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AMENDED IN COMMITTEE
FILE NO. 170663 9/20/2017 RESOLUTION NO.

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

Resolution responding to the Presiding Judge of the Superior Court on the findings
and recommendations contained in the 2016-2017 Civil Grand Jury Report, entitled
“Thg San Francisco Retirement System - Increasing Understanding and Adding Voter
Oversight;” and urging the Mayor to cause the implementation of accepted findings
and recommendations \through his/her department heads and through the developrhent

of the annual budget.

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

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

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

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

WHEREAS, Under San Francisco Administrative Code, Section 2.10(a), the Board of
Supervisors must conduct a public hearing by a committee to consider a final report of the
findings and recommendations submitted, and notify the current foreperson and immediate
past féreperson of the civil grand jury when such hearing is écheduled; and .

- WHEREAS, In accordance with San Francisco Administrative Code, Seétfon 2.10(b),

the Controller must reportAto the Board of Supervisors on the implementation of

Clerk of the Board
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recommendations that pertain to fiscal matters that were considered at a public hearing held
by a Board of Supervisors Committee; and

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

WHEREAS, The Civil Grand Jury has requested that the Board of Supervisors respond
to Finding Nos. F1 and F2 as well as Recommendation Nos. R1.1, R1.2, R2.1, and R2.2,
contained in the subject Report; and

WHEREAS, Finding No. F1 states: “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, th_el principal underlying
cause is the estimated $3.5 billion in retroactive retirement benefit increases implemented by
voter-approved propositions between 1996 and 2008;" and

WHEREAS, Finding No. F2 states: “1) That the City’s Retirement 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 previousRetirement System-related
propositions (2010 Proposition D and 2011 Proposition C) that reducéd future pension
liabilities, the Retirement System remains seriously underfunded, threatening the fiscal status

of the City;” and

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

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

WHEREAS, Recommendation No. R2.1 states: “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 voteré in a proposition by 2018. All options for reducing pension liabilities
must be considered, including a hybrid Defined Benefit / Defined Contribution plan. The
detaﬂs 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 byv the end of 2018. All
options should be on the table, including a Hybrid Defined Benefit / Defined
Contribution plan. | '

b. Inform ahd educate the public concerning the finances of the
Retirement Sysfem.

c. As needed, develop solutions to future problems the Retjrément

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

Clerk of the Board :
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options should be on the table, including a Hybrid Defined Benefit / Defined
Contribution plan.

d. The Committee shall provide oversight to 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 assisténce 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
Recqrds Act (Section 6254, et seq., of the Government Code of the State of
California) and the City's Sunshine Ordinance (Chépter 67 of this Code). The
committee shall issue regular reports on the results of its activities. A report shall
be issued at least once a year. Minutes of the proceedings of the committee and
all documents received and reports issued shall be a matter of public record and

be made available on the Board's website.

Clerk of the Board
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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.

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’ représehtative.

iii. Controller's Office representative.

iv. Human Resources Department representative. |

v. Safety Unions’ representative.

. vi. Miscellaneous Unions’ representative.

Clerk of the Board
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5. Cofnmittee Costs
a. The Board of Supervisors will decide how best to fund the Committee;” and
- WHEREAS, Recommendation No. R2.2 states: “That by the end of 2018, the Mayor
and Board of Supervis{ors submit a Charter amendment proposition to the voters to add three
additional public members who are not Retirement System members to the Retirement
Board;” and !

WHEREAS, In écqordance with California Penal Code, Section 933.05(c), the Board of
Supervisors must respond, within 90 days of receipt, to thé Presiding Judge of the Superior
Court on Finding Nos. F1 and F2 as well as Recommendation Nos. R1.1, R1.2, R2.1, and
R2.2 contained in the subject Report; now, therefore, be it ‘

RESOLVED, That the Board of Superviso;s reports to the Presiding Judge of the-
Superior Court that they disagree partially with Finding No. F1 for reason as follows: The

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

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

assumptions, and the court ruling on the Supplémental Cost of Living Adjustments in the 2011
Proposition C, but not the voter-approved propositions between 1996 and 2008; and, be it
| FURTHER RESOLVED, That the Board of Supervisors reports to the Presiding Judge
of the‘Superio,r Court that they disagree 'partially with Finding No. F2 for reason as follows:
The City departments did fulfill their responsibilities in oVerseeing}the interests of City
'reéidents regarding retirement benefits-related ballot initiatives between 1996 and 2008, and
that the Retirehent System is not seriously underfunded, nor does it threaten the fiscal health
of the City; and, be it ,

FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation
No. R1.1 has not been implemented but will be; For any future retirement benefit increases or

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

_ Clerk of the Board ,
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terms that is available and easily accessible on the City’s website and that clearly presents
projected financials including unfunded liabilities; in addition, when there is a ballot initiative
that addresses retirement benefits, the Voter lnformatioh Pamphlet shall include an
introductory paragraph written by the Controller explaining in lay-person terms the assets,
liabilities, projected financials, including unfunded liabilities, and health of the retirement
system; and, be it

FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation

No. R1.2 has not been implemented but will be; The 2017 Retirement System’s annual report

shall include information abdut the Retirement System’s projected finances, including
unfunded liabilities; and, be it o .

FURTHER RESOLVED, That the Board of Supervisors reports that Recofnmendaﬁon.
No. R2.1 will not be implemen_ted because it is not warranted or r_easbnable; The Mayor and
Board of Supervisors have oversight over the Retirement System and review financials and

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

FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation

No. R2.2 will not be implemented because it is not warranted or reasonable; Trustees of the
Retirement Board are obligated to act only in the fiduciary intéresté of the beneficiaries, and
the .current composition of the Retirement Board is sufficient; and, be it

FURTHER RESOLVED., That the Board qf Superviéors urges the Mayor to cause the

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

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

Finding F1

That there are multiple causes for the City’s $5.81 billion debt to its Retirement System, including
investment losses ($1.4 billion), a court ruling on Supplemental Cost of Living Adjustments (COLAs) in
the 2011 Proposidon 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.

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

We agree that there are multiple drlvers of the City's long term pens1on 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 tern, 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 Boatd 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 Ttust. In accordance with the City Charter and Retitement Board policies,
the cost or increase in habilities associated with every voter-approved proposition is atnortized over up to 2
20-year petiod. .

The Retirement System unfunded liability is not a “debt”, but rather a funding gap that will be made up
over the vety long term, not only by the City, but also by City employees as 2 result of the employee cost
shating 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 tanked in the first quartile for the 3 year, 5 year and 10 year tite petiods,
investment gains will also contribute a significant amount towards reducing the unfunded liabilities of the
Retirement System.

SF CGJ Notes

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

The 7/1/16 Actuarial Valuation Report (page 1) shows two funded ratios: 82.6% based on Ma.tket Value
of Assets, and 84.6% based on Actuarial Value of Assets. ‘
http:/ /mysfers.otg/wp-content/uploads/SFERS-2016-AVR _2017-02-01s.pdf

The 6/30/16 GASB 67/68 Repott (page 9) shows the “Plan fiduciaty net position as a percentége of the
total pension liability” as 77.61%. -
http:/ /mysfets.org/wp-content/uploads/11092016-board-meeting-11-gash.pdf

The 6/30/16 SFERS Annual Repost (page 3) states “At the June 30, 2016 fiscal yeat-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.otg/wp-content/uploads/SFERS_AnnualReport_FY16_web.pdf

None of the repotts explain the diffetences between the Actuatial Valuation Report’s funded percentages
and the.funded percentage in the GASB 67/68 and SFERS Annual Reports.

Page1of 18
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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 yeats, we ate makmg
future residents pay for services received by current residents. This is called intergenerational inequity.

Retitement Boatd Response to Finding F1
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 2 “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 invcstment shortfalls from two recent major recessions, including the Tech Bubble and the Global
Financlal Cisis, SFERS is closing the gap and ranked in the first quartile of all U.S. public fund peers.
SFERS investment performance vaties 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 CGJ Notes

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

The unfunded liability is part of employees’ compensation for services rendeted during a year for the
benefit of the City’s residents, By amortizing the unfunded liability over up to 20 years, we ate 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 measutement date, primarily due to investment losses (§1,384
million), the Appeal Court’s elimination of the full funding tequitement for certain members

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

(bolding added)

Page 2 of 18
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THE SAN FRANCISCO RETIREMENT SYSTEM
. INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Recommendation R1.1

That the Mayor and Boatd of Supervisots fully disclose the financial details of any future retirement benefit
increases or decteases 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 sttucture are alteady fully disclosed to the voters
via the ballot (see below). Day to day decisions taken by the Retirement Board are also already disclosed to
the public. Board meetings are public; agendas and minutes are posted online. Any action taken by the
boatd 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 prepate extensive analyses of
any pension-related measure placed on the ballot. By necessity, these cost analyses ate brief written
statements, with more detailed files maintained and available for inspection by members of the public
interested in exploring the issues in more depth.

SF CGJ Notes

The Voter Information Pamphlets fot 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 Measutes” page, the
Proposition B pages, and the Proposition B Legal Text make no mention of “more detailed files
maintained and available for inspection by members of the public.”

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

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

SF CG]J Notes

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

Page 3 of 18
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Recommendation R1.2

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

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

The Retitement System provides extensive reports detailing financial, actuarial and administrative matters
on an annual basis. These annual repotts 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 actuatial valuation report. There is a description of the calculation method in the
appendix of the report. The Retitement System maintains five years of the SFERS annual actuarial
valuation teport on its website. Historical valuation teports beyond the five years available on the website
are available by request to the Retirement System.

SF CGJ Notes

The 7/1/16 SFERS Actuarial Valuation Repott, 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 desctiption of the calculation method in the appendix of the report.”

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

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

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

The Retirement System provides extensive teports detailing financial, actuarial and administrative matters,
including 2 summary of their financial statements that are designed for a knowledgeable but non-expert
audience, on ag annual basis. These anaual reports ate available on the SFERS website and include audited
financial statements and required supplementary informaton, an actuatial 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 ate 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 ate available by request to
the Retirement System. The Retirement System welcomes comments on specific ways to improve these
various products to ensure their ability to be useful to 2 broad array of audiences interested in this complex
top1c

SF CGJ Notes

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

The calculations are not described: See above SF CGJ Notes on Appendix B.

Page 4 of 18

8217



THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

TFinding F2

1) That the City’s Retiternent System diligently protects the retirement-related interests of the: City 5
employees and retirees;

2) that the Retirement Board has a majority of members who ate also mernbers of the Retirement System
(they teceive, ot will receive, pensions),

3) that when it catne to retroactive retitement benefit increase propositions between 1996 and 2008, the
Mayor, Board of Supetvisots, 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 Proposmon
C) that reduced future pension liabilities, the Retirement System remains seriously underfunded,
threatening the fiscal status of the City. '

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

We are in agreement that the City's Retitement System diligently protects the retirement interests of the
City's employees and Retirees (item 1). We also agree about the composition of the retitement 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 Retitement Fund results are
highly sensitive to 2 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 concetn for the city, and are
carefully tracked and analyzed ¢losely 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 out 5-year financial planning process which is jointly developed by the
Mayot's Budget Office, the Controller’s Office and the Board of Supetvisors' Budget and Legislative
analyst,

We have also made significant strides in enacting policy to reduce our pension liability and continue to
look for ways to reduce our long-term pension liabilities. The SFERS retirement system is 85% funded.
While still not fully funded, it is important to consider that relative to comparable systemns, Sart Francisco’s
SFERS is faring vety well, and is among the top-petforming and well-funded public pension plans in the
United States. A recent report by the City Services Auditor found that the peer average for city employee
pension plans as of FY 15 was 72% funded (compated 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
Poztland at 46%.

SF CGJ Notes

Information provided in the Voter Information Pamphlets for retroactive retirement benefit increase
propositions was not enough for voters to make 2 well-informed decision.

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

Page 5 0f 18
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THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Measurement Date).

CALPERS recently changed theit expected tetarn 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 Boatd Response to Finding F2
Disagree with it, partially.

SFERS is among the top petforming and well-funded pubhc 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
protnised benefits to all beneficiaties. The Retirement Board recognizes that unfunded liabilities are not a
“debt” that must be paid today. Rather, the Retitement Boatd annually adopts and administer a funding
policy to assure that all promised benefits will be paid over the combined lifetimes of the membets and
their beneficiaties.

