 

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

8 of the annual budget. 

9 

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

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

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

13 WHEREAS, In accordance with California Penal Code, Section 933.05(c), if a finding or 

14 recommendation of the Civil Grand Jury addresses budgetary or personnel matters of a 

15 county agency or a department headed by an elected officer, the agency or department head 

16 and the Board of Supervisors shall respond if requested by-the Civil Grand Jury, but the 

17 response of the Board of Supervisors shall address only budgetary or personnel matters over 

18 which it has some decision making authority; and 

19 WHEREAS, Under San Francisco Administrative Gode, Section 2.1 O(a), the Board of 

20 Supervisors must conduct a public hearing by a committee to consider a final report of the 

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

22 past foreperson of the civil grand jury when such hearing is scheduled; and 

23 WHEREAS, In accordance with San Francisco Administrative Code, Sedion 2.10(b), 

24. the Controller must report to the Board of Supervisors on the implementation of 

25 
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1 recommendations that pertain to fiscal matters that_were considered at a public hearing held 

2 by a Board of Supervisors Committee; and 

3 WHEREAS, The 2016-2017 Civil Grand Jury Report, entitled "The San Francisco 

4 Retirement System - Increasing Understanding and Adding Voter Oversight" ("Report") is on 

5 file with the Clerk of the Board of Supervisors in File No. 170662, which is hereby declared to 

6 be a part of this Resolution as if set forth fully herein; arid 

7 WHEREAS, The Civil Grand Jury has requested that the Board of Supervisors respond 

8 to Finding Nos. F1 and F2 as well as Recommendation Nos. R1 .1, R1 .2, R2.1, and R2.2, 

9 contained in the subject Report; and 

1 O WHEREAS, Finding No. F1 states: "That there are multiple causes for the City's $5.81 

11 billion debt to its Retirement System, including·investment losses ($1.4 billion), a court ruling 

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

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

14 cause is the estimated $3.5 billion in retroactive retirement benefit increases implemented by 

15 voter-approved propositions between 1996 and 2008;" and 

16 WHEREAS, Finding No. F2 states: "1) That the City's Retirement System diligently 

17 protects the retirement-related interests of the City's employees and retirees; 2) that the 

18 Retirement Board has a majority of members. who are also members of the Retirement 

19 System (they receive, or will receive, pensions); 3) that when it came to retroactive retirement 

20 benefit increase propositions between 1996 and 2008, the Mayor, Board of Supervisors, 

21 Retirement Board, and Controller did not fulfill their responsibility to watch out for the interests 

22 of the City and its residents; and·4) that despite previous Retirement System-related 

23 propositions (2010 Proposition D and 2011 Proposition C) that reduced future pension 

24 liabilities, the Retirement System remains seriously underfunded, threatening the fiscal status 

25 of the City;;' and 
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. . 

1 WHEREAS, Recommendation No. R 1.1 states: "That the Mayor and Board of 

2 Supervisors fully disclose the financial details of any future retirement benefit increases or 

3 decreases to the public;" and 

4 WHEREAS, Recommendation No. R1.2 states: "That by the end of2018, the 

5 Retirement Board produce an annual report for the public showing each component of the 

6 debt owed by the City to the Retirement System, including the full history of each component 

7 and descriptions of all calculations;" and 

8 WHEREAS, Recommendation No. R2.1 states: "That the Board of Supervisors 

9 establish a permanent Retirement System Oversight Committee to develop a comprehensive, 

1 O long-term solution for the Retirement System that is fair to both employees and taxpayers, 

11 and present it to the voters in a propo!?ition by 2018. All options for reducing pension liabilities 

12 must be considered, including a hybrid Defined Benefit/ Defined Contribution plan. The 

13 details of the committee are: 

14 1. Name: Retirement System Oversight Committee 

15 2. Purpose 

16 a. Develop a comprehensive, long-term solution for the Retirement 

17 System's unfunded liabilities that is fair to both employees, retirees, and 

18 taxpayers, and present it to voters in a proposition by the end of 2018. All 

19 options should be on the table, including a Hybrid Defined Benefit I Defined 

20 Contribution plan. 

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

22 Retirement System. 

23 c. As needed, develop solutions to future problems the RetJrement 

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

25 
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options should be on the table, including a Hybrid Defined Benefit I 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 modifythe 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. 

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 puhlic record and 

be made available on the Board's website. 
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4. Membership 

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

be Representative members. 

b. Public members. 

Clerk of the Board 

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 will 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 representative. 

v. Safety Unions' representative. 

. vi. Miscellaneous Unions' representative. 

BOARD OF SUPERVISORS Page5 
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1 5. Committee Costs 

2 a. The Board of Supervisors will decide how best to fund the Committee;" and 

3 WHEREAS, Recommendation No. R2.2 states: "That by the end of 2018, the Mayor 

4 . and Board of Supervisors submit a Charter amendment proposition to the voters to add three 

5 additional public members who are not Retirement System members to the Retirement 

6 Board;" and 

7 WHEREAS, In accordance with California Penal Code, Section 933.05(c), the Board of 

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

9 Court on Finding Nos. F1 and F2 as well as Recommenda~ion Nos. R1 .1, R1 .2, R2.1, and 

1 O R2.2 contained in· the subject Report; now, therefore, be it 

11 RESOLVED, That the Board of Supervisors reports to the Presiding Judge of the 

12 Superior Court that they disagree partially with Finding No. F1 for reason as follows: The 

13 primary causes of the greater than expected unfunded liabilities were the lower returns on 

14 investments due to the dot-com bust and the Great Recession, the changes in demographic 

15 assumptions', and the court ruling on the Supplemental Cost of Living Adjustments in the 2011 

16 Proposition C, but not the voter-approved propositions between 1996 and 2008; and, be it 

17 FURTHER RESOLVED, That the Board of Supervisors reports to the Presiding Judge 

18 of the Superior Court that they disagree partially with Finding No. F2 for reason as follows: 

19 The City departments did fulfill their responsibilities in overseeing the interests of City 

20 residE'.nts regarding retirement benefits-related ballot initiatives between 1996 and 2008, and 

21 that the Retirement System is not seriously underfunded, nor does it threaten the fiscal health 

22 of the City; and, be it 

23 FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation 

24 No. R1 .1 has not been implemented but will be; For any future retirement benefit increases or 

25 decreases, the Mayor and the Board of Supervisors shall provide information in lay-person 
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1 terms that is available and ea$ily accessible on the City's website and that clearly presents 

2 projected financials including unfunded liabilities; in addition, when there is a ballot initiative 

3 that addresses retirement benefits, the Voter Information Pamphlet shall include an 

4 introductory paragraph written by the Controller explaining in lay-person terms the assets, 

5 liabilities, projected financials, including unfunded liabilities, and health of the retirement 

6 system; and, be it 

7 FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation 

8 No. R 1.2 has not been implemented but will be; The 2017 Retirement System's annual report 

9 shall include information about the Retirement System's projected finances, including 

10 unfunded liabilities; and, be it 

11 FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation. 

12 No. R2.1 will not be implemented because it is not warranted or reasonable; The Mayor and 

13 Board of Supervisors have oversight over the Retirement System and review financials and 

14 projections regularly, including during the annual City budget process; and, be it 

15 FURTH ER RESOLVED, That the Board of Supervisors reports that Recommendation 

16 No .. R2.2 will not be implemente,d because it is not warranted or reasonable; Trustees of the 

17 Retirement Board are obligated to act only i.n the fiduciary interests of the beneficiaries, and 

18 the current composition of the Retirement Board is sufficient; and, be it 

19 FURTHER RESOLVED, That the Board of Supervisors urges the Mayor to cause the 

20 implementation .of the accepted findings and recommendations through his/her department 

21 

22 

23 

24 

25 

heads and through the development of the annual budget. 
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THE SAN FRANCISCO RETIREMENT SYSTEM 
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT 

Finding Fl 

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 underlying cause is the estimated $3.5 billion in retroactive retirement benefit increases 
inJ.plemented 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 actuarial 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 Retirement 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, 
investment gains will also contribute a significant amount towards reducing the unfunded liabilities of the 
Retirement System. 

SF CGJNotes 

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-A VR_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 liability" 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_Annua1Report_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 liability over up to 20 years, we are making 
future residents pay fo.t services received by current residents. This is called intergenerational inequity. 

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

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. 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 (i.e., 
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 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 a 20-year period. The remaining 
cost of the benefit and COLA increases approved by City voters between 1996 and 2008 was $1.038 
billion, as of June 30, 2016. By 2028, this liability will be paid in full. The present value of the increase in 
the unfunded 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 CGJNotes 

The RetireJ;Ilent 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 liability 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 
($1,294 million), and the impact of the revised demographic assumptions and change in discount rate 
($1,087 million)." 

(holding added) 

Page 2 of18 

825 



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 
yia 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 CGJNotes 

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 Rll 
The recommendation has been implemented. 

The Retirement Board will continue its long-standing practice for any and all future City ordinance& 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 deniographic 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 measme 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 CGJNotes 

The actuarial cost reports for retroactive benefit increase propositions were not mentioned in the Voter 
Information Pamphlets. 

Page3 of18 

826 



THE SAN FRANCISCO RETIREMENT SYSTEM 
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT 

Recommendation Rl.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 Rl.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 CGJNotes 

The 7 /1/16 SFERSActuarial 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. _t\mortization 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 Rl.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 ensl.lfe their ability to be useful to a broad array of audiences interested in this complex 
topic. 

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

FindingF2 

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. · 

Mayor's Office Response to Finding FZ 
Disagree with it, partially. 

We are in agreemeµt that the City's Retirement System diligently protects the retirement 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 tlle 
Mayor's Budget Office, the Controller's Office and tlle Board of Supervisors' Budget and Legislative 
analyst. · 

We have also made significant strides in enacting policy tor.educe 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, Sart Francisco's 
SFERS is faring very well, and is among the top-performing and well-funded public pension plans in the 
Uruted 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 CGJNotes 

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 itis 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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THE SAN FRANCISCO RETIREMENT SYSTEM 
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 Retirement 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 liabilities are not a 
"debt" tl1at must be paid today. Rather, the Retirement Board annually adopts and adtninister 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 
arid 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 triandated 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 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 tl1eir 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 tl1e 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 tl1e time they were prepared and presented to the Board of Supervisors and the c;:ity'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 fiduciarv 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 CGJNotes 

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 Fina.ncial 
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 iinalyses 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 CGJNotes 

'We believe th.at the health of the system needs to be closely monitored and th.at 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 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 R2.1 

That the Board of Supervisors establish a p~nent 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 ofthis 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 a 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 
0 ffice and the Boatd 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 CGJNotes 

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 Controller'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, tl1e 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 CGJNotes 

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. F01: 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 
pension liabilitv 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, ancl. 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 Retirerp.ent Board cannot approve changes 
in SFERS benefit provisions. 

SF CGJNotes 

We should not have directed Recomrnendatio~ 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 
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. 

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. 

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 CGJNotes 

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 thereto". 

The San Francisco Charter, Article XII: Employee Retirement and Health Service Systems, Sec. 12.100. 
Retirement Board, includes this statement: 
In accordance with Article XVI, Section 11, of the California Constitution, the.Retirement Board shall have plenary 
authorify and fiduciary responsibilify 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 th~ retirement board of a public pension or retirement [YStem shall discharge their duties with respect to the 
[YSfem sole!J in the interest ef, and for the exclusive purposes of providing benefits to, participants and fheir beneficiaries, 
.miaimi?iag employer contributions thereto, and defrqying reasonable expenses of administering the system. A 
retirement board's dirty to its participants and their beneficiaries shall take precedence over a1!J other dttfy. 

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 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 dutjr 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 CGJNotes 

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 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 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 CGJNotes 

We should not have directed Recommendation R2.2 to the Retirement Board; we apologize for our error. 
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FindingF3 

That the Voter Information Pamphlets for retroactive retirement benefit increase propositions between 
i996 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 Eiections 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 CGJNotes 

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 CGJNotes 

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 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 opento specific comments on ways to improve our ballot cost 
analyses, including tl10se 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 fmancing that is provided when bonds are on the ballot. 

SF CGJNotes 

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, 
similar to our section reearding 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 CGJNo_tes 

We ,should not have directed Findfug 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 
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 Pamphlet, the Department will do so. 

SF CG} 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 CG} 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 
11'le reco1Illl'lendation will not be implemented beeause 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 CGJNotes 

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 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 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 wdcome specific suggestions to 
improve these products, but do not believe that an additional annual report will improve public knowledge 
of this topic. As discussed.dsewhere, 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 CGJNotes 

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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FindingF4 

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 inore 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 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 
coniments 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 repoits is not available in a dataset. The Retirement System has 
ready access to all the qata used in preparing these reports. 

SF CGJNotes. 

The Finding refers to "data in the Retirement System reports", not "data used in preparing 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 Retirement Systepi 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 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 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 ensru:e their ability to be useful to. a btoad array of audiences interested in this comple.."\: 
topic. 