Fach year, the Retiremnent Board receives an actuatial valuation — a detailed report on the long-term
progress of the SFERS Trust toward reducing all pension liabilities. Existing funding policies are reviewed
and adjusted, whete appropriate, to ensure the long:term financial strength of the SFERS Trust. In
accordance with the City Charter, Retirement Boatd policies, and industry best practices, any increase in
the unfunded labilities 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
Retitement Board expects a continued reduction in liabilities associated with voter-approved benefit
improvements over the long-tetm. '

The Retitement Board also strongly disagtees with the finding “that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayot, 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 miandated 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 their beneﬁc.tanes 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
pedod from 1996 to 2008, the Retirement Boatd's consulting actuaty prepated and presented a cost-effect
reportt to the Board of Supervisors as required under the City Charter. Each report was prepared in
accordance with industry standards and practices, using the best available demographic information and
economic information at the time, as well as the long—term demographic and economic assumpu'ons
adopted by the Retirement Board, to provide an expert's projection of the overall cost and increase in
liability for each proposition upon which the Board of Supervisors and the City's voters can make their
determination regarding each proposition, These reports accurately measured the cost/effect impact of
the propositions at the time they wete prepared and presented to the Boatd of Supervisors and the City's
voters. Certainly, these measurements may differ into the future due to changes in fund investment
petformance (e.g. 2007-08 Global Financial Ctisis), changes in economic and demogtaphic 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 ifs fiduciary tesponsibility, as required by law,
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for each of the Retitement System-telated propositions presented to the City's voters between 1996 and
2008. .

SF CGJ Notes

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

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

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

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

SF CGJ Notes

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

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

The City does not have a standing body to address changes to the Retitement 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, knowlcdgeable group of
the stakeholders and have them propose solutions to Retirement System issues.

Recommendation R2.1

That the Board of Supervisors establish a permanent Retirement System Oversight Committee to develop
a comprehensive, long-terin 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 Conttibution plan.

The details of the committee are listed at the end of this document due to its length.
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Mayor’s Office Response to Recommendation R2.1
The tecommendation 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 Jegislation in 2011 and the City's long-term pension obligations would be much
wortse 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 Mayot's Office in collaboration with the Controller's
Office 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 ovet time.

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

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

The City does not have a standing body to address changes to the Retirement System. The CA Supreme
Court has accepted two cases that will probably lead to the removal of the “California Rule”. If this occurs,
there will be SF propositions to change the Retitement System, and those changes might not be to the
City’s bénefit. The City should get ahead of this situation by creating a permanent, knowledgeable group of
the stakeholdets 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 Supervisots, and not the Controller's
Office. In our role as financial advisor, the Conttoller'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, howevet, that the City has rigorous ongoing practices built in to its financial
management to review changes in the funded status of the Retirement Fund and their implications for the
City's finances. Further, the Controller's Office has supported five different efforts in the last eight years to
model financial and actuarial projections and make changes to pension benefits to better manage future
costs. Many of these efforts have resulted in proposals moved forward by the Mayor and Board of
Supervisors and ultimately adopted by City voters.

SE CGJ Notes

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

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

This recommendation should be directed to the Board of Supervisors and not the Retirement Board.
Note: These considerations already have and do occur. For example, in 2011, the Mayot, 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 evety 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 liability 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
Boatrd’s actuatial consultant, and any other requested information related to the pension liabilities and
employer contributions as patt of the City’s overall financial planning process. All changes in SFERS
benefit provisions must be approved by the City’s voters. The Retirement Board cannot approve changes
in SFERS benefit provisions.

SF CG]J Notes
We should not have ditected Recommendation R2.1 to the Retitement Board; we apologize for out 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,
thete will be SF propositions to change the Retitement System, and those changes tnight not be to the
City’s benefit. The City should get ahead of this situation by creating a permanent, knowlcdgeable 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 Boatd of Supervisors submit a Charter amendmcnt proposﬂion to
the voters to add three additional public mernbers who are not Retiretment System meémbers to the
Retirement Board.

Mayor’s Office Response to Recommendation R2.2
The recommendation will not be implemented because it is not wattanted 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 presutnably act as guardians of the public interest.
However, trustees are always obligated to act only in the fiduciary interests of the beneficiaties. 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 Boatd of Supervisors. We closely
monitor the impact of our pension obligations on out 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
putview to ensure fiscal sustainability.

SF CG]J Notes

The current Retirement Boatd members fulfill their fiduciaty responsibilities regardless of whether ot not
they are beneficiaties; three additional public membets should be expected to do the same. -

The Retirement Board members’ duties include “minimizing employer contnbutions thereto

The San Francisco Chatter, Article XII: Employee Retitement and Health Service Systems, Sec. 12. 100
Retitement Boatd, includes this statement:

In awordance with Article XV, Section 17, of the California Constitution, the. Retirement Board shall have plenary
anthority and fidusiary responsibility for investment of monies and administration of the Revirement System.

An excerpt from the CA Constitution, Article XVI, Section 17:
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(b) The members of the retirement board of a public pension or retirement system shall discharge their duties with respect fo the
System Solely in the interest of, and for the exclusive purposes of providing benefits to, participants and their bengficiaries,
minimizing employer contributions thereto, and defraying reasonable expenses of administering the sysiem. A
retirement board’s duty Io 15 participants and their beneficiaries shall take precedence over any other dugy.

Controllet’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 Supetvisors, and not the Controller's
Office. In out role as financial advisot, the Controller's Office will support whatever efforts policymakers
request to review governance questions regarding the Retirement Board. We note, however, that
Retirement Board membets ate fiduciaties that have a duty to the system's participants and not to "watch
out for the interests of the City and its residents.” This broader responsibility falls on the Mayor, Board of
Supervisots and other policymakers. Under the City Charter ultimately the voters of San Francisco
determine benefit levels, unlike the majority of governments where retirement benefits levels are not
subject to a vote of the people.

SF CGJ Notes

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

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

This recommendation should be directed to the Mayor’s Offi¢e and Board of Supetvisors and not the
Retitement Board.

Note: SFERS does not believe this recommendation will lead to the desired outcome of having
representatives on the Retitement 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 Boatd, 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 Cogstitution, the
Retirement Board is required to discharge its duties with respect to the SFERS Trust solely in the interest
of, and for the exclusive putposes of providing benefits to SFERS participants and their beneficiaries,
minimizing employer conttibutions thereto, and defraying reasonable expenses of administering the
system. Under trust law, the Retirement Boatd's duty to its participants and their beneficiaries takes
precedence over any other duty, including any duty to the City o its residents.

SF CGJ Notes

We should nof have directed Recommendation R2.2 to the Retitement Boatd; we apologize for our error.

¢
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Finding F3

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

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

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

SF CGJ Notes

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

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

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

SF CGJ Notes

We should not have ditected Finding F3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Depattment of Elections; we apologize for our etrot.

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 Votet Information Pamphlet, with detailed files maintained for stakeholders or members of the public
interested in exploting further. We are open to specific comments on ways to improve our ballot cost
analyses, including those for future pension measures. We ate open to the possibility of providing a section
in the Voter Information Pamphlet with background on public pension structures and status, similat to our
section regarding debt management and bond financing that is provided when bonds ate on the ballot.

SF CGJ Notes

The “detailed files maintained for stakeholders or membets of the public interested in exploting 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 regarding debt management and borid financing that is provided when bonds ate on
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the ballot” would be helpful,

Recommendation R3.1

That the Elections Commission and the Deparrment 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 watranted or reasonable.

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

SF CGJ Notes

We should not have ditected Finding F3 and Recommendations R3.1 and R3.2 to the Blections
Commission and the Depattment of Elections; we apologize for our etror.

Department of Elections Response to Recommendation R3.1
The recommendation will not be implemented because it is not watranted 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 requiting 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]J Notes

We should not have directed Finding B3 and Recommendations R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for our etror.

N

Recommendétion R3.2

That by the end of 2018, the Controller’s Office provide SE 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 recommcndauon because the Cominission lacks the
authority to do what is requested.

SE CGJ Notes

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

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

SF CGJ Notes

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

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

SF CGJ Notes

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

The Controller and the Retirerent System provide extensive reports about the Retirement System, but
they are too complex for the average citizen, employee, ot retitee 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.

Retitement Board Response to Flndmg 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 sapplementaty 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 Retitement System can neither agree nor disagree that these reports are too complex for the average
citizen, employee, ot 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 memberts
of the public and City employees and retirees with any questions they might have related to the financial,
actuatial and administrative information provided in out 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 intetested in these complex topics. The Retirement System disagrees with the finding
that the data in the Retitement System repotts is not available in a dataset. The Retirement System has
ready access to all the data used in preparing these teports.

SF CGJ Notes -
'The Finding refers to “data in the Retirement Systemn reports”, not “data used in prepating these reports.”

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

SFERS Annual Report: the “Actuatial 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 Bxperience”, “Table VI-2 Solvency Test”, and “Table VI-3 Schedule of Funding Progress” have
minimal descriptions of the tables’ putpose or the data they contain.

GASB 67/68 Repott: 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 soutces 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 System and/or the Controller’s Office.

1. Create a Sankey Diagram for the Retitement System. Here’s a link to a CalMatters’ Sankey Diagram of
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the CA Budget: https://calmattets.otg/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 2 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, teports on the expected fature
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 Retitement System and its
implications for the financial health of the City. We welcome comments on specific ways to improve these
vatious products to ensute their ability to be useful to a broad array of audiences interested in this complex
topic.

SF CGJ Notes

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

Recommendation R4.1

That by the end of 2018, the Retirement System develop and taintain 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.

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

The Retirement System produces various teports detailing financial, actuarial, and operational issues,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience. The Retitement System provides extensive reports detailing financial, actuarial and
administrative mattets, available on the SFERS website, on an annual basis. These annual reports include
audited financial statements and requited supplementary information, an actuatial valuation, and a
department annual report which consolidates the financial and actuarial information with detailed
information on the administration of the Retitement 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 wéys to improve the public avaﬂabilitﬁr of data
used in prepating the vatious teports to ensute their ability to be useful to a broad atray of audiences
interested in these complex topics.

SF CG]J Notes -

The Retirement System data is not available on SF OpenBook (http://openbook.sfgov.otg/) or DataSF
(hetps://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 CGJ Notes

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

' Recommendation R4.2

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

Retitement Board Response to Recommendation R4.2 A
The tecommendation will not be implemented because it is not warranted or reasonable.

This recommendaﬁon should be directed to the Controller’s Office and not the Retirement Board.

SF CGJ Notes -

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

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

The City's Five-Year Financial Plan includes clear discussion regarding the high-level financial status of the
Retirement Fund and its implications for futare 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 Retitement System
produces various reports detailing financial, actuarial, and opetational issues, including a summary of their
financial statements that are designed for a knowledgeable but non-expert audience. We welcome
comments on specific ways to improve these products to ensure that they are useful to a broad array of

| audiences interested in this complex topic.

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

1. Create a Sankey Diagram for the Retirement System. Here’s a link to a2 CalMatters’ Sankey Diagmm of
the CA Budget: https://calmatters.org/articles/california-state-budget-best-visualization-tool/

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

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

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

1. Name: Retirement System Oversight Committee
2. Purpose

a. Develop a comprehensive, long-term solution for the Retirement System’s unfunded
liabilities that is fair to both employees, retirees, and taxpayers, and present it to voters in a
ptoposition 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 concetning the finances of the Retiretnent System.

c. As needed, develop solutions to future problems the Retirement System encounters and, if
necessaty, present them to voters in a proposition. All options should be on the table,
including 2 Hybtid Defined Benefit / Defined Conttibution plan.

d. The Committee shall provide oversight to ensute that: (1) actions taken'by the Retirement
Syster 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 putpose, the committee may engage in any of the following activities:

i. Inquire into the actions of the Retirement System by reviewing repotts, analyses,
financial statements, actuatial tepotts, 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 Boatd of Supervisors shall provide the committee with any nécessaty 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 repott shall be issued at least once a year. Minutes of the
proceedings of the committee and all docutments 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.

Page 17 of 18
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THE SAN FRANCISCO RETIREMENT SYSTEM
' INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

b. Public members.

i
ii.
ii.
iv,
V.

vi,

vil,

viii.

ix.

Public members must be voters.
Public members cannot be members of the Retirement System.
Bach Supervisor will appoint a single Public member.

The Mayor will appoint all other Public members.

Public members can only be removed for canse.

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

Public members will receive no compensation.

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

No mote than two consecutive terms,

c. Representative members

i
ii.
iii.
iv.
V.

vi.

Mayor’s Office representative.

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

Human Resources Depattment representative.
Safety Unions’ representative.

Miscellaneous Unions’ representative.

5. Committee Costs

a. The Board of Supetvisors will decide how best to fund the Committee.

Page 18 of 18
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Carroll, John (BOS)

From: Carroll, John (BOS)

Sent: Thursday, September 14, 2017 1:57 PM
To: BOS-Supervisors
Cc: , BOS-Legislative Aides; 'Calvilio, Angela (angela. calvlllo@sfgov org); 'cnvrlgrandjury@sftc org’;

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

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

Categories: 170662, 170663

Supervisors:

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

Retirement Board Response - September 13, 2017

Clerk of the Board Memo - September 14, 2017

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

Board of Supervisors File No. 170662

Thank you,

John Carroll

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

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

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

Disclosures: Personal information that is provided in communications to the Board of Supervisors is subject to disclosure under the California Public Records Act and
the San Francisco Sunshine Ordinance. Personal information provided will not be redacted. Members of the public are not required to provide personal identifying
information when they communicate with the Board of Supervisors and Its committees. All written or oral communications that members of the public submit to the
Clerk's Office regarding pending legislation or hearings will be made available to all membérs of the public for inspection and copying. The Clerk's Office does not
redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar information that a
member of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors webstte or in other public documents that members
of the public may inspect or copy.
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City Hall
1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227

BOARD of SUPERVISORS

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 explanatlon or

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

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

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

The Civil Grand Jury Report identified the following City Department to submit a response
(attached):

e Retirement Board:
Received September 13, 2017, for Findings F1, F2, and F4; and Recommendations
R1.1,R1.2,R2.1,R2.2,R4.1 and R4.2.

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

Continues on next page
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The San Francisco Retirement System, Increasing Understanding and Adding Voter Ovursight
Office of the Clerk of the Board 60-Day Receipt -

September 14, 2017

Page 2

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

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

Honorable Teri L. Jackson, Presiding Judge

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

Kate Howard, Mayor’s Office

Melissa Whitehouse, Mayor’s Office

Marie Valdez, Mayor’s Office

Ben Rosenfield, Controller, Office of the Controller

Asja Steeves, Office of the Controller

Peg Stevenson, Office of the Controller

John Arntz, Director, Department of Elections

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

Chris Jerdonek, Elections Commission

Jon Givner, Deputy City Attorney

Alisa Somera, Legislative Deputy Director

Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst
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: City and County of San Francisco
S T—— Fmplayees’ Retiroment Systert Employees’ Retirement System

September 13, 2017

The Honorable Teri L. Jackson _

Presiding Judge, Superior Court of California, County of San Francisco
400 McAllister Streei, 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 pe‘rforming' their fiduciary duties to prudently oversee the investrent and
administration of the SFERS Trust, their actions impact both plan beneficiaries and the City.

The Retirement Board appreciates the Civil Grand Jury’s recognition of its diligent work to protect the interests
of the beneficiaries of the SFERS Trust. As a result of this work, SFERS is among the top-performing and well-
funded public pension plans in the nation. The Retirament Board [5 confident that, over the long term, the
assets in the SFERS Trust will be sufficient to pay the promised benefits to all beneficiaries. The City and its
voters have also taken important steps to address the increase in unfunded liability. The pension reform
legisiation approved by City voters in 2011 (Prop. C) will significantly reduce the City's long-term pension
obligations and reduce the projected unfunded liabilities over fime.

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 henefit 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 explaring ways to simplify the presentation of sometimes complex
topics and information and is prepared to assist members of the public and City employees and retirees with
any guestions they might have related to the 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 ahility to be useful to a broad array of audiences interested in these complex topics,

Detailed responses by the Retirement Board to the Civil Grand Jury’s findings and recommendations are attached,
Respectfully submitied,
Jay Hujsh, Executive Diractor, on behalf of the

SFERS Retirement Board

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

- {415) 487-7020 1145 Market Street, Fifth Floor , ‘San Francisco, CA 94103
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2016-17 Civil Grand Jury
The 5F Retirement System- Increasing Understanding Adding Voter Oversight : RESPONSES TO CG) FINDINGS

Respondent assigned I
CGl Year Report Title .Findings, by CGJ : 2017 Responses {Agree/Disagrae) - 2017 Resg Text
2016-17 {The SF Retirement F1 That there are multiple causes for the City’s Retirament Board  |disagree with it, wholly (explanation |The Retirement Board Is confident that, over the long term, the assets in the
System- Increasing $5.81 billion debt to its Retirement System, In next column} SFERS Trust will be sufficient to pay the promised benefits to al beneficiaries.
Understanding & Induding investment Iosses {$1.4 billion}, 2 We emphasize the long term view because none of the figures cited as "debt”
Adding Veter Oversight court ruling on Supplemental Cost of Living

Adjustments (COLAs) in the 2011 Proposition €
($1.3 billion}, and changes in demographic
assumptions (51.1 billfon). However, the
principal underlying causa Is the estimated
$3.5 hillion in retroactive retirement benefit
Increases implemented by voter-spproved
propositions betwaen 1996 and 2008.

are due now. Rather, the items being called a “debt” are funding gaps {i.e.,
unfunded Fabilities) which are designed 1o be paid off aver the life of the
SFERS Trust. Additionally, under Propasition €, City employees now pay more
out of each and every paycheck into the SFERS Trust, which has reduced the
City's cost.

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

In accordance with the City Charter and Retirement Board poficies, the costor
increase in liabilities associated with every voter-approved proposition is
amortized over up to a 20-year period. The remaining cost of the benefitand
COLA increases approved by City voters between 1996 and 2008 was $1.038
billion, as of June 30, 2016. By 2028, this liabliity will be paid in full. The
present value of the increase in the unfunded Habllity resultng from the court
ruling 6n the Supplemental COLA retroactive payments of 2013 and 2014 was
calculated 1o be $429.3 million, a5 of luly 2016.
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2016-17C
The SF Retirement System- Increasing Understanding

w Jury

2 Voter Oversight : RESPONSES 7O CGI FINDINGS

o VRespbnden'tasAslgned‘ R B e T . R
CGJ Year Report Title Y. O T C Findings L " by CGJ |7 2017 Responses {Agree/Disagres)- sk . 2017 Response Text ey
2016-17 |The SF Retirement F2z 1} That the City's Retirement System diligently disagree with it, partially (explanation 5FERS Is among the top performing and well-funded public pensions plans in

System- Increasing
Understanding &
Adding Voter Quetsight

protects tha retirement-related interests of
the City’s employees and retirees; 2) that the
Retirement Board has @ majority of members
whao are also members of the Retirement
System (they recelve, or will receive,
pensions); 3) that whean it came to retroactive
retirement benefitincrease propositions
between 1986 and 2008, the Mayor, Board of
Supervisors, Retirement Board, and Controller
did not fulfill their responsibility to vatch out
far 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 Habilities, the Retirement System
remains seriously underfunded, threatening
the fiscal status of the City.

Retiremant Board

the Uriited States and disagrees with the finding that the "Retirement System
remalns serlously underfunded.” The Retirement Board is confident that, over
the long term, the assets in the SFERS Trust will be sufficiant to pay the
promised benefits to all beneficiaries. The Retirement Board recognizes that
unfunded fiabilities are not a "debt” that must be paid today. Rather, the
Retirement Board annually adopts and administers 2 funding policy to assure
that all promised benefits will be paid over the combined fifetimes of the
members 2nd their beneficiaries, .

Each year, the Retirement Board receives an actuarial vatwation -2 detailed
report on the long-term progress of the SFERS Trust toward reducing slt
pension liabilities, Existing funding policies are reviewed and adjusted, where
appropriate, 10 ensure the long-term financlal steangth of the SFERS Trust i,
accordance with the City Charter, Retirement Board palicies, 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 Kabifities associated with
voter-approved benefit improvements over the long-term.

The Retirement Board also strbngly disagraes with the finding "thet when it
came to retroactive retirement benefit increases between 1996 and 2008, the
Mavyor, Board of Supervisors, Retirement Board, and Controller did not fulfill
their responsibility to watch out for the Interest of the City.and its residents.” -
The Retirement Board does not approve plan benefits; its fidudiary duLy isto
manage the SFERS Trust and pay the mandated benefity zpprbved by City
voters: As fidudiaries to the SFERS Trust, the Retirement Board is legally

bound, as set forth in the California State Constitution, and in the San
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2016-17 Civit Grénd Tury
The SF Retirement System-~ Increasing Understanding Adding Voter Oversight : RESPONSES TD CGJ FINDINGS

‘ , Respondent assigned | o
CGI Year ReportTitle . - Findings ’ by CGI * 2017 Responses (Agree/Disagres) . 2017 Response Text . e
20186-17  |The SF Retirement F4 The Controller and the Retirerment System  Retivernent Board  |disagrea with it, wholly (explanation In{The Retirement System provides extensive reports detafling financial, actuarial
Systenr- Increasing provide extensive reports about the : and administrative matters, available on the SFERS website, on an annual
Understanding & Retirement System, but they are fop complex basis. These annual reports Include sudited financial statements and required
Adding Voter Oversight for the average citizen, emplayes, or retiree to

understand. The data in the Retirement
System reports Is not available to the
Retirementt System or the publicin a dataset,
making research and analysis more difficult.

supplementary information, an actuarlal valuation, and a department anaual
report which consolidates the financial and actuarial information with detailed
information on the administratlon of the Retirement System.

The Retirament System can neither agree nor disagree that these reports are
toc complex for the average citizen, employee, or retiree to understand;
however, Retirement System staff is always exploring ways to simplify the
presentetion of sometimes complex topics and information and Is prepared to
assist members ofthe publicand City employees and retirees with any
questions they might have related to the finandal, actuarial and
administrative iInformation grovided In our reports, The Retirement System
welcomes comments on specific ways to improve these various reports to
ensure their ability to be useful to a broad array of audiences interested in
these complex topics. The Retirement System disagrees with the finding that
the data in the Retirement System reportsis not available in a dataset. The
Retirement System has ready access to all the data used in preparing these
reports. . ’
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Thaz SF Retirement System-Increasing Understanding Adding

201637 CW iy

versight: RESPONSES TO CSJ RECOMMENDATIONS.

c Repe : G E g : gned by CGJ ;

2018-17 |The SF Retrement That the vayor and Board of Supervisors fully disclose the financiel detalls of any | Retirement Ther dation has been impl d y of how {The Retirement Board wiil continue 1ts long-standing practice {or any and all future
System- Increasing future retirement henefit increases or decreases to the public Baard it was impfemented In next column} City ordInances or City Charter amendments that impart retirement benefits, The

Understanding & Retirement Board's consulting actuary will prepsre and presenta cost-effect
Adding Voter report to the 8oard of Supenvisors, as required under the City Charter. Each report|
Oversight will be prapared in aceordance with Industry standards and practices, using the

best avallable demographlc Infe tion and [c information atthe ime, as
well as the long-term demographic and economile zssumptions adopted by the
Rstirement Board, The report Is Intendad te assist the Board of Supetvisors ant/or|

. the City’s voters, by providing an expert's profection of the overall costand
incréase in llability for zach proposition. These reports accurately measura the
cost/effect impact of the proposition at the time they are prepared, Cartalnly, tha
castar chahge In liabllity may differ, in the future, due to changes In fund
Investrnent performance (e.g. 2007-08 Glohal Financial Crisis), changes in
economlc and dernographi and ¢h In plan provislons which are|
beyond the Retirement Board's control.