SF CGJNotes 

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 re~sonable. 

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 Retirement System provides extensive reports detailing financia~ 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 :a:ctµarial 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 ensru:e 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 01ttp://openbook.sfgov.org/) or DataSF 
Q1ttps: I I data.sfgov.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 CGJNotes 

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 implem~nted because it is not warranted or reasonable. 

This recommendation shocld be directed to the Controller's Office and not the Retirement Board. 

SF CGJNotes 

We should not have directed Recolll111endation R4.2 to the Retirement Board; we apologize for our error. 

Controller's Office Response to Recommendation R4.2 
TI1e 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 Fina~cial 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 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 CGJNotes 

'Ibe 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/ califomia-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 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 tha,t 
modify the Retirement System are adequately described to voters fa 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. 

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 Cityis 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 yeai:. Minutes of the 
proceedings of the committee an.cl 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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THE SAN FRANCISCO RETIREMENT SYSTEM 
INCREASING UNDERSl'ANDING AND ADDING VOl'ER OVERSIGHl' 

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 will 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 n;presentative. 

v. Safety Unions' representative. 

vi. 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: 
Sent: 
To: 
Cc: 

Subject: 

Categories: 

Supervisors: 

Carroll, John {BOS) 
Thursday, September 14, 2017 1:57 PM 
BOS-Supervisors 
BOS-Legislative Aides; 'Calvillo, Angela (angela.calvillo@sfgov.org)'; 'civilgrandjury@sftc.org'; 
'T Jackson@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); Huish, Jay (RET); Nickens, Norm 
(RET); Jerdonek, Chris (REG); Givner, Jon; Somera, Alisa (BOS); Campbell, Severin (BUD); 
Clark, Ashley (BUD) 
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 

170662, 170663 

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 l:!y following t_he 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 I (415)554-5163 - Fax 
john.carroll@sfgov.org I bos.legislation@sfgov.org 

• ll!lti. 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: Personol Information thot is provided in communicotions to the Boord of Supervisors is subject to disclosure under the California Public Records Act and 
the Son 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 communicotions that members of the public submit to the 
Clerk's Office regarding pending legislation or hearings will be made ovoilable to all members of the public for inspection ond copying. The Clerk's Office does not 
redact ony infarmotion from these submissions. This means thot personol informotion-including names, phone numbers, addresses.ond similar information thot a 
member of the public elects to submit to the Board ond its committees-may appear on the Board of Supervisors website or in other public documents that members 
of the public moy Inspect or copy. 
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City Hall 

BOARD of SUPERVISORS 
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 

DATE: September 14, 2017 

TO: 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 be~n implemented but will be within a set timeframe as 

provided; or 
3) the recommendationrequires further analysis. The officer or agency head must define 

what additional study is needed. The Grand Jury expects a progress report within six 
inonths;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): 

• Retirement Board: 
Received September 13, 2017, for Findings Fl, F2, and F4; and Recommendations 
Rl .1, Rl.2, R2.l, 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 -0n next page 

.. ···-·· ····· ·- - -- _,, __ ,_ ·---·-----·.· 
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The San Francisco Retirement SysttJm, Increasing Understanding and Adding Voter O" vrsight 
Office of the Clerk of the Board 60-Day Receipt 
September 14, 2017 
Page2 

On August 18, 2017, the Office of the Clerk of the Board distributed the following responses 
from City Departments: 

• Office of the Controller: 
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendations R2.1, 
R2.2, R3.l, R3.2, R4.l, andR4.2; and 

• 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 Fl, F2, and F3; and Recommendation~ Rl.1, 
Rl.2, R2.l, R2.2, R3.l, and R3.2. . ' 

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

c: 

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, Electioni;; Commission 
Jon Givner, Deputy City Attorney 
Alisa Somera, Legislative Deputy Director 
Severin Campbell, Budget and Legislative Analyst 
Ashley Clark, Budget and Legislative Analyst 
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San Fr.!llc!sco Employees' Retirement System 

City and County of San Francisco 
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 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 ofits 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 ls confident that, over the long term, the 
assets in theSFERS 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 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 to pits. 

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

Respectfully submitted, 

(~~ J~sh, 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 
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2016-17 Civil Grand Jury 
the SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ FINDINGS 

R_espondent ;ossigned 
Flndings_ byCGJ 20i7 Responses (Agree/Disagree} 2017 Response Text 

Thatthere are multiple causes for the City's Retirement Board disagree with it, wholly (explanation The Retirement Board ls confident that, over the long term, the assets ln the 
$5.81 bill1on debt to Its Retirement System, In next column) SFERS Trust w111 be sufficient to pay the promised benefits to all beneficiaries. 
Including Investment losses {$1.4 billlon}, a We emphasize the long term view because none of the figures cited as "debt" 
court ruling on Supplemental Cost of Uvlng are due now. Rather, the items being called a "debt" are fundlng gaps {I.e., 
Adjustments (COLAs} Jn the 2011 Proposition <;: unfunded fiablllties) which are designed to be paid off over the life of the 
($1.3 bllllon), and changes in demograpJ:ilc SFERS Trust Additionally, under Proposition C, City employees now pay more 
assumptions ($1.1 bllllon). However,.:the out of each and every paycheck Into the SFERS Trust, which has reduced the 
prlnclpal underlying cause ls the estlmated City's cost. 
$3.5 billion In retroactive retirement benefit Despite investment shortfalls from two recent major recessions, Including the 
Increases implemented by voter-approved Tech Bubble and the Global Ananclal Crisis, SFERS is dosing the gap and 
propositions between 1996 and 2008. ranked Jn 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 tor the longterm, evidenced pyitstop quartile performance, 
over the 3 year, 5 year, and 10 year time periods. SFERS investment gains 
have contnouted a significant amounttoward reducing the unfunded 
liablllties. 
In accordance with the City Charter and Retirement Board policies, the cost or 
increase in llabilities associated with every voter-approved proposition is 
amortized over up to a 20·year period. The remaining cost of the benefit and 
COLA increases approved by Oty voters between 1995 and 2008 was $1.038 
billion, as of June 30, 2016. By 2028, this liabllity 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 2.013 arid 2014 was 
calculati:d tD be $429.3 miilion, as of July2016. 
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CGJYear 
2Q16-17 

Report Title re 
The SF Retirement FZ 
System- Increasing 
Understanding& 
Adding Voter Oversight 

-

2016-17C' 

The SF Retirement Sysmm-lncreasing Understandint 

Respc.ndent assigned 
Findings hyCGJ 

1i That the City's Retireme11t System diligently Retirement Board 
protects the retirement-related Interests of 
the City's employees and retirees; 2} that tlie 
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 
betwee111996 and WOB, the Mayor, Board of 
Supervisors, Retirement Board, a)1d Controller 
did not fulfill theirresponsibilltyto watch out 
fQr 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 red.uced future 
pension llabillties, the Retirement System 
remains seriously underfunded, threatening 
the fiscal status of the City. 

'dJury 
J Voter Oversight: RESPONSES TO CGJ FINDINGS 

2011 Re~po~ses (Agree/Disagree) 2017 Response Text .. 
disagree with it, partially (explanation SFERS ls.among the top performing and well-funded public pensions plans in 

the United States and disagrees with the finding that tlte "Retirement System 
remains 5erlously underfunded." The Retirement Board ls confidentthat, over 
the long· term, the assets in the SFERS Trust will be sufficient1:o pay the 
promised benefits to all beneficiaries. The Retirement Board recognizes that 
unfunded IJabilitles are not a "debt" that must be paid today. Rather, the 

Retirement Board annually adopts and administers a funding policy to a5sure 
that all promised benefi!:nvill be pald over the combined lifetimes of the 
members 2nd their beneficiaries. 
Each year, the Retirement Board receives an actuarial valuation. - a detailed 
report on the long-term progress of the SFERS Trust towar<I reducing all 

pension liabilities. Existing funding policies are reviewed and adju$d, where 
appr9priate. to ensure the long-term financial strength of the SFERS Trust In .. 
accordance. with the Oty Charter, Retirement Board policies, and industn/ best 
practices, any increasa in the unfunded liabilities associated with every'<oter-
approved proposition is spread out over a 20-year period, which minimizes 
tho 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 2.008, the 
Mayor; Board of Supervisors, Retirement Board, a~d Controller did not fulfill. 
their responsibility to watch out for the Interest t>f the City and its residents.'' 
The Retirement Board does not approve plan benefits; i"i fiduciary d11ty is fu 
manage the SFERS Trust ;md pay !:he mandated benefits approved by City 
voters. As fiduciaries to the ~FERS Trust, the Retirement Board is legally 
bound, as set forth in the California State Constitution;and in the San 
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Report liti'e # 
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2016-17 Civll Grand Jury 
The SF Retirement System- Increasing Understanding Adding Voter O·•erslght: RESPONSES TO CGJ ANDINGS 

Respondent assigned 
Findings byCG1 2017 Responses (Agree/Disagree) 2017 Resoonse Text 

The Controller and the Retirement System Retirement Board disagree with it, wholly (explanation in The Retirement System provides exteMiYe reports detailing financial, actuarial 
provide extensive reports about the and administrative matters, available on the SFERS website, on an annual 
Retirement System, but they are too complex basis. These annual reports Include audited financial statements and required 
for the average citizen, employee, or retiree to supplementary information, an actuarial valuatiOn, and a department annual 
understand. The data in the Retirement report which consolidates the financial and actuarial information with detailed 
System reports ls not available to the information on the administration of the Retirement System. 
Retirement System or the publlc In a dataset, The Retirement System can neither agree nor dls<>gree that these reports are 
making research and analysis more difficult. too complex for the average citizen, employeto, or retiree to understand; 

however, Retirement System staff Is always exploring W?;YS to simplify the 
presentotion 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 ln our reports. The Retirement System 
welcomes comments on speclfic 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 wlth 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. 
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O\/er;lght 

2016-17 IAcceleratlngSF ll!L2 
Gove:mriient 
Pc~rmance. 

Taking 
Atc:ountablUty and 
Transpareney to 
the Next level 

201&-11 av· 
The. SF Retirement 5ystem-lncreasJng Und.er.rtanding Adding 

future retirement bene.fit ir.c:reases or dec:reBS£$ to the public: 

That by the end of201S.. the Re.tirementS.oard produce .:in annu;l report for the 
pub tie showing each component of the de:bt owed by the Cltvto the Retirement 
System, lnclucllngthe fUU history of ~ach CQmpanent and desc:rlptlons of all 
cafcutatfons. 

Retirement 
Board 

Retirement. 
Board 

uy 
,ersight RESPO!olSES TO CGI RECOMMENDATIONS 

The R.etirernent Bo3rd wiil continue Its long-standing: practice for any and all future 
City ordlnaneesoroty Charter amendments that impact retirement het\efits. The 
R!!tirementBoard-S consulting actuary will prepare and present., cost'-effect 
report to the a.oard of Supervisors, as re.quired under the City Charter. Each report 
will be prepared ln accofd~nce. wlth Industry standards and practires, ustngthe. 
be.!5t avallabledemographic Information and economic information at the time, as: 
well asthe long-tcrm demographic and economlo assumptions adopt<!d by the 
Retirement Board. The report ls Intended to ~sslstthe Board ofSupe-rlts0r$.=i.nd/orl 
the Clty'notm, by pro\lldlng an expe~'s proJectlon of the overall cost and 
increase in llabillty for each proposition. These reports accura~ty measure the 
cost/effect Impact of the proposition at the time they are prepared. Ce:rtaJnly,, the 
cost or chahge In llablllty moy 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 ln plan provisions which are 
bevond the Retirement Board's control. 

Th~ ·recorrimendstion has b::enimplemented (summary of how 'Tne R.E!tlrement System provides. extensive reports de.talll~. flnanclal~ actuarial and 
itwtJ.s Implemented fn n:ertcotumn} admlnl.s:trative- mattcN, Including o summary of theirflnanciat 5tatcments"thatare 

des;lgned for a knowledgeable but non..expert audience, on. an. annual basks. Th~se 
annual reports are availabl~ on the SFERS we:bslt:e and include audited floanclal 
statements and requlred supplementary Information. an aduarlal Valuation, and a 
department annual reportwhlclt consolldates:the 1immclal ;aml actuarial 
Information wlth detailed information on the admin~tratlon of the Retirement 
System. The details of the breakout for each comp:ment of unfunded llablllty 
related to the Citl.s rctlr~ment plan a.re conta:Ine.d Jn each annuat acnmrial 
va Juatlon report. The Retirement System. maln.talM al least five years; ofthe.SFER.S 
annual ac.ruarlal valua"tton report on Its webSlte. Historical va.luatioi, reports 
beyond the yea£$ availabre on the webs)te are a~1Jabte by request to the 
Retirement sy.~.tem. The Retlrement System welcomes: comments on specific: ~ays 
to improve these various products to ensure the ti abil}tyto be ure:ful to a bro;id 
array of audlen~ 1nt:erested In thls c:oniplex topic. -

Rt!tirement Board Responses.SeptemberU. 2017 
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The Sf R~tlrement I Rl.1 

System-1ncreasing 
Undentandlng & 
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AcceleratfnsSF I Rl.1.. 