201617 |AcceleratingSF }RL2 That by the end of 2018, the Retirement Board producs an annual report for the 1 The recomur tas bzenirnp) 4 ( iy of how |The Retlrement System provid reports detsiling fi Tal, actuarial and
Governthent public showing each cotmponent of the debt owed by the City to the Retirement Board e wWas Implemented In hextcolumn} administrative mattars, Including s summaty of thefr {lnancial statements thet are
Performance, System, Including the full history of each companent and descriptions of all designed fora § led| but pert sudit ot an annuat basls. These
Taking calcutations, annusl reporis are available on the SFERS webslte and include audited financial
Accountabliity and stat ts and required suppl v fan, 31 sctuarial vak anda
Transparency to department annual repart which consolidates the finsncial and actarial
the Next Level Information with deteiled information on the 2dmini of tha Reti

System. The detalls of the breakout for each component of unfunded lizbllity
related to the City’s retirement plan are contalfied fn each annuat actuarial
. valuation report. The Retirement System malntains at laast five years of the SFERS

annual acwarial valuzdon report on Its wabsite, Historical valuation reports
beyond the years available on the website are avatlsble by requestto the

) Retil t System. The Retd t Systemn well s on spacific ways
to improve these varlous products to ensure their abifity to be useful to a broad
aeray of audi i d In this complax topic. -

§ Board R ptember 12, 2017
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The SF ent System-! ing

201617 Clvil Grand Jury

e

Adding Voter Oversight: RESPONSES TD €63 RECOMMENDATIONS

€6l Year-

12017 K

“:Report Titl : p (implementation) -{2017" Response Text

2016-17 {The SFRetirement |Ri.1 That the Mayor and Board of Supervisors fully disclose the financial detalls of any | Retd The jation has been Implemented (summary of how |Tha Retl Board will fhue its Jo g practice for any 2nd all future
System-Increasing future benefiti or d tathe public Board it was implemented in next eolumn} City ordlnances or City Charter amandment: that Impact reti ) . The
Undenstanding & Retirement Board’s consulting acwary will prepare and present a cost-effect
Adding Voter report to the Board of Supervisars, as required under the City Charter. Each report!
Oversight will be prepared in accordance with industry standards and practices, using the

best avaflable demographic information and economlc Infurmaﬂon atthe time, as
'woll as the long-term demographic and dopted by the
Retlrement Board. The reportls intended to asslst the Baa rd of Supervisars and/or
the Clty’s voters, by p g 2n expert's proj of the averali cost and
increzse in liability for each praposition. These reports accurately measurs the
costfaffect Impact of the proposition at the time they are prepared. Certainly, the

. cost or change In labllity may differ, In the future, due to changes In fund
investment performance {e.g. 2007-08 Global Financial Crisls), changes in
economic and demographic pitl and e in plan pi which are|
bayond the Retirement Board's contiol,

2016-17 JAccelerating5F  |R1.2 That by the end of 2018, the Retirement Board produce an annual report forthe  {Retil The dation has buen impl d | y of how |The System provids reports detalling financial, actuarial and
Government. public showing each component of the debt dwed by the City to the Retirement Board 1t was implemented in next cdfimn) dministrative ncluding a y of thelr i fal thatare
Performance. System, including the ful) history of each component and descriptions of all ’ designed for a knowledgeable but pert on an annual basis, These
Taking caleulations, annual reports are available on the SFERS website and Include audited financial
Accountablifty and | and required i Y an actuarial val anda
Transparency to department annual report which lidates the financial and 1
thal Next Level information with datailed Information on the administration of the Reti ‘

System, The detsils of the breakout for each of unfunded fabliity
related to the Gity’s retirement plan are contained in each annusl actuarial
report. The System atleast five years of the SFERS

annual actuarial valuation report on lts webslte, Historical valuation reports
beyond the years avatlable on the website are avallable by requestto the

t] System, Tha System wel on specific ways
o Imp these varlous to ensure thelr 2bility to be useful to a broad
array of audi 3! o in this complex tople.

12,2017



2016-17 CF
The SF Retirement System-Increasing Understending Addir,

Jury
Jversight: RESPONSES TO CGJ RECONMMENDATIONS

€alYear

LG8

P

ReportTitle . : Ll ecommendations:
2016-17 {The SF Retirement {R2.1 'That the Beard of Supervisors establish a permanznt Retiver System Overslght |Ret Ther wdation will not be implemented because it is not {This recommendation should be directed to the Board of Supervisors and nottha
System- Incheasing | Committee to develop a commprehencive, long-term solution for the Retirement Board warranted or ressonsble {explanation In naxt calumn) Retirernent Board.
Understanding & System that Is falr to both employees and taxpayers, and present It to the voters In
Adding Voter a proposition by 2018. All eptions for reduclng pensian liabilities must be Note: These considerations already have and do eceur. Forexample, in 2011, the
Oversight consldered, Including a hybrid Defined Benefit / Deflned Contribution plan, The Mavor, the Board of Supervisors, ether City officials, employes groups, and
deizlls of the committee are: 1. Name: Retiremnent Systern Oversight Committes 2. members of the public worked to pass Proposition C. {ow, under Praposition C,
Parpose a. Develop a comprehensive, long-term solution for the Retirement temployees pay more out of each and avery paycheck into the SFERS Trust, which
System’s unfunded ifabilities that is fair to both employees, retirees, and taxpayers, his reduced the City's contrik rate,asap of payrall. This has
and present it to voters in a proposition by the end of 2018. All options should be reduced the City’s pension Habllity aver the long term. A
on the table, Including @ Hybrid Defined Benefit / DefinedCantribution plar, b. M On an annual besis, the City's leadership reviews pansion costs, contrihution rates,
Inform and educate the public conceming the finances of the Retirernent System. ¢. and thelr financlal impacts in the City budget pracess and In other settings. Ona
As needed, develop selutlons to futute problems the Retirement System - regular basis, SFERS provides the City with detailed information, funding and
encounters and, if necessary, present them to voters in s proposition. All options contribution projections and strass testing results from the Retirement Board’s
should be on the table, Inciuding a Hybrid Dsfined Benefit f Defined Contributlon actuarlsl cansultart, and any other requested Information refated te the pension
plan. d. Tha Committee shall provide oversight to ensure that: {1} actions taken by liabilities and employer cantrit as part of the City's oversl} financial planning
the Retirement System are in the bestinterest of the residents of San Francisco; {2) process, All changes tn SFERS benefit provisions must be approved by the City's
allp itions that modify the Retlr yster are adeq y desaribed to veters, The Retirement Board cannot appi } fn SFERS benefitp
voters in the Vater Inf jon Pamphiet. e. n furtt of its purpose, the .
commilttee may engage in any of the following acthitles: 1. Inguire Into the actions
of the Retirement System by reviewing reports, analyses, financial statements,
actuarial reports, or other materials relatad to the Retirement System, il. Holding
public meetings to review the effect on Sar Franclseo residents of actlons taken by
the Retirement System. 3. Public Meetings 2. The Board of Supervisors shall provide -
the litee with any v technlcal assh and shall provide
dmlni: ' In furtt of Its and sufficient resources ta
the cor of the
b. All committee proceedings shall be subject to the Celifornia Puhblic Records Act . .
2016-17 {The SF Retirement [R2.2 That by the end of 2018, the Mayer and Board of Supervisors submit a Charter Retl {4 The ) idath :;!It’nnt‘be implemented because it Is not This recommendation should be directed to the Mayor's Office and Board of
Y )| Ing prop o the voters to add thres addttional public members who |Board or 1T next-column} Supervi d not the Retirement Board,
" pPErVISOrs and no! e Retirem! Oard,
Understanding & are not Retirement System members to the Retirament Board,
gvd::’:lgg::t" Note: SFERS does not beliave this recommeandation will lead to tha deslred
| outcomme of having representatives on the Retirement Beard “to watch out for the
linterests of the Clty and its residents,”

. Al bers of the Retlremant Board, regardless of who elected or appointed
them to the Board, have a flduciary duty to SFERS participants and their
beneficiaries, In accordance with the Caifornia State Constitution, this duty takes
précedence overany other duty or concern. Under the State Constltution, the
Retirement Board is required 1o discharge Jts dutizs with respact to the SFERS
Trust solely In the Interest of, and for the [ of p! ® benefits
to SFERS participants and their beneficlaries, mmImlzing employer cantributions
thereto, and defraying ¢ (bl of administering the system. Uncler
trust law, the Retirement Board's duty to Its participants and thelr Beneficlaries
takes precedence over any other duty, including any duty o the City or its
resldents.

Reti Board ptember 12, 2017
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2015-17 Civil Grand Jury

The SF System-} ing Und dihg Adding Voter Oversight: RESPONSES TG €53 RECOMMENDATIONS
CGI Yea i Hecopwnendations : 2017 Response Te
201647 |The SF Retlrement{R4.% That by the and of 20183, the Retiremant Systern develop and maintain a dataset Retirement The dation wili not be Impl d bacause itls not
System- Increasing based on the dats In its actuarial and financialraports of the last 20 years, and Board warranted o reasonatile {explanation in next columnj The Retirement System produces various reports detalling financial, actuarial, and
Understanding & | make that dataset available to the public. 1 operational issues, Ineluding a summary of theirfinancial statements that are
Adding Voter designed for a knowledgeable but non-axpert aud) . The. System
Oversight provides extensive reports detalling financial, actuartal and administrative mattars,
availsble on the SFERS website, on an annual basis, These annual reports Inclugde
sudtted financial and reg d supp! y Inft , an actuarial
I and a depar annual report which esnsolidates the financial and
actuarlal information with detsiled infarmation on the administration of the
Retirement System. The data used to produce thase reporis is avaifable to the
public to the extent it is not protected from disclosure by law.
The Retl 1t System weleon on specific ways to Improva the
publicavailability of data used In preparing the vatious reports to ensure their
abllity to be useful to a broad array of audi ir inthese i
toples,
2016-17 |The SF Retirement{R3.2 That by the end of 2018, tha Cantroller’s Difice develop and produce an annual Refirement Ther dation will not be impl 1k jtisnot {Thisr ymendati should be di d+to the Controlier's Office and not the
System- Increasing {Retlrement System Report that clesrly explains the current and projected stotus of {Board warranted or I le {expl in riext column) Retirement Board.
Understanding & the Retirernent System and its effest on the City’s budget. :
Adding Voter
Oversight

prember12, 2017



Carroll, John (BOS)

Jom; Carroll, John (BOS)
Sent: Friday, August 18, 2017 4:41 PM
To: BOS-Supetvisors
Ce: ° BOS-Legislative Aides; ‘Calvillo, Angela (angela.calvillo@sfgov.org)'; ‘civilgrandjury@sftc.org';

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

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

Categories: 170662

Supervisors:

The Office of the Clerk of the Board has received required responses to the 2016-2017 Civil Grand lury report entitled
“The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight,” from the Officesof
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

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

Board of Supervisors File No. 170662

THank you,

John Carroll

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

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

@
&3 Click hete 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 Callfornia Public Records Act and
the San Francisco Sunshine Ordinance. Personal information provided will not be redacted. Members of the public are not required to provide personal identifying
information when they communicate with the Board of Supervisors and its committees. All written or oral communications that members of the public submit to the
Clerk's Office regarding pending legislation or hearings will be made available to all members of the public for inspection and copying. The Clerk's Office does not
redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar information that a
ember of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors webslte or in other public documents that members
/the public may inspect or copy.
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City Hall
1 Dr. Carlton B. Goodlett Place, Room 244

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

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

- We are in receipt of the following required responses to the San Francisco Civil Grand Jury
report released June 16, 2017, entitled: “The San Francisco Retirement System, Increasing
Understanding and Adding Voter Oversight.” Pursuant to California Penal Code, Sections 933 -

and 933.05, the City Departments shall respond to the report within 60 days of receipt, or no later
than August 15, 2017.

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

As to each recommendation the Department shall report that:
1) the recommendation has been implemented, with a summary explanatlon or
2) the recommendation has not been implemented but will be within a set timeframe as -
provided; or
3) the recommendation requires further analysis. The officer or agency head must define

what additional study is needed. The Grand Jury expects a progress report within six
months; or

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

The Civil Grand Jury Report identified the following City Departments to submit responses
(attached):
e Office of the Controller:
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendations R2.1,
R22,R3.1,R3.2, R41 and R4.2; and
e The Mayor’s Office submltted a consolidated response for the following departments:
a. Office of the Mayor; : :
b. Elections Department; and
c. Elections Commission

Received August 15, 2017, for Findings F1, F2, and F3; and Recommendations R1.1,
R1.2,R2.1,R2.2,R3.1, and R3.2.

Continues on next page
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The San Francisco Retirement S n, Increasing Understanding and Adding Vote  versight
Office of the Clerk of the Board 6U-Day Receipt

August 16, 2017

Page 2

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

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

Honorable Teri L. Jackson, Presiding Judge
Kathie Lowry, 2016-2017 San Francisco Civil Grand Jury
Kitsaun King, 2016-2017 San Francisco Civil Grand Jury
Jason Elliot, Mayor’s Office
Kate Howard, Mayor’s Office
Melissa Whitehouse, Mayor’s Office
Marie Valdez, Mayor’s Office
Ben Rosenfield, Controller, Office of the Controller
. Asja Steeves, Office of the Controller
Peg Stevenson, Office of the Controller
John Arntz, Director, Department of Elections
Norm Nickens, Retirement Board
Donald Chan, Elections Commission
Jon Givner, Deputy City Attorney
Alisa Somera, Legislative Deputy Director
Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst
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EDWIN M. LEE
MAYOR .

OFFICE OF THE MAYOR
SAN FRANCISCO

August 15, 2017

The Honorable Teti L. Jackson

Presiding Judge

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

San Francisco, CA 94102

Dear Judge Jackson:

Pursuant to Penal Code sections 933 and 933.05, the following is in reply to the 2016-17 Civil Grand Jury

~ teport, The San Francisco Retirement System: Increasing Understanding and Adding Voter Oversight.
We would like to thank the membets of the Civil Grand Jury for their interest in San Francisco’s

Retirement System and its role in the City’s long-tetm financial health. The report focuses primarily on two

challenges with the Retirement System: teducing our long term pension obligations, and improving

transparency and accountability to taxpayets about the City’s pension costs.

The City remains commited to sttiving for responsible stewatdship of the San Francisco Employees’
Retirement System (SFERS). The careful management of retirement obligations and their associated costs
is critical to ensuring the City’s financial security. In 2011 Mayor Ed Lee worked to pass pension reform
legislation which significantly reduced the City’s long term pension obligations. The legislation (Prop. C)
included reductions to benefits and requirements that employee contribute at least 7.5% of their salary
toward their pension costs, depending on the health of the pension fund. This was estimated to save the
City up to $1.3 billion over the subsequent 10 yeats. 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 jutisdictions. 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 shating
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, Controllet's Office, Retitement System and the Board of Supetvisors' Budget and
Legislative Analyst. We closely monitor the impact of our pension obligations on our long term fiscal
deficit ‘and will continue to seek to reduce projected deficits over time.

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

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

-1 DR. CARLTON B. GOODLETT PLACE, ROOM 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: {(415) 554-8141
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Thank you agiin for the opportunity to comment on this Civil Grand Jury report.

Sincerely,

Edwin Lee| : John\Arntz
Mayor S Director oFthe Department of Eleciion

Chtiétophcrjerdonck
President of the Elections Comimnission

857




848

2016-17 Civil Grand Jury

The §F R System- | g Und ing Adding Voter Oversight : RESPONSES TO CGJ FINDINGS
Respondent assigned by
CGJ Yaar Report Title Findings C&) 2017 {Agree/Disagree} 2017 Response Text
2016-17 | The SF Retirement F1 That there are multiple causes for the City's  [Mayor disagree with it, partially {explanation in next cofumn) We agree that there are mutiple drivers of the City's long term pensmn obligations. However, SFERS is among the top-
System- Increasing $5,81 billion debt to Its Retirement System, ' R N peﬂorm!ng and well-funded public pensian plans Inthe United Statés. We are confident that, over the Iong term, the ’
Understanding & including Investment Josses {$1.4 billion), 3 assets In the SFERS Trust will be suffi cient to pay the promised benef) s to all active and retired SFERS m:mbers Each year,
(Adding Voter Oversight court ruting on Supplemental Cost of Living. " the Betirement Board réceives an actuartal valuation - a snapshot of ﬂm long-term prograss of the fund toward full funding
Adjustments {COLAs) in the 2013, Propoesition C of all promised benefits - from which they veview and adjust, if prudent and appropriate, existing funding policies to ensure
{$1.3 billion), and changes in demographic the long-term financiat strength of the SFERS Trust. In accordance with lhe C‘fty Charter and Retirement Board policies, the
assum ptions ($1.1 bilflon). However, the cost or Increase In I T with every pproved pr is d over up {o a 20-year period.
| underlying tause is the J
$3.5 h]lllcn in retroactive retlrementbenef t The Retirement System unfunded liability Is nota “debt”, but rather a funding gap that will be made up over the very long
it it d by voter-app term, not only by the City, but alse by City employees as a result of the empluyee cost sharing provislons appruved bythe
propositions between 1996 and 2008, City voters in 2011 {Proposition C) and long term invest: galns. As refl, inthe past i perf of the
. Betirement System — relative to U.S. pubic fund peets, SEERS' Investment results ranked in the first quartile for the 3 year, 5
year and 10 year time perlods, i gains will also @ significant amount towards reducing the unfunded
liabllittes of the Retirement System.
2016-17 {The SF Retirement F2 1) That the City's Beﬂrementsystcm dxhgently Wayor disagree with It, partiaily {explanation n next column) - . (We are In agreement that the City's Retirement System dlligently protects the retirement interests of the City's employees
System- Increasing the elated of the - and Retirees [item 1), We also agree about the composition of the retirement board {item 2},
Understanding & City’s employees and retirees; 2} that the .
Adding Voter Oversight Retirement Board has a mafority of members However, we disagree with finding (3). Cost analyses preparad by the Controller and the Ratirement System were based

who are slso members of the Retirement

System {they receive, orwill recelve, pensions);}

3) that when it came 10 retrosctive retirement
benefit Increase propositions between 1936
and 2008, the Mayor, Board of Supervisors,
Retirement Board, and Controller did not fuifill
theis responsibility to watch outfor the
interests of the City and its residents; and 4}
that despite previous Retirement System-
related propositions (2010 Proposition D and
2011 Pmposltmn €) that reduced future

P the Reti System
i jously underfunded, th

the 'F scal status of the Gity.

upon the best avallable information, and were In line with and economic in use atthe 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 foliowing the changes approved by voters.

In addition, we disagree with finding 4). Future pensfon liabflites are a great concemn for the.¢ity, and are carefully tracked
and analyzed closely on an ongoing basls by the Mayor's Office, Contraller’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 Jolntly developed by the Mayor’s Budget Office, the Controllers Office andthe Board of Supervisors'
Budget and Legislative analyst.

We have also made significant strides in enacting policy te reduce our pension Fabiity and continue to look for ways to
reduce our Jong term pension liabilities. The SFERS retirement system is 85% funded. While still not fully funded, it is
Important to consider that relative to comparable systems, San Francizco’s SFERS is Faring very well, and }s among the top-
performing and well-funded public pension plans in the United States. A recentreport by the City Services Auditor found
that the peer average for city employeé 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%.
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The SF Retirement System-1

"

2015-17 Civil Grand Jury

easing Ui

fing Adding Voter Oversight: RESPONSES TO CG} RECOMMENDATIONS

Title

The SF Retirement jRLL

esponses. {implementation,

That the Mayor and Board of Supervisors fully disclose the financial details of any

esponse Tex

The financial impact of major changes that impact benefit structure are already

System-
[ncreasing
Understanding &
Adding Voter
Dversight

public showing each component of the debt owed by the City to the Retirement
Systern, including the full history of each companent and descriptions of ail
calculations.

it was implemented in next column}

Mayor The recommendation has been implemented {summary of how
System- future retirernent benefit increases or decreases to the public it was Implemented in next column) o fully disclosed to the voters via the ballat {see below). Day'to day declsions taken
Increasing ’ ’ by the Retlrement Board are also already disclosed to the public. Board meetings
Understanding & are public; sgendas-and minutes are posted online. Any action taken by the board
Adding Voter is publicly posted. o -
Oversight .
All changes in SFERS benzfit provisions must be approved by the City’s voters. For
items on the ballot we are required by charter to provide actuarial reports
- detalling 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. - ' R
2016-17 {The SF Retirement{R1.2 That by the end of 2018, the Retirement Board produce an annual report forthe  [Mayor The rect ion has been frpl el ted (sumrpary of how [The Retirement System p! i ive reports detailing i ial, actuarial

and administrative matters on an annual basis, These annuat reports include
atdited financiat statements and required supplementary informatlon, an*
artuarial valuation, and @ department annual report whichconsovlidat'es the
financial and actuarial information with detailed information on the
adminisiration of the Retirement System. The details of the breakout foreach
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
caleulation 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
avallable by request to the Retirement System, o
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The SF Retlrement System-Increasing Understanding Adding Voter Oversight: RESPONSES TO CG1 RECOMMENDATIONS

2016-17 Civil Grand Jury

eport Title

Respondent

asslgned by CG)

P {implementation :

|201; se Toxt

The recommendation will not be implemented because itls not

The City already. has a Retirement Board which functions a5 oversight to the

2016-27 |The 5F Retirement |R2.1 That the Board of Supervisors establish a permanent Retirement System Oversight | Mayor
Systam- Comymnittee to develop a comprehensive, long-term solution for the Retirement warrantéd or reasonable (explanation in next column) Retjrement System, and the Mayor’s Office has no authority to establish or
Increasing System that Is fair to both employees and taxpayers, and present it to the voters in g . N ’ empanel a new Board committee. Mayor Lee worked to pass major pension
Understanding & a2 proposition by 2018, All options for reducing pension fiabilities must be reform legislation in 2011 and the City's long term pension obligations would be
Adding Voter considered, including a hybrid Defined Benefit / Defined Contribution plan. The much worse if it was not for these measures. Lastly,' the City closely monitors
Oversight details of the committee are: pension costs in our Jong range finandial planning- through the 5 year financiaf

1. Name: Retirement System Oversight Committee planning process, deficit projections as well as through the 2 year budget process,
2. Purpose _ which are developed by the Mayor's Dffice in collaboration with the Controller's
a. Develop 2 comp: ive, long-term sot for the Retirement System's Office and the Board of Supervisors. We closily monitor the impact of our
unfunded Fabilities that is fair to both employees, retirees, and taxpayers, and. pension obligations on our Jong term deficit and will continute to seek to reduce
presentitio votersina prgposhion by the end of 2018, All options should be 6n projected deficils over time.

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

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

System.

¢. 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 Commitrae 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.

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

activities:

1. inquire Into the actions of the Retlrement System by reviewing reports, analyses,

financiel statements, actuarial reports, or othet materials refated to the

Retirement System. . . .

2016-17 |The SF Retirement |R2.2 That by the end of 2018, the Mayor and Board of Superyisors submit a Charter Mayor | The recc fation will not be imple d because it Is not  This rece Jation s i ded to add individuals to the retirement system
System- amensdment proposition to the voters to add three additional public members warranted or reasonable (explanation in next column) board who are not beneficiaries of the trust fund, and who will therefore
Increasing who are not Retirement System members to the Retirement Board. presumably act as guardians of the public interest. However, trustees are always
Understanding & obligated to act only in the fiduciary interests of the beneficiaries, Therefore, this-
Adding Voter recommendation would not accomplish jts intended goals, and for that reason
Oversight 'will not be pursued. The City closely monitors pension costs In our long range

financial planning - through the 5 year financial planning process, deficit
projections as well as through the 2 year budget process, which are developed by
the Mayor's Dffice in collaboration with the Controller's Office and the Board of
Supervisors. We closely monitor the impact of our pension obligations on our
long term deficit and will continute to seek to reduce projected deficits over time.
The Mayor will continue to consider any and all mechanisms within his purview to]
ensure fiscal sustaipability.
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2016-17 Civil Grand Jury : R
The SF Retirement System- Increasing Understanding Adding Voter Oversight : RESFONSES TO CGJ FINDINGS

: Responderit assigned by .
CGl Year Report Title Findings CGJ - 2017 Responses (Agree/Disagree) 2017 Response Text
2016-17 |[The SF Retirement That the Voter Information Pamphlets for Department of disagree with it, wholly {explanation'in next column) - - [The Department lacks sufficient knowledge to determine whether these VIPs
Systemi- Increasing retroactive retirement benefit increase Elections : : ’ ' . o " fincluded the information set forth in this finding.
Undearstanding & propositions between 1996 and 2008 did not
Adding Voter Oversight provide voters with complete estimates of the

propositions’ costs, who would pay those
costs, how those costs were financad, and
what the interest rates were.
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2016-17 Civil Grand Jury
‘The SF Retirement System-increasing Understanding Adding Voter Oversight: RESPONSES TO CGI RECOMMENDATIONS

E€pO! Title

by

17 Responses {imp ation) :

2017 Re’sponée, exi :

2016-17 |The SF Retiremen  That the Elections Commission and the Department of Elections ensure that future | Department of  {The recommendation will not be Implemented because it Is not [ The Departrient Jacks the authority to ensure that future VIPS provide voters *
System- Voter Information Pamphlets for Retirement Syétem—related propositions provide {Elections warranted or reasonable (explanation in next column) with complete financial detwils regarding Retirement System-related propositions.
Increasing voters with complete financial detalls. ' : ' . The Department of Eléctions does not determiné the content of the Voter
Understanding & Information Pamphlet; that determination is made by ordinance, and those
Adding Voter ordinances are Included in the Municipal Elections Code. The Department’s role
Oversight is simply to format information and transmit it to the printer. if the City adopts
an ordinance requiring the Department of Elections tg Include additional .
fnformation regarding costs associated with retirement benefits In the Voter
Information Pamphlet, the Department will do so, C
2016-17 |The SF Retirement {R3.2 That by the end of 2018, the Controller’s Office provide SF residents, employees, |Departmentof [Ther d will not be ir d because it is not | The Department Jacks the authority to require that the Controller's Offlce provida-
System- and retlrees with a description of the City's Retirement System that enables them |Elections warranted or reasonable {explanation In hext column) SF residents, employees, and retirees with 3 description of the City's Retirement
Increasing to make informed decisions about it. System that enables them to make informed decisions about it. If an ordinance is
Understanding & ) adopted that requires additional content to be included In the Voter information
Adding Voter - Pamphlet, the Department will comply with the ordinance.
Oversight ) o - ’ - o
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2016-17 Civil Grand Jury

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

. c6 Yeat |

Report Titl:

5

'Respondent 'és§igﬁ ed :ﬁy'

- LG

- 2017 Respo Agree/Disagiee)

2016-17

The SF Retirement
System- Increasing
Understanding &
Adding Voter Oversight

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

Elections Commission

disagree with Jt, wholly (explahation in next cofimn) -

The Elections Cornmission disagrees wholly with the finding because the

did not provide voters with full and accurate‘information regarding these .-
" [propositions.” : ST e

|commission lacks the knowledge to assess whether these specific VIPS did or.”