Govem~ent 

Performance. 
Taking 
Accountabllltyand 

Transparency to 
·the'.Next Le~l 

2016·17 Ovil Gran<! Jury 
Ttie-Sf Retlr.em~ntSystem·lncreaslng Understandliig Adding Voter Oversight: RESPONS~TO CGJ RECOMMENDATIONS 

-- <_ :.'._;'i·>:.,:1:~.' _; 

~mmen<lai1~.i~ : 
That the Mayor and eoard of Supervlmrs fully d!sc:lose the fJnandal detalls of any 

future: retlrernent benefit Increases or decreases to the publk 

That by the end of 2018, the Retlrement Board produce an aonuat report fur the 

pub Ile showtn.i: each component cf t~ debt Owed by the City tO the Retirement 
Sy•tem, Including the full history of each component and deBcrlptlons of all 
ci9Jculatlons. 

Retlr~nt 

Board 

T~ l'l!i:!)fnmendatlon has been lmpl.emen+..ed (summary of how 
it w•s imp!emented in next column} 

The re:commendatlon has been implemented (summary of how 
it w"' Implemented In next column) 

RetlrementBtrard Respans:e-sSeptem~r12~2017 

The Retirement Soard wlll continue )ts fong-.standlng practice for any and aU future 
dty ordlnanc:es or Oty Charter amendments that lmpact retirement benefits. The 
Retirement Board's consulting actuarywlll prepare and present a cost.-effect 
r.eport to the Board of Supervlsors, as required under the Citv Charter_ Each report 
will be prepared In accordance with Industry standards and practices, using the 
besi avallablo delllQgraphlc Information and economic tnformatlon attbe time, as 
well as tho long-term demograph1c and ec:cnomic: 3$$Umptions adopted by the 

Retlrement Board. The report ls Intended to assist ~e Bouird of Supervisor! and/or 
the City's voters., by providing-an expert's projection of the overall con and 
increase in liability for each propo.sttlon. These reports acc:urateJy measure the 
co rt/effect Impact of the proposition at th a time they ore prepared. Certainly, the 
co't or change in liability may differ, In the future, due to chanse• In fund 
Investment performance (e.g. 2007-ll8 Global Anandal Crisis), cllanges In 
economic and tlemographlc assumptions> and changes in pf an provisions whlch are 
beyond tha RetlrementBoard'"s conti'o(. 

The Retirement System provides extensive reports detaUJng flnancial .. •c:tuarial and 
administret1ve matters, including a summary of tbe1r financlal statements that ii re 
designed fur :a knowledgeable but non-expert audience, on en annual basis. The~e 
annual reports. are available on the SFERS wsbslte and include audited flnan!:f.il 
statements and requlred supplamentary lnformatlon, an ar:tuarial valuatfon, and a 
department annual report which consolldates the ilnanclal and actuarial 
information wJth detailed Jnformatlon on the admlnTsttation of the Retirement 
System.1he de:tall.s of the breakout for each component of unfunded Jiablllty 
related to the City's retirement plan are contained Jo each annual actuarial 
valuatlon report. The. Retirement: Sy::tem malntalru at leut five years of the SfERS 
annual actuarial valuation report on lts website. HlstorlcaJ valuutfon reports 
beyond the years available on the website are -available by request to the 
Retlrement System. The Retirement System w.elcomes comments on .speclfic ways 
to lmprov• these various prodllcls to ensure the[t.,bility to be useful to. broad 
:arr.1:y of audiences 'lntereste.d In thJs c.amplex:.topl~ 
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;l.016-l7Cf 

The Sf R£tlrement Syst:em-lncreaslng Understandlng Addlr._ 

1That the. Beard cf Supervisors establish a permanent Retirement System Overslght 
Committee to deVElop a cotnpreheru:ive, lo"'-term solution for the Retirement 
System that 1s fair to both empfoyee.s snd toxpiiyet"Sr a:nd present It to the voters ln 
a propos)tion by 2018. All options for reducing pension liabillUes must be 
considered, Including a hybrid Defined Benefit/ Defined Contribution plan, The 
detalls of the committee ate: 1. Name: Retirement Syrtem Oveuight Commlttel! 2. 

Purpose a. Develop a comprehensive" lon::·termsclUtionfor-the..Reti"rement 
System's unfunded liabilities that is fair to both employees." retirees" and tar.paye~s, 
and pre.sent It to voter$ Ina proposition by the end oflOlR. All options should be 
on the table, Including a Hybrid Defined Beneftt I DelinedContributlon plan. b. 
Inform and educate the public concemin,gthe flnance:s of-th~ Retirement System. c. 
As needed. develop solutions to future problems the Retltement:Syste:m 

encounters and, if necessary, present them to voters in a proposjtion. All options 
should be on the table, Including a Hybrid Defined Ben.fit/Defined Contribution 
plan. d. The Committee shall provlde oversight to.ensure that: {1) actions taken by 
the Retirement System are in the best interest of the residents of Sah Francisco; {2) 
all propositionsthatmodlfy the Retlrementsy.rternare~daquately described to 
voters in the Voter Information Pamphlet. e. In furtherance of its; purpose, the 
comrrilttee may engage in any af the folloWlng aetMtles: l. lnqulre Into-the actions 
of the Retlrernet'ltSystem by revlawing: reportS', analyses, financial statemet\ts,. 
actuarial reports,. or other materials rela~d to the RetlrernentSystem. U. Holdine 
public meetings to review the effect on Sa:n Franclsco re.sldents ~f actlons taken by 
the RetfrernentSystem. 3. Public Me:etingi a .. The Board of Supervisors: shall provide 
the oommlltee wlth. anynecessarytechI'1Ical assi=nl:!! and shaJI provlde 
admlni.rtrative assfstance In furtherance of Its purpose and sufficient resources to 
publicize the conclusions of the committee. 

b. All ccmmittee proceedings shall be•ubjecttotlte O.llfomia Publlc Records Act 

Retirement 

Board 

That by the end of 2018, the Mayor and Board of Supeniisors submit a Charter 'Retirement 
amendment proposition to the vote-rs: to add three 2.ddltiorial public members who Board 
are not Retirement System members. to the: RetirMte:nt Board • 

Jury 

Jversight RESPONSES TO CGJ RECOMMENDATIONS 

The recommendation will not be lrnplemented because It ls not !This re~mmendoition should be directed to the Board. of Supcrvlsors and not the 
warrant-o:.d or reasonable (explanation In next column) Retirement Board. 

Note: These considerations already heve and do occur. For example, ln 2011, the 
Mayor, the l\oerd of Supervisors, other Oty officials, employee groups, and 
member.i, 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 r,educed th~ Cit(s contribution rate, as a percentage of payroll. This has 
reduced the City's pen<lon Uabllity over the long term. 
On an annual basis, 1he Oty's leadership reviews pension costs, contribution rates, 
and their fln•nclal ltnpoct!I in the City budget process and In other oettings, On a 
regular basis, SFERS provides the. Citywith detailed information, funding and 
contrlbutlon projection.!; and stress testing results frcm the Retirement Board's. 
actuarta1 <:onsultant.. and any other requ~d lnforrnatfon related to the penslon 
llabllitles and employer contributions as part of the City'solll!r>!Ufmanclal planning 
process. Ali changes In SFERS benefit provisions m~ be approved by the Citv'• 
voters, The Retirement&lardcannotapprove chan~s. ln SFERS benefit:provi$lon$'. 

The recommeridat{on wlll not be fmpleme~ beeause:it Is not !This recommendation should be. directed to. the MaYor's Office and Board of 
warranted orreasorn:ible (exp~natlon lo next column) Supervisors and not the Retirement Board. 

Note.: SFERS does no~believe 1his recommendation wlll lead to the. desited 
outcome of having representatives on the Retirement Board "to watc:h out for the 
lnterests of the CltV, and iU residents/' 

All members: of the Retlrem~nt.Board, regardless of who elected or appointed 
them to the Soard, have a fiduciary duty to SFERS partlclpaots and their 
beneficiaries. Jn accordance With the California State. Cons:tituti~n, thts d.utytal<e; 

precedence over any other duty or cc:incem. Unde.rthe state C.OnstltutioM.t the 
Retirement Boerd i• requlredm~fscharg0 Jts duUeswith respectto the SFERS 
Trust solely In the Interest of, and for the excluslva: purposes. of pro"idlng benefits 
to SFERS participants and their beneficiaries, minimizing employer conlributions 
thereto, and defraying reasonuble expenses of admlnlstertni; the syrtem. Under 
trust law, the Retirement Boord's duty to Its participants and their baneflclarles 
takes precedence aver any other duty~ including any duty to the Cify or its 
resJdents. 

Retirement Board R~oree~ Septcmbtr 12, 2017 
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20JS-17 civil Grand Jury 
ThaSF Rotlreme!\t System-Increasing Undorstandlng Adding: Voter OVersighr. RESPONSES TO CGJ RECOMMENDATIONS 

That by the end¢ 2018- th& Retirement System develop and malnta.ln.<>. dataset 
based on the data ln Its a cilia rial and financial l'eportl of the last 2CI years, and 
ma~e that dataset available to th~ publJc. 

Retirement 
Board 

The recommendation Wlll not be Implemented because it Is not 
warranted or reasonable (explanation in next column) The Retirement System produces various reports detailing flnaoclal,.acttmrial, and 

operational issues, lneludtng a iummaryof theirfinancialstetSments that are 
designed for a knowledgeable but non·axpert audience. The. Retirement System 
provides. eKtenslve reports detalllng:flnanclal, actuarial and admJnfstratJve matters, 
available on the SFERS w~bs~.e, on an annual basis. These annual reports Include 
audited financial statements and required supplementary Jn formation, .an actua~ial 
valuation, and a deparlm<!ntannual report which consolidatestheiinanclal and 
actt.tarlal Informatlon with deta11ed Information on the admln1strattonofthe 
Retlrem•ntSystem. The datl used to produce these reports is avallable to the 
pub Ile to the extetit it~ not prote:cted from dlsclosUre by Jaw. 
The RetlremE!11tSystem welcor;nes. comments on .speclflc ways to improve the 
public availability Df data used In preparing the various reports to ensure thelr 
ablUtyto be useful io a b10ad array of audiences Interested in.these complex 
topics. 

That by the end pf 2018, th!> Controller's Office develop and produce an annual I Retirement 
RetlrementSystem ReporttiMlt de.riv explains the current and projected status: of Soard 

The recommendatlonwill not be implemented ~ecal,lSe ltisn~ IThrs.recom.rµendatl.onshould be-~ireetedto tf:ie COntroli~sOffi~ an:dnottf:le 
warranted or reasonable (explanation In nat column) Retirement Board. 

the Retirement System ~nd its effeotonthe Clfy's bud~et-

Retireme~~ R~cnsesSeptember12,..2917 
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;om: 
Sent: 
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Cc: 

Subject: 

Categories: 

Supervisors: 

Carroll, John (BOS) 
Friday, August 18, 2017 4:41 PM 
BOS-Supervisors 
BOS-Legislative Aides; 'Calvillo, Angela (angela.calvlllo@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) 
2016-2017 Civil Grand Jury Report- The San Francisco Retirement System, Increasing 
Understanding and Adding Voter Oversight- Required Department Responses 

1.70662 

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 

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 I (415)554-5163 - Fax 
john.carroll@sfgov.org I bos.legislation@sfgov.org 

@ 

clflc:i 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 Callfornla Public Record,s 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 o/Supervlsors and its committees. All written or oral communications that members of the public submit to the 
Clerk's Office regarding pending legislation or hearings w/11 be made oval/able 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 

ember 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 
/the public may Inspect or copy. 

1 
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City Hall 

BOARD of SUPERVISORS 
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 

DATE: August 18, 201 7 

TO: &embers of the Board of Supervisors 

FROM: ngela Calvillo, Clerk of the Board 

SUBJECT 016-2017 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 ofreceipt, 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): 

• 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.l, and R4.2; and 

• 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 Fl, F2, and F3; and Recommendations Rl.1, 
RL2, R2.1, R2.2, R3 .. l, and R3.2. 

Continues on next page 
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The San Francis.co Retirement S; n, In~reasing Understanding and Adding Votf versight 
Office of the Clerk of the Board 6u-Day Receipt 
August 16, 2017 
Page2 

Responses not received within the 60-day deadline as required by California Penal Code, 
Section 933: 

e Retirement Board: 
For Findings Fl, F2, and F4; and Recommendations Rl.1, Rl.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. · · 

c: 

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 
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OFFICE OF THE MAYOR 
SAN FRANCISCO 

August 15, 2017 

The Honorable Teri L. Jackson 
Presiding Judge 
Superior Court of California, County of San Francisco 
400 McAllister Street 
San Francisco, CA 94102 

Dear Judge Jackson: 

EDWIN M. LEE 
MAYOR. 

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 t9 $1.3 billion over the subseq~ent 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% 
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, Retirement System and the Board of Supervisors' Budget and 
Legislative Analyst. We closely monitor the impact of our pension obligations on ou,r 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)ury's findings and recommendations are attached. 

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

· 1 DR. CARL TON B. GOODLETT PLACE,, ROOM 200 
SAN FRANCISCO, CALIFORNIA 94102-4681 

TELEPHONE: (415) 554-6141 
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Thank you again for the opportunity to comment on this Civil Grand Jury report. 

Sincerely, 

Christopher Jcrdonek 
President of the Elections Comrnission 
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2016·17 Civil Grand.Jury 
The SF Retirement System~ Increasing Understanding Adding Voter Oversight: RESl10NSES TO CGJ FINDINGS 

Respondent assigned by 
Findings CGJ 2017 Response• (Agree/Disagree) 

That there are multij)Je causes far the City's Mayor d!sagr~e ~~h It, pa~lally (explanation in next c~lumn) . 
$5,81 bllllon debt to Its Retfr.ement System~ 
including Jn vestment losses {$1.4 billion),, a 
c:ourt ruling on Supplemental Cost of living_ 
Adjustments {COLAs) in the 2011 Proposition C 

{$1.3 billion], and changes in demographic 
assumptions ($1.1 blllion). tiowever, the 
principal underlying cause is the estimated 
'$3.S .blllion In retroactive retirement benefit 
increases lmplemented by voter-approved 
propositions between 1996 and 2008. 

1) That the Oty's RetfrementSystem diligently I Mayor 
proteru the retirement-related Interests of the 

City's employees and retirees; 2} that the 
Retirement Board has a rnaJority 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 1990 

and 2008, the Mayor, Board of Supervisors, 
Retirement Board, and Controller did not fulfnl 
their responsibility to watch outfor the 
interests of the City and its resfdehts; and 4) 
that despite Previous Retirement System-
related propositions (2010 Propt;isition D and 
2011 Proposition C) that reduced future 

pension IJabirrties, the Retirement System 
rema;ins seriously underfund~d, threatening 
the fiscal status of the City. 

disagree with It, partially 1explanation in next .column) 

2017Respons!_l:..:•:.:•l=---------------l 
We agree that there are n:iuttple drivers of the City's long term pension obligations. However, SFERS is amo;ng the top­

~erfo;mTng and wellwfu~ded publfc pension pl~ns rnthe United States. We a:reconfidentthat, ovetthe,longterm, the 
asset~ In the 5FERS TruSt ~ill be s~ffioent to.pay ihe promised benefib: to ~ij active and retired SFERS members. E~Ch y~i-, 
the R'etlrement Board r~!Ves an actu<irial v;;iluation - a sn:apshDt of the long-term progress of the fund to~rd full fUnding 
of all promised benefits - from whic:h they review and adjust,. .ff prud~nt and appropriate,. exJstri:ig funding pollcles to ensure 
the long-term financial strength of the SFERS Trust. In accordance with the City Charter and ~e.tlrement Board pollcie.s, the 
cast or Titc:rease In lfabllltles associated ~Ith every voter-approved prop~sition is amortized over up to a 20-year period. 

The Retirement System unfunded liabilrty ls not a #tdebt"i but rather a funding gap that will be made up over the very !or:ig 
tenn, not only by the City, but also by City employees as a result of1he employee Cost sharing prcvislons approved by the 
Oly voters fn 2011 {Proposition C) and long term investment galns. As reflected in the past investment perfot'mance of the 

Retirement System-relative to U.S. pubic fund peers, SFERS' Investment reSul.ts ranked fn the fJISt quart lie for the 3 year, 5 

year and 10 year tlme perlo,ds, inve~ent gains will also contribute a significant ~fflounttawards reducing the untu'nded 

liabllltles of the Retiresnent System. 

We are Tn agreeme!it thatthe City's Retirement System dlligently protects the retirement interests of the City's employees 
and Retirees [Item l}. We also agree about tfle composition of the retirement board (item 2]. 

However, we disagree with finding (3}~ Co st analyses prepared by the Controller and the Retirl!ment System were based 
upon the best .avatlable infotm3tion, and were In line with ::ictuarfal and economic assumptions in use at the time. As 
noted in those analyses, b~efit 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 additfon, we disagree with finding 4}. Future pensfon liabTIJte5 are a great concern for thecityi 'ilnd are carefully tracked 
and analyzed closely on an ongoing basis by the Mayor's Office, Controller's Office, Jietirement System and the Board of 

Supervisors' Budget and l!!:gislative analyst. Ptojected costs arl!! forecast and incorporated into our 5-year ffoancfal planning 
process whic:h is Jolntly developed by the Mayor's Budget Office, the Controllers Office and the Board of Supervisors' 
Budget and legislative analyst. 

We have also ~ade signiflC.nt strides in enac:ting policy to reduce our pension iabflity and continue to look for ways to 
reduce our Jong term pension JiabJlities. The SFERS retirement system is 85%funded. While still not fUJly fundedi It is 
Important to consider that relative to comparable systems, San Fr;incisc:o's SFERS is faiingverywell, and Is among thetop­

performlng and well-funded public pension plans in the United 5tat6. ~ recentreport by the City Services Auditor found 
that the peer average for city employee pension plans as of Ff 1S was n% fUnded {compared with SFERS at 85%). For 

instance CALPERS is curr~tly funded at 69% and Los Angeles is funded at 83". As .of FY l5, Seattle was funded at 66% and 

Portland at46%. 
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2016-17 Civil Grand Jury 

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

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

~e recommendation ha~ been im. plementiid (su""!mary ~f hoW IThefinandal impact of major changestha~impact benefit structure are already 
it was Implemented in next column) · fully dlsdosedto the voters via the ballet (see below). Day.:to day decision? taken 

by the Retirement Board are also already disc.losed 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 byth.e aty'"s: Voters. Fof 
Items on the ballot we are requlred bv charter to provide actu~~ial reports. 

detailing the costs of the proposition, which are dlsclo_sed on the ballot. The 
~etirement System and the Controller's OffiCe pre:pare exteilsive 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 1n.~er~t~d ln explorJng the issues Jn more 
depth. 

Th~.recommendation has be.en t~p. lerrle:n~id (sl:"11i:iary-Of .how 'The R:"E!tlrement syStem provides extensive report$ detailing financial, actuarial 
it was irnplement~d in next column) and administrative matters on an annual basis. These annual reports include 

aUCUted financial statements and required supplementary iOforffiatlon,. an' 
actuarial valuation, and a department annual report which. conso.lidafes the 
financial and actuarial In.formation with detailed information on the 
administration of the Retirement System. The details of the breakout for each 
component of unfunded liability related to the Citfs retirement plan are 
contained in the annual actuarial valuation report. ihere is a descrJptlon ofth.e 
calculation method in the appendix. of the rep.art. The Retirement System 
maintains five years of the SFERS annual actuarial valuation report on its website. 
Historical valuation reports beyond the five yec3:rs available on the website are 
available by request to the Retirement System.. · ' 
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2016-17 Civil Grand Jury 
The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS 

That the Board of Supervisors establish a permanent Retirement System Oversight I Mayor 
Committee to develop a comprehensive,, Jong-term solution for the Retirement 

System that is fair to both employees and taxpayers, and present It to the voters Jn 
a proposition by 2018. Alf optiPns for reducing pension liabilities must be 
considered, including a hybrid Defined Benefit f Defined Contnbutlon plan. The 
details of the committee are: · 
1. Name: Retirement System Oversight Committee 
2.Purpose 
a. Develop a comprehensive,, Jong-term solution for the Retirement System's 
unfunded Habilities thl3t is fair to both employees, retirees* and taxpayers, and 

present it to voter.s In a P1"9POSftion by the end of 2018. All options should be On 
the table, including a Hybrld Defined Benefit f DefinedContribution plan. 
b. Inform and educate the pubflc·concernJng the finances oft.he 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 Hybrfd Defined Benefit I 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 lnto the actions of the Retirement System by revieWi'ng reports, analyses, 
financial statements1 actuarial reports, or othei- materials related to ttie 
RetirementSystem: 

That by.the end of2018, 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 Retiren:ient Board. 

Mayor. 

201-i il~sponses (linpl•meritatloriJ • , . __ 121)17 R~sponse Te~i 
The recommendation will !lOt be Implemented becau~e it ls .not '!he Clty afreadv. has a Retirement Board whjch functions as overslg. ht to the 
warranted or reasoriable (explanation in next column) Re~trement5ystem, and the Mayor's Office tias no authority to establish or 

· ·· . . _empaneJ a new Board-committee. Mayor lee worked to pass major PenSion 
reform Jeiislation Jn 2011 and ·the City1s long term pe11Sion obligations would be 
inuch w9rse if lt was not for these measures. lastly,' the City closely mo~itors 
pension costs in ~ur Jong range financial planning- through the S .year financial 
planning process, deficit projections as well as through the 2 year budget process, 
which 3re developed by the. Mayor1s Office. Jn collaboration with the Controller1s 
Office and the Board of Supervisors. We closi,::?ly monitor the impact of our 
pension obligations on our longtenn deficit and will continute to seek to reduce 

projected deficits overtime. 

The recommendation will not be implemented because I~ ls not,Thls recommendatlon is intended to add individuals to the retirement system 
warranted or reasonable (explanation in next column} board who are not beneficiaries of the trust fund, and who will therefore 

presumably act as guanllans of the ptJbllc interest. However, trustees are always 
obligat~d to act only in the fiduciary interests of the benefiCiaries. Therefore, this· 
recommendation would not accompfish its i~tended goals, and for that reasori 

will not be pursued. The City closely monitors pension costs In our long range 
financial planning-through the 5 year financial planning proi::ess, deficit 

proJectJons as well :as through the 2 year budget process* which are developed by 
the Mayor1s Office Jn collaboration with the Controllers Offlc:e and the Board of · 

Supervisors. We closely monitor the impact Of our pension obligations on our 

long term defidt 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. 
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Report Title # 
The Sf Retirement F3 
System- Increasing 

Understanding & 
Adding Voter oversight 

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

Respondent assigned by 
Findings CGJ · 2017 Responses (Agree/Disagree) 2017 Response Text 

That the Voter Information Pamphlets for D10partment of disagree with it, wholly (expla~ation-in next column) The Department lacks sufficient knowledge to determine whether these VIPs 
retroactive retirement benefit increase Elections included the information set forth in this finding. 

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~ 



co 
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N> 

2016-:L7 

The SF Retirement j!l3,1 
System-
Increasing 
Understanding & 
Adding Voter 
Oversight 

The SF Retire.ment IR3-2 
System-
Increasing 

Understanding & 

Adding Voter 
Oversight 

2016·17 Ovil Grand Jui:y 
Th• SF Rotiremont System-lncroaslng Understanding Adding Voter oversight: RESPONSES TO CGJ RECOMMENDATIONS 

,That the Elections Commission and the Oepart~ent of Elections enstJre that future I Department of 
Voter Information Pamphlets for Retirement Syrtem-related propositions provfde Elections 
voters with complete financial details~ 

mat by the end of2018, the Controller's Office provide SF residents, employees, I Department of 
and retrrees with a descrlption of the City's Retirement System that enables them Elections 
to make Informed decisions about it. 

2~i~ RO:s~b:ses (i~~ie~entatl~nl • ·· lw:L7 Response're•t 
Th.er~commendatlon wil.I ~ct.be Implemented be~use i~ ls not ll[ie Department Jacks ~he authOrity to ensur~ that_ future VIPS prOvide vot~~ · 
warranted or reasonable {explanation In next column} w_lth complete financial details re~rding RetirementSystetp-related propositions. 

The o·epartment of Elections does not determine the content of the Voter 
lnformatio·n Pamphlet; that determination is made by ordinance, and those 
ordinances are Included In the Municipal Eletlio~ Code. The Department's role 
is simply to format information and transfnit it to the printer. If the City adopts 
an ordinance requiring the Department of Elections to Include additional 
inform . .ation regarding costs associated with retireme~t benefits In the Vot~r 
Information Pamphlet, the Department will do so. 

The recommendation wlll not be implemented because it is not IThe Department Jacks the a~thority to require that the Controller's Office provide 
warranted or reasonable {explanation In next column} SF residents, employees, and retirees with a desc:rlptfon of the City's Retirement 

Syst~m that enables them to make Informed de:cisions about It. If an ordinance is 
adopted that requlres addttional content to be included In the Voter Information 

~amph~et_, the Dep.artment .Will ComPlywith the or~i~•mc;:e. 
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2016-17 

R~p~rtTltl~'. I: t(. 
The SF Retirement 18 
System- Increasing 
Understanding & 

Adding Voter Oversight 

Z016-17 Civil Grand Jury 

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

<~:·d;~~·. 
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. 