¥98

2016-17 Civil Grand Jury
The S5F Retirement System-increasing Understanding Adding Voter Oversight: RESPONSES TO CG) RECOMMENDATIONS

- 12017 Responses [imple

CG) Year eport Title: mentation) Ll 2017 S . ‘
2016-17 |The SF Retirement {R3,1 That the Elections Commission and the Department of Elections ensure that future | Elections The recommendation will not be Impleinented because itis not The Elections C jon will not lement this recon the
Systemn~ Voter Information Pamphlets for Retirement System-related propositions provide |Commission warranted or reasonable (explanation in next colurrin) Commission lacks the atithority to do v_vﬁat is reguested.
Increasing voters with complete financial detalls. ’ o . ST o ) : B : . .
Understanding & s
[Adding Voter
Oversight
2016-17 |The SF Retirement {R3,2 That by the end of 2018, the Controlier’s Office provide SF residents, employees, |Elections The r dation will not be impl! ) because it is not | The Elections C ion will not impl thisr the
System- and retirees with a description of the City’s Retirernent System that enables them  |Commission warranted orreasonable (explanation in next column) Compmission lacks the authority to do what Is requested.
increasing to make informed decisions about it. : o ’ - .
Understanding &
Adding Voter
Oversight




CITY AND COUNTY OF SAN FRANCISCO
OFFICE OF THE CONTROLLER . Ben Rosenfield

Deputy Controller

August 11,2017

The Honorable Teri L. Jackson

Presiding Judge, Superior Court of California, County of San Francisco
. 400 MeAllister 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 Addmg 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 govemments and other entities nationwide. Consistently modeling, projecting’and managing pension
costs, and providing reportmg 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 statererits,
we work hard to make our reports clear and straightforward.

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

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

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

Respectfully submitted,

L ST ensm
B osenfield
Controller

cc; Angela Calvillo, Clerk of the Bogrd, City and County of San Francisco

. 415-554-7500 L City Hall « 1 Dr. Carlton B. Goodlett Place « Room 316 * San Franciseco CA 94102-4694 FAX 415-554-7466
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Controller -
Todd Rydstrem




2016-17 Civil Grand Jury
The SF Retiramant System- Increasing Understanding Adding Voter Oversight : RESPONSES TO €G) FINDINGS

Respondent

igned | 2017 R
Findings by CG) {Agree/Disagree) 2017 Response Text

F2 1) That the City’s Retirement System diligently [Controller disagree withit, = |While the Controller's Office finds the Clvil Grand Jury's statement regarding
protects the retirement-related interests of partially {explanationjtha health of the Retirement Fund to be overstated, we do share the general
the City's employees and retirees; 2) that the . in next calumn) concern regarding the increase in the system's net pension liability in recent
Retirement Board has amajotity of members . |years and its implications far future City costs. We have presented discussion
who are also members of the Retirement and analysis in the City's recent Comprehensive Annual Finandial 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
retirernent benefit increase propositions create finantial pressure for the City in the years ahead absent changes to
between 1996 and 2008, the Mayor, Board of benefits, The Contraller's Office disagrees with the finding that our office, the
Supervisors, Retirement Board, and Controller Mavyor, and the Board of Supervisors did not fulfill our responsibilities to
did not fulfill their responsibility to watch out watch out for ihe 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 Retlrement System were based upon the best avallable
System-related propositions (2010 Proposition information, and were In line with actuarfal and economic assumptions in use
D and 2011 Proposition C} that reduced future at the time, As noted in those analyses, benefit costs and Retirement Fund
pension liabilities, the Retirement System results are highly sensitive to a number of economic assumptions, several of
remains seriously underfunded, threatening which were not met in the years following the changes approved by voters,
the fiscal status af the Clty. ) :

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

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

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

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

partlally (explanation
in next columin)

and operational issues, including a summary of thelr financial statements that

'[are designed for a knowledgable but non-expert audience. The Controller's '

Office, in the City's Flve-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

{implicaticns for the financial health of the City. We welcome comments an

specific ways to Improve thase varlous products to ensure their abllity to be
useful to abroad array of audiences interested in this complex topic.
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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 votersina
proposition by 2018, All options for
reducing pension liabilitjes must be
considered, Including a hybrid Defined
Benefit / Defined Contribution plan.
The detalls of the committee are:

1. Name: Retirement System Qversight
Committee

2. Purpose

a. Develop a comprehensive, Jong-
term solution for the Retirement
System’s unfunded liabilities that is fair|
1o both employees, retirees, and
taxpayers, and presentitto votersina
proposition by the end of 2018, All
options should be on the table,
Including a Hybrid Defined Benefit /
DefinedContribution plan,

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

Controller

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

P tion
The recommendation wull not be
implemented bécause it is not -
warranted or reasonable
{explanation In next column).

| This recommendation should be directed to the Mayor and
) Board of Supervisors, and not the Controller's Office. inour
" Jrolé as financlal advisor, the Controfler's Office will support

. by Clty voters.

whatever efforts policymakers put In place to study the
health of the Retirement Fund and to consider changes to
manage future financlal costs for the City. We note,
however, that the City has rigorous angoing practices built
into 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
mode! financlal 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
thé Mayor and Board of Supervnsors and ultimately adopted

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

Controller

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

This recommendation should be directed to the Mayor and
Board of Supervlsors, and not the Controller's Office: In our
role as ﬂnancxal advisor, the Controller's Office will support.
whitever efforts pollcyma kers request to review
governance questions regarding the Retirement Board, We
note, however, that Retirement Board members are
fiduciaries that have a duty to the system's; pamcipants and
not to "watch out for the intergsts 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
péople..

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.

Controller

The recommendation requires
further analysis (explanation of the

. {scope of that analysis and a

timaframe for discussion, not more
than six months from the release of
the report noted in next column)

", limprove our ballot cost analyses, including those for future

"_{bonds are on the-hallot,

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 staterents, with more detailed filas
maintained and available for Inspection by members of the
public interested In exploring the issues in more depth. We
are'open to specific comments and thoughts on ways to

pension measures, We are open to the possibiiity of.
providing a background section in the Voter Information
Pamphlet with further information on public pension
structures-and San Francisco's status. We currently provide
a background section regarding debt management, bond
financingand San Francisco’s status in all elections where
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o

The recommendation has been

2017,

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

further analysis (explariation of the.
scope of that analysis and 2
tirﬁeframe‘for discussion, not.more
than six months from the release of
the report noted in next column)

That by the end of 2018, the Controller The Retirement System, the Controller's Office, and others
Controller's Office provide SF implemented (summary of how it , |already produce a wide array of public reports for various
residents, employees, and retirees was Implemented In next column). audiences on the financlal health of the Retirement Fund
with a description of the City's ' and'its implications for both beneficlaries and the City
Retirement Systern that enables therm government. We have augmented this reporting In recent
to make informed decisions about it. years with additional detailed analysis and discussion In the
_ |city's Five Year Financial Plan. . We welcome specific
- |suggestions to improve these products, but do not belleve
that an addltional annual report will improve public ‘
-|knawledge of this topic. As discussed elsewhere, we are
open to specific means of impraving our ballot measure.
analysis, Including the possibility of providing additional
background information in the voter information pamphlet
when pension measures are placed before the vaters,
similar to our discussion of debt financing when bond
" authorizations are on the ballot.
R4.1 That by the end of 2018, the Controlier The recommendation will not be This recommendation should be directed to the Retirement
Retirement System develop and implemented because it is not System and not the Controller’s Office:
maintain a dataset based on the data warranted or reasonable
in its actuarial and financlal reports of (exptanation in next column)
the last 20 years, and make that
dataset available to the public.
R4.2 That by the end of 2018, the Controlier The recommendation requires 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 Financlal Report also includes discussion of the
health and funded status of the Retirement Fund, The
Retirement System produges 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 ta improve these products to
ensure that they are useful to a broad array of audiences
Interested in this complex topic. '
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City Hall
‘1 Dr. Carlton B. Goodlett Place, Room 244

BOARD of SUPERVISORS San Francisco 94102-4689
Tel. No. 554-5184 .
Fax No. 554-5163
TDD/TTY No. 554-5227
- MEMORANDUM
Date:  June 16, 2017
To: Honorable Members, Board of Supervisors

From: VBQ/ ngela Calvillo, Clerk of the Board

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

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

Pursuant to-California Penal Code, Sectiohs 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 w1th a timeframe
for implementation;

o 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 |mplemented 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 Commlttee s consideration, to be heard at the same time as the hearing
on the report.
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Public Release for CMI Grand Jury Report

The San Francisco Retirement System, Increasing Understandmg and Adding Voter Oversight
June 16, 2017

Page 2

Attachement: Civil Grand Jury Report

.¢: 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 Atiorney
Alisa Somera, Office of.the Clerk of the Board
Debra Newman, Office of the Budget and Legislative Analyst
Severin Campbell, Office of the Budget and Legislative Analyst
Jadie Wasilco, Office of the Budget and Legislative Analyst
Kathie Lowry, Foreperson, San Francisco Civil Grand Jury
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~ City and County of San Francisco
2016-2017 Civil Grand Jury

FOR IMMEDIATE RELEASE

Friday, June 16, 2017

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

##% PRESS RELEASE ##*

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

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

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

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

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

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

In its boldest recommendation, the CGJ challenges the Board of Supervisors to “establish a
permanent Retirement System Oversight Committee to develop a comprehensive, long-term
solution for the Retirement System that is fair to both employees and taxpayers, and present it to
the voters in a proposition by 2018.”
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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
1o 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. '

HHt
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CIVIL GRAND JURY | 2016-2017
CITY AND COUNTY OF SAN FRANCISCO

June 13, 2017

Boatd of Supervisors

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

1 Dt Catlton B. Goodlett Place
San Francisco, CA 94102

Deat Cletk of the Board Calvillo,

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

California Penal Code §933 (c) requites a response to be submitted to the Presiding Judge no
later than 90 days after the date of this letter: California Penal Code §933.05 states that for each
finding in the report, the responding person or entity shall indicate one of the following: (1) agree
with the finding; or (2) disagree with it, wholly ot partially, and explain why.

Furthet, as to each recommendaton, yout response must either indicate:

1) 'That the recomimendation has been implemented, with 2 summary of how it was
implemented;

2) That the recommendation has not been, but will be, implemented in the future, with a
timeframe for implementation; '

3) That the recommendation requires further analysis, with an explanation of the scope of that
analysis and a timeframe for discuss‘idn, not more than six months from the release of the
report; oL . .

4) That the recommendation will nor be implemented because it is not warranted or
reasonable, with an explanation,

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

Email: CivilGrandjury@sftc.otg

Respgetfully, ‘ » ?,_,;
a&%iﬂ{ Y oo

Kathie Lowry, Foreperson
2016-2017 Civil Grand jury
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CIVIL GRAND JURY | 2016-2017
CITY AND COUNTY OF SAN FRANCISCO

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

THE CIVIL GRAND JURY JURORS | 2016 — 2017

The Civil Geand Juty is 2 govetnment oversight
panel of volunteers who serve for one year. It
makes findings and recommendations resulting
from its investigations.