. Re5pon~e~~~·51~0 ~d by I> :.' : ' . • io11 ~~s~o;,.; (A~r~Oor~~g;~~l: ' .•·. 
Elections Commission I di~agree'with jt, wholly (explan.ation in nextcohimn) · · .. 

. 2011 Resp~nse teiit '. 
The Be'ctions Commission disagrees wholly with the finding because the 

·• Co~rTiissibn lacks th_e.khowledge tO" assess.whE!therthe~e sPeCmc VIPS ~id _or.· 
dfd nOt prOvide voters with full aQd accurate:infoiiria't:iOn ·regarding ttiese .. 
propositions: . . · . 
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2016-17 
System­
Increasing 
Understanding & 

Adding Voter 
Oversight 

2016-17 IThe SF Retirement IR3.2 
System-
lnc:reasing 
Understand.Ing & 

Adding Voter 

Over.Sight 

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

That the Ele.ctioos Commission and the Department of. Elections ensure that future 'Elections 
Voter Information Pamphlets for RetirementSyst:m-related proposttions provide Commissi.on 
voter,s with .complet.e financial details. 

That by the· end of 2018, the ControUer's Office provide SF residents, employees,. I Elections 
and retirees With a descript1on of the Cit)t's Retirement System that enables them C-0mmission 
to make informed decisions ~bout it. 

zo11 Responses (linplementat!onJ · · · 
Therecomme~datio~.will n.ot be.impJehtented·~e~use it is not !The Elections Commissi~n will not lmple~~n.~th.is reco!'Tlmenda~o~ becau~e the· . 
warran.ted or reasonable (f?Xplanatlon in next co~umn} Commission 1-acks the -au~Orfty to do ~fiat is reques~ed. 

iThe recomrnendation wll.I oc;it be 1mpJemented.becaµse it is notlThe Elections Commission w111 not implement this rec.ommendation beca1,1se the 
warranted or reasonable (explanation in next column) Commission lac:ksthe authority to do what Ts requested. 



CITY AND COUNTY OF SAN FRANCISCO 
OFFICE OF THE CONTROLLER 

August 11, 2017 

':(he 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: 

Ben Rosenfield. 
Controller 

Todd Rydstrom 
Deputy Controller 

.Puriuantto Penal Code sections 933 and 933:05, the following is in~eplyto the :2016~17 Civil Gr~d 
Jury repo.rt, 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 t~ make our reports clear and straightforward. 

· Overall, tb,e 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 h~s supported five different efforts to model financial and actuarial 
projections and malce changes to pension benefits to better manage future costs. Many of these efforts · 
have resulted iJ.?, proposals moved forward by the Mayor and Board of Supervisors and ultimately 
ade;>pted by, City voters. . 

·The Civil Gr~nd Jmy's report provided important findings and recommendations a:nd helped us 
understand how our financial reporting an4 statements are received .. We Will use this feedback to 
improve efforts_ to communicate with leadership, stakeholders and the public on these issues. 

I 
I 

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

Respectfully submitted, . 

fi ~t/OfaJvl 
( ,j- B~osenfield 
P' Controller · 

cc: Angela Calvillo, Clerk of the Board, City and County of San Fran'cisco 

'415-554-7500 City Hall • 1 Dr. Carlton B. Goodlett Place • Room 316 •San Francisco CA. 94102-4694 
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2016·17 Civil Grand Jury 
The SF Retirement System· Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ FINDINGS 

Respondent assigned Z017 Responses 
# Findings byCGJ (Agree/Disagree) Z017 Response Text 

FZ 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 (explanation 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 liability In recent 
Retirement Board has a· majority of members years and Its implkatrons for future City costs. We have presented discussion 
who are also members of the Retirement and analysis in the CltY'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 Co.ntroller'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 out 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 analyses prepared by our 
and 4) that despite previous Retirement office and the Retirement System w.ere 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 at the time. As n0ted 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 foll owing 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 column) Retirement System at the time. Our analyses noted the sensitivity of the cost 
provide voters with complete estimates of th~ 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 forfuture 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. 

F4 The Controller an.cl the Retirement System Controller disagree with it, The Retirement System produces various reports detailing financial, actuarial, 
provide extensive reports about the partially (explanatio~ and operational issues, including a summary of their financial statements that 
Retirement System, but they are too complex in next column) . are designed for a knowledgable but non-expert audience. The Controller's · 
for the average citizen, employee, or retiree to Office, in the City's Five-Year Financial Plan, reports on the expected future 
understand. The data in theRetlrement retirement costs to the City, and Includes discussion of the healt~ of the 
System reports is not avallable to the Retirement F.und In th~ City's Comprehensive Annual Financial Report (CAFR). 
Retirement System or the public in a dataset, The Controller's Office has made regular public presentations at hearings held 
making research and analysis more difficult. by the Board of Supervisors on the health of the Retirement System and Its 

lmpllcatlciris for the financial health of the City. We welcome comments on 
specific ways to improve these various products to ensure their ablllty to be 
useful to a ·broad array of audiences interested in this complex topic. 
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2016-17 Civil Grand Jury 
The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS 

That the Board of Supervisors establish Controller 
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 I Defined Contribution pla.n. 
The detalls 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 ls fair 
to both employees, retirees, and 
taxpayers, and present.it to voters in a 
proposition by the end of2018. All 
options should be on the table, 
Including a Hybrid Defined Benefit/ 
DefinedContributlon plan. 
b. Inform and educate the public 
concerning the finances of the 
Retirement System. 

That by the end of 2018, the Mayor Controller 
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. 

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

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

The recommendation will not be· 
Implemented because It Is not· 
warr:anted or reasonable 
(e.xplanatlon In next column) 

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) 
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Board of Supervisors, and not the Control.ler's Office. In our 
role.as financial advisor, the Controller's Office will support 
whatever efforts policymakers put In plai::e to study the 
hea.lth of the Retirement Fund and to consider changes· to 
manage future flnanclal 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 
th~~e efforts have resulted In proposals moved forward by 
the Mayoqind Board of Supervisors and.ultimately adopted 

. by City .voters. 

This recommendation should be directed to the Mayor and 
Bo~rd of Supervisors, arid not the Controller's ·office; In our 
roie as financial advisor, the Controller's Offi.ce will support. 
whatever efforts pollcyrnakers request to revlew 
governance questions regarding the Retirement Board. We 
note, however, that Retlrement Board members are 
fiduciaries that have a duty to the system's·particlpants and 
not to "watch out for the Interests of the City and Its 
residents." This broader responsibility falls on the Mayor, 
~card of Supervisors a.nd other policymakers. Under the City 
Charter ultimately the voters of San Francisco determine 
benefit levels, unlike the majority of governments where 
retirement l:ienefits levels are not subject to a vote of the 
people .. 

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 5pecific comments and thoughts on ways to 
Improve our ballot cost analyses, including those for future 
pension measures: We are open to the possiblllty of. · 
providing a background section ir\ the Voter Information 
Pa'mphletwlth further information on public pension 
structures·and San Francisco's status. We currently provide 
a background section regarding debt management, bond 
fi'nanclng·and San F.ranclsco's status in all elections where 
bonds are on the· ballot. 



R3.2 

R4,l 

R4.2 

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

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. 

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

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

Controller 

Controller 

Controll.er 

The recommendation has been 
Implemented (summary of how it 
was Implemented In next column) 

The recommendation will not be 
implem~nted because it is not 
warranted or reasonable 
(explanation In next column) 

The r.ecommendatlon requires. 
further analysis (explanation ,of the 
scope ofthat·a·nalysis and a 
timeframe. for discussion, not.more 
than six months from the release of 
the report no_ted in next column) 
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The Retirement System, the C_ontroller'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 additronal 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 

· knowiedge 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 flnancingwhen bond 
authorliatlons are on the ballot. 

This recommend<ition should be directed to the Retirement 
System and not the Controller's Office: 

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 c_:o111plex topic. 



BOARD of SUPERVISORS 

MEMORANDUM 

Date: June 16, 2017 

To: Honorable Members, Board of Supervisors 

From: ~yngela Calvillo, Clerk o.f 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, en.titled: 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: , 

• agree with the finding; or 
• disagree with the finding, wholly or partially, and explain why. 

3. For each recommendation.the Department shall report that: 
• the recommendation has been implemented, with a summary of how it was 

implemented; · 
• 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 
• 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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Public Release for Civil Grand Jury Report 
The San Francisco Retirement System, Increasing Understanding and Adding Voter Oversight 
June16,2017 · 
Page2 

Attachement: Civil Grand Jury Report 

c: Honorable Teri L, Jackson, Presiding Judge 
Nicole Elliott, Mayor's Office 
Mawuli Tugbenyoh, Mayor's Office 
Ben Rosenfield, Office of the Controller 
Asja Steeves, Office of the Controller 

· Jon Givner, Office of the City Atto'rney 
Alisa Somera, Office of.the ~lerk of the Board 
Debra Newman, Office of the Buqget 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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City and County of San F·rancisco 
2016-2017 Civil Grand Jury 

FOR IMMEDIATE RELEASE 
Friday, June 16, 2017 
Contacts: Chris Bacon, Civil Grand Juror 
Kathie Lowry; Jury Foreperson 

(415) 931-8157 (Primary Contact) 
(415) 601-2770 . 

*** PRESS RELEASE *** 

SAN FRANCISCO CIVIL GRAND JlJRY: 
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: 

• 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. 

• That when it came to retroactive retirement benefit increase propositions between 1996 
and 2008, the May~r, 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." 
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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. 

### 
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CIVIL GRAND JURY I 2016-2017 
CITY AND COUNTY OF SAN FRANCISCO 

. June 13, 2017 

Board of SupeJ:\ris6ts 

Angefa Calvillo, Clerk of the Board 

City HaU, 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 re1ease a report en tided "The .San .Francisco Retirement 
System, Increasing Understanding and Adding Voter Oversight" to the public on Friday, June 16, 
2017. Enclosed is an advance copy of this report. Please note that by order of the Presiding Judge of 
the Superior Court, Hon. Teri L. Jackson, this report is to be kept confidential until the date of 
release ijune 16th). 

California Penal Code §933 (c) requires a response to be submitted to the P.tesidingJudge no 
later than 90 days after the dare of this letter; California Penal Code §933.05 states that for each 

finding in the r~port, 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 e:&:plain why. 

Further, as to each recommendatlotl,, your response must either .indicate: 

1) That the recommendation has been implemented, \Vith a summaty of how it was 

in1plemented; 
2) That the recommendation has not beeil, but \vill be, implemented in the future, with a 

timeframe for in1plementation; · 

3) That the 1·eco111mendacion requites further analysis, with an explanation of the scope of that 

analysis arid a titneframe for discussion, not more than six months from the release of the 

report; or 
4) That the recommendation will nor be implemented because it is not warranted or 

rensonable, with an explanation. 

Please provide your response to the Presiding Judge Teti L. Jackson at the following address; 

400 McAllister Street, Room 007 

San Francisco, CA 94102-4512 
Email: Civil Grand] ury@sftc.org 

:r~d~e~o" \ 

2016--2017 Civil Grand J my 
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CIVIL GRAND JURY I 2016-2017 
CITY AND COUNTI OF SAN FRANCISCO . 

THE SAN FRANCISCO RETIREMENT SYSTEM 

INCREASING UNDERSTANDING AND 

ADDING VOTER OVERSIGHT 
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'i'HE SAN FRANCISCO RETIRE?v,IBNT SYSTEM- INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT 

THE CIVIL GRAND JURY 

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

Reports of the Civil Grand J1:1tr do not identify 
individuals by name. Disclosure of information 
about individuals intetviewed by the jury is 
ptohibited. 

California Penal Code, section 929. 

STATE LAW REQUIREIVIENT 

Each published teport includes a list of those 
public entities that are tequired to respond to the 
Presiding Judge of the Superior Coutt ·within 60 
to 90 days as specified. 

A copy must be sent to the Boatd of Supervi~ors . 
. All responses are made available to the public. 

Fot each finding, the response mu~t: 
· 1) agree with the finding, or 

2) disagree "With it, wholly or patfully, 
and explain why. 

As to each recommendation the responding party 
must report that: 

1) the recommendation has been 
implemented, with a sutnfnary 
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 e..~ects a 
progress report within six months; or 

4) the recommendation will not be 
implemented because it is not 
warranted ot 
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; tbis 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 ofwbich 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 bigh 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: 

Thm probabfy is more managerial ignorance on pension costs than O'!J other cost item ef 
remote!J' similar magnitude. And, as will become so expensive!J' clear to citiZfnS in fut11re 
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 Ft: 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 A<;ljustments (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. 
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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 of2018, 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 :0 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, W:d 
present it to the voters in a proposition by 2018. All options for reducing pension 
liabilities must be considered, including a hybrid Defined Benefit / Defineq. 
Contribution plan. (Details about the recommended committee are presented in the 
Findii1gs and Recommendations section of this report.) 

Recommendation R2.2: That the Mayor and :Soard of Supervisors submit a 
Charter amendment proposition to the voters to add three additional public 
members who ate 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 
(SE) Charter1 and can. only be changed by voter-approved propositions. The 
Retirement System is ali;o 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 Bo~d 
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] 
reports and five significant propositions placed before the votets. . Each of these 
reports and propositions are summru:ized below in chronological order. 

2000 Proposition C2 

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 121011ld increase retirement benefits for 
miscellaneous employees hired after 197 6. An employee cottfd get apension of up to 7 5 
percent of final salary. The pension amount 121ould be based on years of service and a 
multiplier rangingfrom 1 % per year of service at age 50 to 2% at age 60. The employee's 
'Jina! salary" 1vould mean the average monthfy sahry during a one:Jear period J21hen the 
emplnyee earned the highest salary. 

The City Controller provided the following statement on the fiscal impact 6£ 
Proposition C in the Voter Pamphlet 

Shortld the proposed Charter amendment be adopted, in my tpinion, it 2vo11/d increase 'the 
cost of go1m:11ment by an atno1mt, estimated f?y the futirement System Act11ary, of$34 
n1illion per year for 20 years and then dropping to $17 111illion per year. 

Even with. this proposal, the City does not expect to have to make a 
contributi.on to the Retirement System for at least the next 15 years. 
(Bolding added) 
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2002 Proposition H 3 

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 His a Charter amendment that would change the formula far police and 
fin!ftghter retirement benefits. Police and firefighters who retire at age 50 would receive, far· 
each year of service, 2.4 percent of the salary earned at the time of retirement. Police and 
firefighters who retire at age 5 5 would receive, far each year of senice, 3 percent of the salary 
earned at the time of retirement. The maximum retirement benefit police and firefighters 
co11ld receive would be 90 percent of the salary at the time of retirement. Policq and 
firefighters who retin bcjOre Jan11ary 1, 2003 wo11ld not be eligible far this increase. 

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

S ho11ld the proposed amendment be adopted, in my opinion, the cost to the City and 
County would increase, as estimated by the Retirement System Achtary, by abottf $28 . 
million per year far the next 20 years, dropping after 20 years to an ongoing cost of 
approximatefy $8.2 million per year. However, no cash would be required since the City's 
Retirement ~stem currentfy has a large surplus. While the cost of this proposal wo11ld 
red11ce that s11rpl11s, 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 req11ired to make emplqyer 
contributions to the Retirement ~stem, the City will negotiate a cost-sharing 
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 20054, 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 B5 

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 teport addresses only the Pension Benefits. The Voter 
Infotmation Pamphlet described the changes to the Retirement System as follows: 

In addition, Proposition B would make the fallowing changes to retirement benefits and 
COLAs far 111i.rcellaneo1is Ci!J enployees who retire 011 or efter Jan11ary 10, 2009: . 

• The age factor for employees who ntire at age 60 wottld increase to 2.1 % and rise to 
2.3% at age 62. Thtts, employees with 20 years ef service wo11ld receive 42% ef their 
highest an1111al salary if thry retire at age 60 or 46% if th'!) retire at age 62. 

• The basic COLA benefit 111011ld be compounded tinnt1alfy based on the retirement benefits 
payable on ]ttnli 30th ef the prior year. 

• The supplemental COLA., which is paid when there is motigh excess investment 
earnings,. also wottld increase for a total at!Ji1stme1it of retirc'!'ent benefits ttp to 3-1/2%. 

The Czry 11101ild freeZ! wages and other economic benefits for miscel/aneot!S City employees 
jrom]ti/y 1, 2009 through ]une 30, 2010. 

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

As a result of the ptopo~itlons increasing retitement benefits, the declining investment tetu'rns 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: "Pe:nsibns Beyond Out Ability to Pay"6 

This CGJ investigated both health care and pension benefits fot City employees and 
focused much attention on pension spiking and a Deferred Retirement Option 
Ptogtam. In response to the findings they ma.de' regarding spiraling pension costs, 
the CGJ recommended: 

A task farce sho11ld be established to evaluate a change to a deftned-contribtttion (DC) 
plan for all ne111 employees of the City and Co1111ty of San Francisco. By adopting a DC, 
the Mqyor, the [Board ef Sttpervisors], and [San Francisco Employee Retirement System] 
can do n1ore to restore credibility to the p11b/ic Retirement Systems than al!J other action 
thry can take. 

The Mayor's Office responded' to the 2008-2009 CGJ report in general and also· 
specifically to the recommendation listed above. The general comment from the 
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Mayor's office was thactlre Mayor did not believe that San Francisco was 
experiencing a pension crisis and that the Refu:ement System was among the most 
wel1-funded retirement systems in the country with .a strong recoro of superior 
returns on i.ts investments. Specifi.c!illy, 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 Dollai: Bubple8 

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, ?.S. well as "pension.,spiking." The itivescigation concluded, among other 
issues, that the current DB plan is financially unsustainable without cutbacks in jobs 
and City services. The investigation report reco.tD.ttlended that the City <;:onsider 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 responded9 to 
the finding of the CGJ report regarding the unsustainabllity of the Retirement 
System that: 

S a11 Frandsl'O '!r Defined Benefit Plan is one of the most sotmdjy funded and nianaged 
p11blic retirement pla11s in the United States; the system itse{f is s11stai'nable, despite th~ 
impact of the severa economic downturn. The Ci!J has faced economic downt;tms before, 
and, as it has in the past, 011r ~stem will recover and remain ftnancia!fy so11nd, 

The Mayor's Office also disagreed with the recommendation that a hybrid DB and 
DC plan should be considered because of the risks assoc:iated with a DC plan. 

2010 Proposition D 10 

This proposition was placed on the ballot by the Board of Supervisors and approved 
by the voters. It changed the formula for dete.q:n,ining.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 coJ;J.Sectitive fiscal years o~ 24 m,onths prior to 
retirement. This proposition also changed the formula for City contributions to the 
Retirement System depending o.n the Retirement System's investment 
earnings. Specifically, the Voter Pamphlet said that: 

For employees hired on and after ]nfy 1, 2010, 'Jinalcompensatiqn" Jl!onld be calculat~d 
1tstng a tivo')'ear fommla. An emplqyee '!r final r:ompensatio11 wo111d be determined by 
averaging month!J ·compc1tsalto11 darin§ 

• a!!J two consmttive fiscal years of earnings, or 
• the 24 months immediatefy before mtz"rement. 
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The final basis for rctimment benefits 111011/d be the higher of the two ftgttm. For safaty 
employees and Ca/PERS members himd on and after ]11jy 1, 2010, the employee 
contrib11tion to SFERS or Ca/PERS wortld increase to 9. 0% of compensation. In years 
when the City's contrib11tion to SFBRS is less than expected beca11se of large investment 
earnings, the amount saved wo1dd be deposited into the RBtim Health Care Tmst Fund 
The participating employers co!i!d choose to have this mle appfy to them. 

The City Controller provii;led the following statement on Proposition D: 

Taken together, the change in the SFBRS scgety and Ca/PERS employee contrib11tio11 
rates from 7.5% to 9.0%, and the two year final compensation calcttlation, are expected to 
reduce the employer long-term cost (called the 'normal' cost) of pension funding i?J 
approximatejy 0.7% over the 25 year period between focal year 2011- 2012 and fiscal 
year 2035-2036. Cnmu!ativefy, the savingsforthat same 25 year period is estimated to 
range betwecn $300 and $500 million depending on fatum wage and benefit rates far 
employees, and other fadors. 

2011 Proposition C11 

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 la.st three years of service, as well as limiting ~ertain cost­
of-living increases. Specifically, the Voter Information Pamphlet said that 

Proposition C is a Charter amendment that would change the wqy the City and ct1mnt 
and ft1t11re employees share in fonding SFBRS pension benefits. The base employee 
contrib11tion rate would mmain the same-7.5% for most employees-when the Ci!J 
contributz"on rate is between 11% and 12% of City pqyrol/. Emplqyees making at least 
$50,000 would PC[)' an additional amo1tnt up to 6% of compensation when the Cify 
contribution rate is over 12% of Ci!J pqyroll When the City contrib11tion rate falls below 
11 %, employee cont:ributio11s 11101tld be decreased proportio11ate!J'. 

Proposition C wo11ld also create new retirement plans for employees himd on or after 
Ja1111ary 7, 2012, that would: 

• For miscella11eo1ts emplqyees, increase the minim11m retirement age to 5 3 with 20 
years of senice or 65 with 10 years; 

• For safety employees, the minimum retirement age would remain at 50 with jive 
years of senice, btt! the age far maximum benefits would increase to 58; 

• For all employees, limit covered compensation, calculate final compensation from a 
thme.year average, and change the multipliers 1tsed to calcttlate pension benefits, 
and 

• For miscellaneous employees, raise the age of eligibilzty to receive vesting allowances 
to 5 3 and mi11ce l!J ha!f the City '.r contribution to vosting allowances. 
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The Voter Information Pamphlet also stated that: 

Proposition C would limit cost-of living acfj11Stments far SFERS retirees. 

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

S hou!d the proposed Charter amendment be approved by the voters and implemented, in my 
opinion, the_ City '.r costs to fund emplqyee retirement benefits will be reduced by 
approximate/y $40 to $50 million in fiscal year (FY) 2012-13. Cify costs will be red11ced 
by approximatefy $1 billion to $1.3 billion cum11/ativefy over the ten years bef/Jleen FY 
2012-13 and FY 2021-22, of which $85 million is attrib11table to retiree health benefit 
savings, and the balance .to pension contribt1tion savings. 

Unfortunately, much of the predicted City savings from Proposition C have not 
materialized as a result of litigation between Protect Our Benefits12 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 Court 
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 status14

• 

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 fo begin the process of bringing pension plans in California, including 
the City's Retirement System, into a fully funded condition. 
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Financial Economics and Public Pension Pl.ans 

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 ru:tlcle: 
Financial Econornics Princi.ples Applied to Public Pension Plans 

Joint AAA (American Academy of Actuaries)/SOA (Society of Actuaries) Task 
Force on Financial Economics and the Actuati.al Model: 
Pension J\cturu;y's Guide to Financinl 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 inv~tigation, 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: 

Prior CGJ reports on the Retirement System;. 
Prior ptopositions dealingwith the Retirement System; 
Retirement System Annual Reports, Actuarial Valuation Reports, 
Government Accounting Standards :Board (GASB) 67 / 68 Reports, 
and Financial Reports 
San Ftancisco Coniptehensive Annual Financial Reports (CAFR) 
Press articles, academic articles and stlldies dealing with pension :refonn 
throughout the United States. 
Reform efforts by other public; retirement systems. 

We interviewed: 

Present and former staffofthe Controller's. Office; 
Present and former staff of the Retiretnen,t System; 
Present and fon:µerstaff of the Mayor's Office, 
Members of the Retirement Board. 

We consulted v;1.th outside eJqletts fat.niliar witji r.etirement systems. 
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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, setvice 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 Supetvisors, 
and the Controller, ii.re members of the Retirement System. 

The Retirement Board appoints the Retirement System's Executive Director and an 
Actuary. The Executive Director administers the Retirement System; the Actuary 
advises the Retirement Board on actuarial matters -and monitors an independent 
consulting actuarial firm, Cheiron, which prepares the Retirement System's annual 
Actuarial Valuation and GASB 67 /6815 Reports, and other actuarial analyses. The 
Retirement System publishes an Annual Report, an annual Financial Statements and 
Requited Supplementary Information Report, atjd the Retirement Systems' CPA, 
MGO Certified Public Accountants, perfoirD,s an audit of the Financial. Statements 
and produces an audit report. 

The Retirement Board receives advice from the Retirement System's Chief 
Iiivestment 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 sigfilficant 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 ot more, 
and i~ very complex. Ptedicting how, much an individual makes each year, if or when 
they quit, if they're married cir have kids, if they become disabled, when they retire, · 
or when they die - is impqssible. 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 fat mote uncertain. The Great Recession of 10 
years ago is a prime example. 

A pension plan roust take the long view, at least 60 years. Making decisions based on 
a shortet; 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 
£.acing the results. Any solution to the tl.ittent situation needs to take the long view. 