Repotts of the Civil Grand Juty do not identify CHARLES HEAD, SECRETARY
individuals by name. Disclosure of information -
about individuals interviewed by the juy is

KATHIE LOWRY, FOREPERSON

KITSAUN KING, FOREPERSON PRO TEM

prohibited. CHRIS BACON
California Penal Code, section 929. | RICHARD BAKER-LEHNE
Each published report includes a list of those DONNA CASEY
public entities that ate requited to tespond to the
Presiding Judge. of the Supetior Court within 60 PHYLLIS DEETS
to 90 days as specified.
, . JOHN ERICKSON
A copy rhust be sent to the Board of Supervisors.
All responses ate made available to the public. SANFORD GALLANTER
For each finding, the response must: : LAWRENCE GROO
1) agtee with the finding, ot
2) disagree with it, _ Who]ly ot pattm]ly, YANE NORDHAV
and explain why. .
] . . ADAM RASKIN
As to each recommendation the responding patty
must report that: RAERAUCCI
1) the recommendation has been
implemented, with a sumtnary DANIEL ROSENTHAL
explanation; or
2) the recommendation has not been MARVIN STENDER
- implemented but will be within 2 set
timeframe as provided; or " DAVID TETEDA
3) the recommendation requites further ]
a_nalysis. The officer or agency head CHARLES THOMPSON
must define what additional study is :
needed. The Grand Juty expects a BLLEN LEE ZHOU

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

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

EXECUTIVE SUMMARY

The fiscal status of San Francisco’s Retitement System threatens the financial future

of the City. As of June 30, 2016, the City and County of San Francisco (City) owes
its Retirement System $5.81 billion; this is mote than half of the City’s entire 2016

budget ($8.94 billion). The Retirement System is 77.6% funded. This means that
there ate not enough funds to pay the benefits to current and future retirees. In

Fiscal Year 2015-2016, the City’s annual contribution to the Retitement System was

$526.8 million, $377.1 million of which was amortization payments on the unfunded

pension liability. Where does the money come from to finance the underfunding?

From the City’s General Fund.

The General Fund pays for the City’s services (such as public works, MUNI, police,
and fire), and employee salaries and begefits. 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 Retitrement System, but the
main underlying cause is the retroactive retirement benefit increases implemented by
votet-approved propositions between 1996 and 2008. These retroactive increases
were very expensive gifts to employees and tetirees from tagpayers, paid for with
money borrowed at a high interest rate from the Retirement System, and paid back
over 20 years by taxpayers. The financial details of these retroactive increases were
not disclosed to votets. As Watten Buffett stated:

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

The 2016-17 Civil Grand Juty investigated the Retitement Board, the Retirement
System, Retitement System-related Propositions, and the public pension industry.
Our purpose was to assess the effects of the costs of the current Retirement Systern,
including the unfunded liability, on the City’s financial health. Additionally, our
purpose was to evaluate the ability of residents and votets 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. Out analysis led us to two major findings and four recommendations:

Finding F1: That thete ate multiple causes for the City’s $5.81 billion debt to its
Retirement System, including investment losses (§1.4 billion), 2 court ruling on
Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C (§1.3 -
billion), and changes in demogtaphic assumptions ($1.1 billion). However, the
principal’ undedying cause is the estimated $3.5 billion in retroactive retitement
benefit increases implemented by voter-approved propositions between 1996 and
2008. '
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"TEIE SAN FRANCISCO RETIREMENT §YSTEM - INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

Recommendation R1.1: That the Mayor and Boatrd of Supervisots fully disclose the
financial details of any future retirement benefit increases or decteases to the public.

Recommendation R1.2: That by the end of 2018, the Retirernent 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 histoty of each component and
descriptions of all calculations.

Finding F2: 1) That the City’s Retirement System diligently protects the retirement-
telated 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 Conttoller 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 I and 2011 Proposition
C) that reduced future pension Habilities, the Retirement System remains setiously
underfunded, threatening the fiscal status of the City.

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

Findings and Recorpmendations section of this report.)

Recommendation R2.2: That the Mayor and Boatd of Supervisors submit a
Charter amendment proposition to the voters to add thtee additional public
membets who ate not Retirement System membets to the Retirement Board.
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THE SAN FRANCISCO RETIREMENT SYSTEM ~ INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

BACKGROUND & METHODOLOGY
BACKGROUND

The City’s Retitement Board and Retitement System is defined in the San Francisco
(SF) Charter! and can oply be changed by voter-approved propositions. The
Retirement System is also knowa as the SF Employees” Retirement System (SFERS);
this report will use Retirement System. The Retirement Boatd appoints an executive
ditector, who in turn administers the Retirement Systern. The Retirement Board
administers the Retitement 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., Thete have been two Civil Grand Juty (CGJ)
repotts and five significant propositions placed before the votets. Each of these
reports and ptopositions ate summarized below in chronological ordet.

2000 Proposition C?

This proposition was placed on the ballot by the Board of Supetvisots and approved
by the votets. It retroactively increased the retitement benefits for miscellaneous
employees. The desctiption of the proposed Charter Amendment from the Voter
Pamphlet said that:

Proposition C is a Charter amendment that wonld increase retivement benefiss for
miscellansons enployess bired afier 1976, An employee conld get a pension of up to 75
percent of final salary. The pension anount would be based on years of service and a
multiplier ranging from 1% per year of service ar age 50 1o 2% at age 60. The employee’s
Senal salary” wonld mean the average inonthly salary during a one-year period when the
erployee earned the bighest salary. 4

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

Proposition C in the Voter Pamphlet:

Shonld the proposed Charter amendrent be adopted, in my opinion, it would increase the
eost of govermment by an amount, estimated by the Retirement Sysiem Actuary, of 34
witllion per year for 20 years and then dropping to §17 milkion per year.

Even with this proposal, the City does not expect to have to make a

contribution to the Retitement System for at least the next 15 yeats.
(Bolding added)
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THE SAN FRANCISCO RETIREMENT SYSTEM « INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

2002 Proposition H?

This proposition was placed on the ballot by the Boatd of Supetvisors and approved

by the voters. It retroactively increased the retitement benefits for police officets and

firefighters by increasing the amount of pensions to 2.4 percent of salary for each |
year they served if they retired at age 50 and 3 percent of salary for each year served

if they retired at age 55. The description of the proposed Charter Amendment from

the Voter Pamphlet said that:

" Proposition H is a Charter amendment that wonld change the formala for police and
Jerefighter retirement benefits. Police and firefighters who retire ar age 50 would receive, for’
each year of service, 2.4 percent of the salary earned at the time of retirement. Police and
Jerefighters who retire at age 55 would recesve, for each year of service, 3 pervent of the salary
earned at the time of retiremsent. The mascimum retirement benefit police and firefighters
conld receive wonld be 90 percent of the salary at the time of retirement. Police and
Jirefighters who revire before Jannary 1, 2003 wonld not be eligible for this increase.

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

Shonld the proposed amendment be adopted, in my opinion, the cost to the City and
Connty would increase, as estimated by the Retirement System Actuary, by abour §28
million per year for the next 20 years, dropping after 20 years to an ongoing cost of
approsamately $8.2 woillion per year. However, no cash would be required since the Gity's
Retirement System currently bas a large surplus. While the cost of this proposal wonld
reduce that surplus, the City nonetheless shounld not be required to make
employer conttibutions to the Retirement System for at Jeast the next
ten years. The Amendment also providss that if the City is required fo make employer
contributions to the Retirement System, the City will negotfate a cost-shating
agreement with the police officets and firefighters to cover all or part of
the cost of providing the additional retitement 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 contrbutions
to the Retirement System in 2005* and for FY 2016 the City had to make a $526.8
million contrdbution, $377.1 million of which was payment towatrds the unfunded
pension lability.
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June 2008 Proposition B

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

In addition, Proposition B wonld matke the following changes 1o retirement benefits and
COLAs for miscellancosis City ensployees who refire on or after January 10, 2009:

© The age factor for eruployees who retire at age 60 swonld increase fo 2.1% and rise to
2.3% at age 62. Thus, employees with 20 years of service would receive 42% of their
highest annnal salary i they resire at age 60 or 46% if they refire at age 62.

* The basic COLA bengfit wonld be compounded annnally based on the retirement benefits
Dayable on Juné 30th of the prior year.

* The supplemental COLA, which is paid when there i enongh esccess investment
earnings, also wonld increass for a fotal adjustment of resirement bengfits up to 3-1/2%.

The City would freexe wages and other economic-benefits for‘ wiscellancons City employees
Jrom Jaly 1, 2009 throngh June 30, 2010.

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

As a result of the propositions increasing retitement benefits, the declining investment returns expetienced
by the Retitement System and the increasing cost to the City of the Retirement System, two Civil Grand
Jurles investigated the Retitement System:

2008-2009 CGJ Report: “Pensiéns Beyond Out Ability to Pay”®

This CGJ investigated both health care and pension benefits for City employees and
focused much attention on pension spiking and a Defetred Retitement Option
Ptogram. In response to the findirigs they made regardmg spiraling pension costs,
the CGJ recommended:

A task force shonid be esiablished to evalnate o change to a defined-contribution (DC)
Plan for all new employees of the City and Connty of San Francisco. By adopting a DC,
#he Mayor, the [Board of Supervisors], and [San Francisco Enployee Retirement Systen]
can do more 1o restore credibility fo the public Retirement Systenss than any other action
they can take.

The Mayor’s Office responded’ to the 20082009 CGJ report in general and also-
specifically to the tecommendation listed above. The genetal comtnent from the

881



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

Mayor's office was that—the Mayor did not believe that San Francisco was
experiencing a pension cusis and that the Retirement System was among the most
well-funded retirement systerns in the country with a strong recotd of superior
returns on its investments. Specifically, the Mayor disagteed 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 Repott: Pension T'sunami: The Billion Dollai Bubble?

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

System that: be hard to talk about.
_ In the long run,
San Francisio’s Defined Bengfet Plan is one of the most soundjy funded and managed reform now means
public retirement plans in the United States; the systam itself is sustainable, despite the fewer demands for
impact of the severe economic dowsturn. The City has faced economic downtnrns before, layoffs and less
and, as it bas in the past, our system will recover and remain financially sound, draconian measures in

‘ the future. It's in the
The Mayor’s Office also disagreed with the recommendation that a hybrid DB and best interest of all

DC plan should be considered because of the risks associated with a DC plan. Californians to fix this
: system now.”
' TJerry Brown
2010 Proposition D

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

For employees hired on and after July 1, 2010, final compensarion” would be calonlated
nsing a twoyear formula. £An employee’s final compensation would be determined by
averaging monthly compensation during:

o any two consecutive fistal years of carnings, or
o the 24 months immediately before retirement.
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The final basis for retirsment benefits wonld be the higher of the twe fignres. For safety
employees and CalPERS members hired on and after July 1, 2010, the enmployes
contribution to SEERS or CalPERS wonld increase to 9.0% of compensation. In years
when the City’s contribution Yo SFERS is Jess than expected becanse of large investment
earnings, the amonnt saved would be deposited into rhe Reviree Health Care Trust Fund.
The participating emeployers conld choose to have this rule apply to them.

The City Controller provided the following statement on Proposition D:

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

2011 Proposition C*

This proposition was placed on the ballot by the Board of Supezvisors and approved
by the votets. It changed the pension benefits by increasing the age tequirement for
obtaining maximum retirement benefits and also reqmred that retirement benefits be
based on an average of the last three years of service, as well as limiting cettain cost-
of-living increases. Specifically, the Voter Information Pamphlet said that:

Proposition C is a Charter amendment that wonld change the way the City and current
and future employees share in funding SEFERS pension benefits. The base employee
contribution rate wonld remain the same—7.5% for most employees—when the City
contribution rate is between 11% and 12% of Gity payroll. Employees making at least
$50,000 swonld pay an additional amonnt wp Yo 6% of conmpensation when the City
contribution rate is over 12% of City payroll. When the City contribution rate falls below
11%, employee contributions would be decroased proportionately.