14 

887 

"We cannot 
continue. Our 
pension costs and 
health care costs for 
our employees are 
going to bankrupt 
this city." 
l'vfichad Bloomberg 



T,HE SAN FRANCISCCi RETIREMENT SYSi'EM-iNC~1NGlJNP;ERSTANoING &AJ)DING.VOTER OVERSiGHT 

Tl{E CITY & ITS EMPLOYEES 

The chart below provide$ a 1o:-year qvetview of the. City's Budget and employees' Salaries and Benefits16
• 

After adjusting for inflation17
, the Budget has in~eased by 40%, arid Salaries and Beo.e:fi.ts by 33%, in the last 

10 years~ Salaries and Benefits have been. 50-53% of the B11dget in each of the last 10 years~ Keep in Wind 
.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 2021-2218 est:irn,ates Salaries ~a 
Benefits increasing by 51 % qv.e.t the next five years. 
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The chart below provides a FY 2007 through FY 2016 overview of the number of City Employe~ and 
Retireest9. Employees have in.creased 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. 
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. . . . 

·.THE SAN FRANCISCO RETl~NTSYSTEM".'.INC:REASJN~UNDERµ~ING &,ADDING VOTER OVERsIGHT 

RETIREMENT SYSTEM-FUNDING 
' 

The Retirement System is funded by contdbuti.ons from the City .~d its employees, and by investtnent 
returns20

• The City's contributions include amopization payments on, the tu;1fund¢cl liability debt. The chart 
below shows these funding sources between FY 2007 and. FY 2016. Th~ table below the chart shows the 
amounts. The wide swings hi. Investment Retums, and their l:lize hi. ;:elation to City and Employee 
Contributions, illustrate the market's riskl:l and rewards. For example; dwio.g the Great Recession in FY 
2008 and F¥ 2009 the Retirement System lost mote than $4.2 billion, hi. FY 2014.it made $3.2 billion, and in 
FY 2016 made ooly $150 million. 

Aftet adjusting for inflation21, the City's Coo#ibutloi;:is have increased by 71 %, and the Employee 
Contribut:ionl:l by 37%, in the last 10 years. 
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·•• iHE SAN- FRA.Nc1sC:oiIBTrn:EME:NT SYSTEM ..... iN~REAsINa UND:BR.ST.Afm1NG & ADDING voTER OVERSIGHT 

RETIREMENT SYSTEM-LIABILITY, ASSETS, UNFUNDED LIABILITY 

The chart below shows the Retirement System's Liability; Assets, and Unfunded Liability for FY 2007 to FY 
. 201622

• Unfunded Liability = Liability c.- Assets. After adjusting for inflation23
, 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 ovetfunded to $4.6 billion undetfunded, 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 fl.at. 
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· THE SAN FRANCISCO RE':rJllEMEN'f SYST],i:M-INqIBAS!NG UNDERSTANDING & ~DING VOTER OVERSiemt 

PROPOSITION COSTS & DISCLOSURES 

For most pension retirement benefits, the City a,nd its employees make payments 
each pay period during the employees, time of service. Those payments are invested 
and eam money over time. Retto;i.ctive pension increases do not work t;J+e sa,me. 
The total projected future costs of a proposition~s retroactive pension increase ar.e 
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 bi the City to the Retirement System - employees 
and retirees owe nothing. The proposition debt is added to the Unfµnded Actuarial 
Uabilitf+ of the Retirement System. The proposition debt is expressed as a 
percentage of the City's payroll, so it increases each yeat based upon the Salary 
Increase Rate25 percentage (3.75% - 4.?0%), and increases or decreases in the 
number of employees. Th<!· proposition debt is paid back over 20 years at the 
Discm1nt Rate (7.50% - 8.00%). 

A list -0f retroactive reti.rel:nent benefit inq:ease p,topqsitions from 1996 - 2008 can 
be found in Appendix B. 

The Little Hoover Commission is an ind¢pendent state oversight agency that was 
created in 1962. The Commission's mission. is to investigate state government 
operations and ~ tl;:irough ·reports, recomm.endations and legislative proposals -
promote efficiency, econo!lly and improved setVice. The Conimission published a 
report, ''Public Pensions for Retire!llent Security"26 on February 24, 2011. The 
report's cover letter starts with: 

C~!ifoi'nia',r pen.sion plans are dangero11s!J 11ndeif1111ded, the result ef onr!J gen,eroJIS benefit 
promises, wi.shful thinking and an 11nwil/ingness to plan pmdent!J'. Unless aggressive 
reforms are implemented now, the problem will get far worse, farcing counties and cities to 
severe/y redttce services and lt!Joff employees to nmt pension obligations. 

As part of the report's Rec9mmendation,s :3 and 4. it states: 

To minimize risk to taxpqyer.r, the respondbility for f1111ding a ~tain{lb!e pension tystem 
must be spread more equa/fy among parties: 

• The Legislature must prohibit retroactive pe1tsion increases, 

To it:nprove transp(lrenf)I and accountability, more .ieformation aboutpemion costs.must be 
prof!iderl regn!arfy to the public. ·. 

• The Legis!atrtre ml/St re.quire government retireme11t bot;zrc/s to restructure .their 
boards to add a majori!:JI or a substantial minori!:JI of independent, public members 
to e11.rttre greater representation of taxptfYer interests. 

• All proposed pension increases ml/St be submitted to voters in thezr respeetive 
j11risdictiot1.r. The ballot meas111-es 11111st f?y acco11panledky so1111d dct11arial 
iefom1ation, written in a clear and co11ci.se Jorma~ 

892 

"Local and state 
·financial problems are 
accelerating, in large 
part because public 
entities promised 
pensions they couldn't 
afford." 
Warren Buffet 



Governor Brown published a "Twelve Point Pension Reform Plan" on October 27, 
201127

• One of the points was to ''llrohibit Retroactive Pension Increases." It states: 

In the past, a number of p11blic emplf!Yers applied pension benefit enhancements like earlier 
ntirement and increased benefit amounts to work afrcatfy performed l[y cumnt emplqyees 
and retirees. Of co11rse, neither employee nor emplf!Yer pension contributions for those past 
years of work acco11nted for those increased benefits. Ar a 171s11lt, billions of dollars in 
11nf11ndcd liabilities continue to plagt1e the {}Siem. 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 Ttust Fund28 

The June 2008 Proposition B includes Pension Benefits and Retiree Health Benefits; 
this report addresses only the Pension Benefits. The Voter Information Pamphlet for 
the June 2008 Proposition B includes the standard Controller's statement on the 
fi.scalimpact of Proposition B: 

Sho11ld the proposed charter amendment be approved l[y the voters, in my opinion, the City 
will have both significant added costs in the near and medium term for the cost of empkljee 
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 wo11ld increase the maximum retirement 
benefit available to Ci!J miscel!aneo11s employees from the mmnt 2% of final pqy at 60 

years of age, 1ljJ to 2.3% of final pqy at age 62 and enhance cost of living increases for 
pension mipients. These changes would add opproximatefy 3.5% of salary to the cost of 
funding an average employee's retirement benefits, or an ongoing ann11al cost to the Ci!J of 
approximatefy $84 million far the next 20 years, dropping after 20 years to an ongoing 
an1111al cost of 1.1% of salary or approximatefy $27 million at et'"ent rates. 

To partial!J PcrY for this increased retirement benefit, the amendment freeZ!s wages for 
the 2009-2010 fiscal year. This provision is estimated to save the City approximatefy 
2.1 % of salary or an estimated $35 million on an annual basis. These savings estimates 
arc based on an ass11mption that the Ci"!J wottld otherwise have provided wage increases at 
percentage rates at or near the prqjected consumer price index for that period and is 
consistent zvith the Ci!J's historical experience in negotiated labor cQntracts. Finalfy, the 
Charter amendment specifies that the City's ongoing expenditures for improved retirement 
benefits under this proposal m11st be considered the equivalent of wages in fat11n labor 
arbitration proceedings. Note that these provisions do not appfy to the labor contracts for 
police, firefighters, sherfffs, nurses and transit operators. 

The actuary's analysis of Proposition B29 prior to the election shows an estimated 
increase in Unfunded Liability of $67 4 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 CostoJLivingArfjt1stments (COLA) far retirees and mockstfy improves 
pensions far emp!Dyees who retire at or after age 60 

Proposition B is just the latest minor proposal to appear on the bal!Dt in a City Charter 
election, costing taxpqyers a mountain of monryjor a mokhill of municipal empk?Jee law 
change. · · 
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...• TH:E'SAN FMNCISCO RETIREMENT SYSTEM~ INCREASING UNDERSTANDING & ADDING VOTER OVE:RSIGHT 

The June 2008 Proposition B chart below shows the Outstanding Balance due to lie paid by the City to the 
Retirement System, the Cumulative Interest paid, and the Cumulative Principal paid30• Note that after eight 
years the City has paid $542 million fa Interest, $53 million in Ptlncipal, 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 sl:rnilar pattetn. of interest and principal costs over 
time. 

June.2008 Proposition B 
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·. THE SAN FRANCISCO RETIREMENT S\'S~M.,. IN.CREASINGJJNDERB'.I'A,NDING & ADDING VOTER OVERSIGHT 

RETIREMENT SYS'l':eU REPORTS 

Each fiscal year thete are five financial documents published by the Controller and 
. SFERS that describe the City's Retirement System: 1) 'tb.e, Controller's 
Comprehensive Annual Financial Report (CAFR.); 2) the SFERS Annual Report; 3) 
the SFERS Financial Statements; 4) the SFERS Actilli.rial Vah1ation Repo~ and 5) 
the SFERS GASB 67 / 68 Report. These reports are described below. 

An actuarial :report was ptoduced by the .SFERS Actuaty and sent to the Bo~d of 
Supervisors, the Mayor, and the Controller for each ptoposition: that retroacti:vely 
increased retirement benefits. Each actuarial :report estimated the detailed costs .of 
the proposition and wa,s the basis of the C<;mtroller's .estimate provided in the Voter 
Infonnation Pamphlet Theseactu;u:i.al..1:ep9r~ couldnot be.foup.d onlioe. 

For the most part; these reports are not meant for the average City taxpayet; 
empioyee, o.t: retb:ee. 'the.re are no othe;r .t:ea9ily availapk soi.µ:.ces of infonnation 
abou:t the RetitemCJ;lt System's finances. 'this .1:esults ;in there being little 
transparency or accountability to the pu})lic for the Retirement System's finances. 
Taxpayers have not had the information needed to make an ;infottned decisioP, 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. . 

Coroptehensive Annual Finan.cial Report 
Produced by: Controller's Office 
Audience: Accountants, auditors 
Compl~ty: Very High· 
Size: 235 pages, .... z5 pag~s pn the Retirement System 
Notes: 
This report describes all the finaaces for the City. 

SFERS Annual Report 
Prodl:lced by: SFERS 
Audience: Ernployees, i;etirees, public 
Complexity: Medium/High 
Size: 79 pages · 
Notes: 
It:S Financial, Investtoent, Statistical, .and Deferred Compensation Plan Sections are 
dear, and touch of the Acruarial 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' Acturu:y 
Audience: SFERS, actuaries, auditors 
Complexity: Extremely High 
Size: 94 pages 
Notes: 

·'· .. : ~·. 

This report is for funding purposes, ie., to determine the City's annual conttibut:ion. 
It contains many tables, most of which a.re clear and understandable, but there a.re 
many that have no description of the tables or the data they contain. 

SFERS GASB 67 /68 Report 
Produced by: Cheiron, the SFE~' Acturu:y 
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 Ft: 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)31

• However, the 
principal underlying cause is the estimated $3.5 billion32 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 Rl.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 calcula!ions. 

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 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. The details of the committee a.re: 

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 tax.payers, 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. 
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<. -THE sANFRAN'ctsc6:tffiTfREi\iENT$YSTEM ~'IN,cJiEAsiitG UNDERsTANDfNG &ADDINGVOTBR 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 sruin 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 
Infonnatlon 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. 

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. 
b. Public members. 

i Public members must be voteis. 
ii. Public members cannot be members of the Retirement 

System. 
iii. Each Supervisor will appoint ~ single Public member. 
iv. The Mayor will 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, investffient 
portfolio management, labor negotiations, accounting, 
mathematics, statistics, economics, or finance. 

vii. Public members will receive no compensation. 
viii. Four-year tenn, staggered so that one-fourth of the Public 

members' terms expire each -y:ear. 
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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. Hi.Iman Resources Department representative. 
v. Safety Unions' representative. 
vi. 11i.scel.J.aneous Unioris' 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 r!ltes were. 

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

RECOMMENDATION R,3.2: 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 Retirc:;.ment 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 biised 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 

FINDINGF1 
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 underlying cause is the estimated $3.5 billion in 
retroactive retirement benefit increases implemented by voter-approved 
propositions between 1996 and 2008. 

RECOMMENDATION R1.1 
Th.at 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 
Th.at 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. 

FINDINGF2 
1) That the City's Retirement System diligently protects the retirement-related 
interests of th.e 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 Jjabilities, 
the Retirement System remains seriously underfunded, threatening 1;he fiscal 
status of the City . 

. RECOMMENDATION R2.1 
That the Board of Supervisors establish a pei'.manent 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 proppsition 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. Pw:pose 

a. Develop a comprehensive, long-term solution for the 
Retirement System's unfunded liabilities that is fair to both 

. empl9yees, 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 
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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: 

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. 

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 GQvernment 
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. P~blic 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. 
1v. The M.a.yor 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. 
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. Repr(!sentative members 
1. Mayor's Office representative. 
u. Board of Supervisors' representative. 
iii. Controller's Office representative. 
1v. Human Resources Department representative. 
v. Safety Unions' representative. 
vi. Miscellan~ous 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. 

FINDINGF3 
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 Elections 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 
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FINDINGF4 
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 1;he 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 

CnY AND COUNTY OF SAN FRANCISCO 

San Ftancisco Charter (http://\'/Ww.anilegal.com/codes/client/san-francisco cal) 

Article XII: Employee Retirement and Health Service Systems 

Appendix A: Employment Provisions. 

San Francisco Employees, Retirement System 

Website Home Page: http://mysfers~org 

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

Publicat:io~s -Annual Reports:· http://mysfers ,org/resources/publieations/annual-reports/ 

Publications -Actuarial Valuation Reports: 
http://rriysfers.org/resources/publications/sfers-aduarial-valuations/ 

Publications -Audited Financial Statements: 
http://mysfers.orgiresources/publicatlcins/sfers-audited-financial-statements/ 

Office of the Controller 

Comprehensive Annual Financial Reports (CAFR): 
http://openbook.sfQov.org/webreports/searcti:aspx?searchString=&year:::1986&year2=2017&type=CAFR&index 
=o&index2=4&index3=0 

City Budgets & Reports: . 
http://openbook.sfgov.org/webreports/search .aspx?searchString=& year:::1 986&year2=2017 &type=CityBudgets 
&index=O&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. 6rg/sites/detau1Ufiles/Docurnents/Budget/Five%20Y ear%20E inancial %20Plan %20FY 17-
18%20th mugh%20FY21-22%20%28Proposed%29%20FI NAL. pdf 

. ;·· - . . 

The City's Five Year Financial Plan Update, 3/23/2017; 
http://sfcontroller.org/sites/defau1Ufiles/Docunients!Budget/FY17-
18%20Five%20Year%20Plan%20Update%20FI NAL %203.23.pdf 
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San Fi:ancisco Civil Grand Jury 

2008-09 Pensions Beyond Our Ability to Pay: htto://civilgrandjurv.sfgov.org/2008 2009.html 
2009-10 Pension Tsunami: The Billion Dollar Bubble: http://civilgrandjurv.sfgov.org/2009 201 O.html . . 

OTHER RESOURGES . 

California Actuarial Advisory Panel (CAAP): http://www.sco.ca.gov/caap.html 

Cal.pensions: https://calpensions.com/ 

Hoover Insti1:1.1tion, Hidden Debt, Hidden Deficits: 2017 Edition, How Pension Promises Are Consuming 
State and Local Budgets: 
htto://~.hoover.org/sites/defaulUfiles/research/docs/rauh hiddendebt2017 final webreadypdf1 .pdf 

Joint AAA (American Academy of Actuaries)/SOA (Society of Actuaries) Task Po.tee .on !financial 
Economics and the Actuarial Model, Pension Actuary's Guide to Financial Economics, 2006: 
httos://www.soa.oro/Files/Sections/actuarv-journal-final.pdf 

League of California Cities - Pension Information Center: 
htto://W>N'>iw.cacities.org/Policy~Advocacy/Hot-lssues/Penslon-lnformation-Center 

Little Hoover Commission - Public Pensions for Retirement Security: 
http://www.lhc.ca.gov/studies/204/report204.htrnl 

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 - Pensl,on R.efo.tm: 
http:/lwww.rockinst.org/government finance/penslon.aspx 
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Appendix 'B: Retirement System Propositions 
These are the retroactive retitement benefit increase propositions placed on the ballot by the Board of 
Supervisors between 1996 and 2008. The dollar amounts a:re the City Controller estimates from the Votet · 
Information Pamphlet for each proposition. The actual costs for the propositions are not reported by the 
Retirement.Board or by the Controller's Office. · 

Year-Mon Ltt Title $/Year Total $/Year 
20Years 20Years after20 

1996Nov c Retired Employee Benefits n/a n/a n/a 
1996Nov D Firefighters Retitet.nent Benefits 3,soo,ooo 7(),000,000 1,750;000 

1998Nov A Police Retirement Benefits 3,900,000 78,000,000 2,300,000 

·1998 Nov c ·Paramedic Retirement Benefits. 485,000 9,700,000 

2000Nov c City Worker Retirement Benelits (lY.fisc) 34;000,000 680,000,000 17,000,000 

2002Mar B Cost of Living Benefits 19,100;000 382,000,000 7,400,000 

2002Nov H Police· & Firefighter Retirement Benefits 28,000,000 560;000,000 8,200,000 

2003Nov F Targeted Early Retirement n/a n/a n/a 
c'Misc 3+3, 1 of3) 

2003Nov F Targeted Early Retirement n/a n/a n/a 
t'Misc 3+ 3, 2 of 3) 

2003 Nov F Targeted Early Retirement n/a r;i/a r,./a 
r.Misc3+3, 3 of3) 

2004Nov E Polic¢ and.Fite SUrv:ivorBenefits 1,000,000 20,000,000 

2008JU.ne B New Misc Ret :Bfts and Compound COLA 84;000,000 1,680,000,QOO 27,000,000 

Totals: 3,479,700,000 63,650,000 

Year-Mon Ltr Title Voter Information Pamnhlet 
1996Nov c Retired Employee Benefits httos;//sf]l4.sfQLorg/Qdf/main/gic/electicins/November5 

1996short. odf · 
1996 Nov D Firefighters Retirement Benefits httQs://sful4.sfQl.org/gdf/main/gic/elections/Novembe(5. 

. 1996shortoaf 
1998 Nov A Police Retirement Benefits htt12s://sfQl.org/Qdf/main/gic/elections/November3··1998 

shcirt.naf 
1998Nov c Paramedic Retirement Benefits .httQs://sfQLorg/Qdf/main/gic/elections/November3 1998 

. shcirt.ndf. 
2000Nov c · City Worker Retirement Benefits htt12s://sf1:11.org/12df/main/gic/elections/November7 ·2000 

<Misc) &Qt' 

2002 Mitt B Cost ofLi'ving Benefit:S ·httQs://sf1M.sf12l.org/gdf/main/glC/elections/March5·· 200 
2.odf 

2002Nov H Police & Firefighter Retirement htt12://sfQl.org/Qdf/main/gic/electlons/November5 2002. 
Benefii;s · fil!f 

2003 Nov F Targeted Early Retirement httgs;//sfQ!.org/12df/mainfgic/elections/November4 2003 
.odf 

2004Nov E Police and Fire Survivor Benefits httQ:f/sfQl.org/Qdf/main/gic/elections/November2 ·2004. 
ndf 

2008June B New Misc Ret Bfts and. htt12s://sf1214.sfQl.org/Qdf/main/giclelections/June3 2008. 
· Compound COLA QQf 
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ENDNOTES 

I San Francisco Charter, Article XII: Employee Retiremen1; and Health Service Systems, and Appendix A: Employment 
Ptovisions. htt:p:f/library:nmlegal .com/nxt/gateway,dll?f=templates&fu=default.htm&..rvid=amlegaJ :sanfrancisc() ·ca 

2 2000Ptoposition C; Voter Information Pamphlet: https:/fsful.org/pdf/main/gic/elections!November7 2000.pdf 

3 2002 Proposition H, Voter Information Pamphlet http://sful.om/pdf/main/gic/elections/November5 2002.pdf 
. . 

4 SFERS Audited Financial Statements 2006, page 8. "In order to maintain the fiscal soundness of the Pla:n, 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 req1._1.irecl. · 

5 June 2008 Proposition B, Voter Information Pamphlet: https://sful4.sful.org/pd£1mai!1/gic/electionS/Jtine3 2008 .pdf 

6 SF CGJ 2008-2009 Repm.:tt Pensions, Beyond Otir Ability to Pay: 
http:!lcivilgrartdjury.sfgov .org/2008 _2009/Pensions _~eyond.pdf 

1 Office.ofthe Controller, Status of the Recommendations by the Civil Grand Jilry 2008-09, 2010 Department Responses, 
page 11: http://civilgrandjury.sfgov.org/2008 _ 2009/Co~trollersAudit_ 2008-2009 _Report.pdf 

8 SF CGJ 2009-2010 Report: Peusion Tsunami, The Billion Dollar Bubble: 
b.ttp:l/civilgrandjury.sfgov.org/2009 _2010/Pension_ Tsunami.pdf 

9 Office of the Controller, SW.tusofthe.Recommendations by the Civil Grand Jury 2008•09, 20lODepartmentResp<:mses, 
page 15: http://civilgrandjurv.sfaov.org/2009 2010/Controllers Audit 2009-2010 Reports.pdf 

10 2010 Proposition p, Voter Information Pamphlet: https://sful4.sfpl.org/pdf/main/gic/elections/June8 201 O.pdf 

11 2011 Proposition C, Voterlnformation·Pamphlet https://sful4.sful.org/pdflmain/gic/elections/november8 2011.pdf. 

12 Protect Our Benefits, http://www.protectourbenefits.org/ 

13 .Alletfl'. City of LongBeach (1955) 45Cal.2d128, p1 
' ' 

14 Little Hoover Commission, Public:Pensions for Retirement Security, page v, 
httn://www.lhc.ca.gov/studies/204/report204.html 

15 GASB 67/68 is th.e Govetiilnent 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 :fhlm SF OpenBook: 
http://openbook.sfgov.org/openbooks/cgi-
bin/cognosisapi.dll?b action=cognbsViewer&ui.action=run&ui.object=/contentJfolder"/o5B%40name%3D%27Reports%27%_ 
5D/report"/o5B%40name%3D%27Budget%27%5D&ui.name,,,;20Budget&run.outputFormat=&run.prompt=false 

17 Tb.e cumuladve rate of inflation between FY2097 and FY2016 is 15.8%, according to the US Inflation Calculatur . 
(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/siteSJdefault!files/Documents/Budget/FYI 7-
18%20Five%20Y ear"/o20Plan%20Update%20FJNAL %203 .23 .pdf 

19 Employee and Retiree counts are from the2007-2016 SFERS Actuarial Valuaticiri Reports. 
http://mysfers.org/resources/publications/sfers-actuarial-valuatlons/ 

2° City and Employee Contributions, and Investment Returns are from the 2007-2016 SFERS Actuarial V illuation Reports. 
http://mysfers;org/resources/publications/sfers•actuarial-va!uations/ 

21 The cumulative ~te oriilflation between FY 2007 and FY 2016 ls 15.8%, according to the US Inflation Calcul11tor 
(www:usinflationcalculator:com). The 2007 amount is multiplied by 1.158 to adjust it to its 20i6 equivalent,.and then the 
percentage increase ·iS calculated. 

12 Liability, Assets, and Unfunded amounts are from the 2007-2016 SFERS Actuarial Valuation Reports. 
http:/ Im ysfers. o rg/reso urces/rub Ii ca ti ons/s fers -actuari al-va 1 uation sf 

23 The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator 
(www.ilsinfla:tioncafoulator.com). The 2007 amoiint is multipiied by 1.158 to adjust it to i1:$ 2016 equivalent, and then the 
percentage increase is calculated. 

24 Actuarial ;Liability js the difference between the present value ofall future system benefits and the pr~.ent 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 v~uation assets. This value is 
sometimes referred to as ''unfunded actuariat accrued iiability ;" 

25 The Salary Increase Rate is a combination of the Wage Inflation and Merit Increase percentages; these are Actuarial 
Assumptions .. All Actuarii'il Assumptions are reviewed and set by the Retirement Board each year. 

26 Little Hoover Commission - Public Pensions for Retirement Security: http:i/www:lhc.ca.gov/studies/204/report204.htm I 

27 http://gov.ca.gov/docs/Twelve Point Pension Reform 10.27.1 J.pdf 

28 June 2008 Proposition B, Voter Information Pamphlet: httbs://sfo14.sful.org/pddmoin/gicie!ections/June3 . 2008.pdf 

29 SFERS letter from the Executive Director and Acting Actuary to the Clerk of the Board, 2111/2008, Re: File No. 071663, 
with attached letter from Towers Perrin, "Estimated Costs of Potential <;:hanges to SpERS Plan Provisions:'' File name: 
"2008021 l_Actuaria!Analysjs,pdf." Could not find it online. Request it from the RetJrement Board's Secretary. 

30 The Outstanding Balanqe, Cumulative Interest, and Cumulative Principal are from the 2007-2016 SFERS Actuarial 
Valuation Reports: http :Jim ys fers .org/reso urces/p ub Ii cations/ sfers-actuari al-valuations/ 

31 SFERS FY2016 GASB 67/68 Report, page 2. 

32 See Appendix B: Retirement System.Propositions. 
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