Proposition C would alse creats new retirement plans for employees bired on or after
January 7, 2012, that wonld:
o For miscellaneons employees, increase the mininum retirement age o 53 with 20
_years of service or 65 with 10 years;
o For safety employees, the minimenm retirement age wonld remain at 50 with five
_years of service, but the age for maximum benefits wonld increase to 58;

«  For all ensployees, limiit covered compensation, calenlate final compensation from a
three-year average, and change the nenltipliers ussd Yo caloulate pension benefits,
and ]

s For miscellaneous ermployees, raise the age of eligibility to receive vesting allowances
20 53 and reduce by half the City's contribution to vesting allowanses.

10
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The Voter Information Pamphlet also stated that:

Proposition C would lineit cost-of-living adfustments for SFERS retirees.

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

Shonld the proposed Charter amendment be approved by the voters and impleweented, in my
opinion, the City’s costs o fund employee retirement benefits will be vedyced by
approximately 840 to B50 million in fiscal year (FY) 2012—13. City costs will be reduced
by approximately §1 billion to §1.3 billion cumnlatively over the ten years between FY
201213 and FY 2021— 22, of which 885 mitllion is attributable to retiree health benefit
savings, and the balance to pension contribution savings.

Unfortunately, much of the predicted City savings from Proposition C have not
materalized as a result of litigation between Protect Our Benefits™ and the City
regarding the interpretation of Proposition C’s provisions limiting cost-of-living
ad]ustments

‘The California Rule

In the 1955 case of Allen » City of Long Beach”, the Califotnia 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 inftingement of the right of
contract. The Great Recession of 2008-09 drastically diminished the matket value of
pension funds and, along with demographic factots such as longer life expectancy,
resulted in a nationwide increase in the underfunding of pension plans. Although
lowering benefits for prospective exnployees 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 offen occurs
California was in first place.” Under the City’s Charter the City is obligated to contribute -
to the Retirement System to comapensate for underfunding, but actuarial predictions
show that only lowering benefits for curtent employees can bring the system to full
funded status™.

As that Coutt 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 “diprive the employee qf a ‘reasonable’ pension.” The final determination
of the scope of the California Rule remains to be determined by the California
Supreme Coutt, but if it upholds the lower court’s decision there may be an
opportunity to begin the process of bringing pension plans in California, including
the City’s Retirement System, into 2 fully funded condition.

3
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Financial Economics and Public Pension Plans

Financial Economics and its use with public pension plans is a topic we came across .
late in our investigation. We have not beén 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 refurn of assets to value liabilities. This is challenged by
those who say public pension plan liabilities should be valued using tisk-free interest
rates. Below ate some helpful links on this topic:

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

* The paper mentioned in the article:

Financial Fconotmics Priﬁci}glcs Applied to Public Pension Plans

Joint AAA (American Academy of Actuaties)/SOA (Sodiety of Actuaties) Task
Fotce on Financial Economics and the Actuarial Model:
Peénsion Actuary’s Guide to Financial Ecopomics, 2006

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

During our investigation, we reviewed numerous reports and studies, and
mtemewed City staff regarding the Reuremeut System. A list of our.sources is

included in Appendix A.

We reviewed:

- PriorCGJ reports on the Retirement System;

- Prior propositions dealing with the Retitement Systemy;

- Retitement System Anoual Reports, Actuarial Valuation Reports,
Government Accounting Standards Board (GASB) 67/68 Reports,
and Financisl Reports

- San Francisco Comiprebensive Annual Financial Reports (CAFR)

- Press articles, academic articles and studies dealing with pension reform
thtoughout the United States. 4

- Refotm efforts by other public retitement systems.

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

We consulted with outside experts familiar with retitement systemos.

13
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DISCUSSION & AINALYSIS

The Retirement System is a defined-benefit pension plan which provides a specified
retirement benefit that is based on the member’s retirerent age, service length, and
final salary. The Retirement System is governed by a seven-member Retirement
Board; three ate employees ot retitees elected by all employees and refitees, three are

Mayotal appointees, and one is 2 Boatd of Supetvisors (BOS) member appomted by -

the BOS President. Elected officials, including the Mayor, the Boatd of Supervisors,
and the Controller, are members of the Retitement System.

The Retirement Board appoints the Retirement Systemn’s Executive Ditector and an
Actuary. The Executive Director administers the Retirement System; the Actuary
* advises the Retitement Board on actuatial matters and monitors an independent
consulting actuatial fitm, Cheiton, which prepates the Retirement System’s annual
Actuartial Valuation and GASB 67/68" Repotts, and other actuatial analyses. The
‘Retitement System publishes an Annual Repott, an annual Financial Statements and
Requited Supplementary Information Repott, afd the Retirement Systems’ CPA,
MGO Cettified Public Accountants, petforms an audit of the Financial Statements
and produces an audit report.

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

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

Any defined-benefit pension plan is hard for the avetage person to undetstand. A
mottgage covets 30 yeats and is complex; 4 pension plati can cover 60 yeats ot more,

and is very complex. Predicting how much an individual makes each yeat, if ot when

they quit, if they’re married ot have kids, if they become disabled, when they retite,
ot when they die — is impossible. But fot 2 large group of people, actuaties can, and
do, make reasonably accurate ptedictions about these events. Ptedicting what
investments will do in the future is far mote uncettain, The Great Recession of 10
yeats ago is a prime example.

A pension plan must take the long view, at least 60 yeats. Making decisions based on
a shorter view almost always turns -out badly. The stock matket booms in the late

1990s and the 2000s led to some short-term pension decisions, and we are currently
facing the results. Any solution to the cuttent situation needs to take the long view.
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THE CITY & ITS EMPLOYEES

The chart below provides a 10-yeat ovetview of the City’s Budget and employees™ Salaries and Benefits'.
After adjusting for inflation", the Budget has increased by 40%, and Salaties and Benefits by 33%, in the last
10 years. Salaries and Beneﬁts have been 50-53% of the Budget in each of the last 10 yeats, Keep in mind
that inflationr has been very low for the last 10 yeats, 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 2021~2?_18 estimates Salaries and
Benefits increasing by 51% over the pext five yeats.
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The chart below provides a FY 2007 through FY 2016 overview of the nutber of City Employees and
Retireest?. Employees have increased by 7.3%, and Retirees by 34.0%, over the last 10 years. As the Baby-
Boomers continue to retite, it is possible thete will be more Retitees than Employees in the future.
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RETIREMENT SYSTEM —FUNDING

The Retirement Systetn is funded by contributions from the City and its employees, and by investment
returns®, The City’s contributions include amortization payments on the-unfunded liability debt. The chart
below shows these ftmdmg soutces between FY 2007.and FY 2016. ‘The table below the chart shows the
amounts. The wide swings in Inovestment Returas, and their size in relation to City and Employee
Contributions, illustrate the market's risks and rewards. For example, during the Great Recession in FY
2008 and FY 2009 the Retitement System lost mote than $4.2 billion, in FY 2014 it made $3.2 billion, and in
FY 2016 made only §150 million.

After adjusting for inflation®, the City’s Contdbutions have increased by 71%, and the Employee
Contdbutions by 37%, in the last 10 years.
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RETIREMENT SYSTEM — LIABILITY, ASSETS, UNFUNDED LIABILITY

The chart below shows the Retirement System’s Liability; Assets, and Unfunded Liability for FY 2007 to FY
12016™ Unfunded Tiability = Lizbility — Asseis. After adjusting for inflation®, Liability has increased by

35%, and Assets by 3%, over the last 10 yeats. Between FY 2007 and FY 2009, the Retiternent System went

from being $3.4 billion overfunded to $4.6 billion undetfunded, an §$8.0 billion swing in three yeats.

Between FY 2009 and FY 2014, Assets almost canght up ‘with Liability, but since then Liability has

continued to increase while Assets have been relatively flat.
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PROPOSITION COSTS & DISCLOSURES

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

A list of retroactive retirement benefit increase propositions from 1996 — 2008 can

be found in Appendix B.

The Litfle Hoover Commission is an independent state oversight agency that was
created in 1962. The Copmission's mission is to investigate state government
operations and — through teports, recommendations and legislative proposals —
promote efficiency, economy and improved setvice. The Commission published 2
repott, “Public Pensions for Retirement Security”® on February 24, 2011. The
repott’s cover letter starts with:

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

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

To minimize visk to taxpayers, the responsibilisy for funding a sustaingble pension system
st be spread more equally. among parties.
o The Legislature mu.r_z_‘ - probibit resraactive pension increases.

To improve trarisparency atzd acconntabiliyy, more z;gﬁm;zaizotz about pension costs must be
provided regularly to the public:
o The Legislature must require goﬂemment retirement boards fo restructure their

boards to add a majority or a substantial minority of independent, public members

" o ensure groater representation of taxpayer interests.

o _Allproposed pension increases must be submitted to voters in their respective
Jurisdictions. The ballot measures must Igy accompanied by sonnd actuarial
information, written in a clear and concise format.
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Governot Brown published a “T'welve Point Pension Reform Plan™ on October 27,
2011%. Ore of the points was to “Prohibit Retroactive Pension Incteases.” It states:

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

(Bolding added)

June 2008 Proposition B - Changing Qualifications for Retitee Health and
Pension Benefits and Establishing a Retitee Health Cate Ttust Fund®

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
fiscal impact of Proposition B:

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

LPension Benefits: The Charter amendment would increase the macmum retirement
benefit available to City miscellancoss employees frons the current 2% of final pay ar 60
_years of age, up to 2.3% of final pay at age 62 and enhance cost of living increases for
pension recipients. These changes would add approscimately 3.5% of salary to the cost of
Junding an average employee’s retirement bengfits, or an ongoing annwal vost to the City of
approximately §84 raillion for the nexct 20 years, dropping after 20 years to an ongoing
annual cost of 1.1% of salary or approximately §27 million at current rates.

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

police, firefighters, sheriffs, nurses and transit operators.

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

Reviewing the Voter Information Pamphlet’s atguments for and against Proposition
B, it’s clear that they focused on the Retiree Health Benefits and the Retitee 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
yeats. No one noted that the pension increases would cost $1.68 billion over 20

years. Some quotes from the arguments:

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

Proposition B #s_just the latest minor proposal to appear on the ballot in a-City Charter
election, costing taxpayers a mountain of mongy for a molehill of municipal emplyyee law
change. ' '
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The June 2008 Proposition B chatt below shows the Outstanding Balance due to be paid by the City to the
Retirement System, the Cumulative Interest paid, and the Cumulaﬁve Principal paid®. Note that after eight
yeats the City has paid $542 million in Interest, $53 million in Principal, and has an Outstanding Balance of
$697 million. The Qutstanding Balance mcreased during the first four years, and over the next twelve years

it will be paid down to zeto.

All retroactive pension increase propositions will have a similar pattetn of intetest and principal costs over
titme,

June 2008 Proposition B
Outstanding Balance, Cumulative Interest, and Cumulative Principal
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: ;:g\ &
I - . ' o
400,000,000 - - : : — - = =2
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- X Lo
‘ o#
300,000,000 i
- 2 il -
200,000,000 - -
) = il .
P2
100,000,600 v p—
§ =
@ . -4 -
R T iR
2008 2009 . 2010 2011 2012 ¢ 2013 2014 2015 2016
© {100,000,000) " : "
Outstanding Balance w~ ¢ «Cumulative Principal <= = Cumulative Interest

T ear . _ ) a . 012 2013 é T )
{ Outstanding Balance 75 54,222,000 ' 000 : 766,565,000 750,849,000 742,760,000 | 731,568,000 716,398,000 ' 697,465,000 .

i Cumulative Interest

361, 198 000 | 422 ,622,000 | 482,792, OUDM 542,022, 000
(627 000) .1:462,000 " 18,654,000 i 33,823,000 ' 62,757,000
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RETIREMENT SYSTEM REPORTS

Each fiscal year there are five financial documents published by the Controllet and
SFERS that descibe the City’s Retirement System: 1) the Controller’s

Comptehensive Annual Financial Report (CAFR); 2) the SFERS Annual Report; 3)

the SFERS Financial Statements; 4) the SFERS Actuarial Valuation Report; and 5) “Unfortunately,
the SFERS GASB 67/68 Report. These repotts are desctibed below. peosion

} . mathematics today
An actuatial repott was produced by the SFERS Actuary and sent to the Boatd of remain a mystery fQ
. Supervisors, the Mayor, and the Controller for each proposition that tetroactively most Americans.”
increased retirement benefits. Each actuarial report estimated the detailed costs of Watren Buffet
the proposition and was the basis of the Controller’s estimate provided in the Voter

Information Pampblet. These actuarial reports could not be found online.

For the most part, these reports are not meant for the average City taxpayet,
employee, ot retiree. Thete are no other teadily available sources of information
about the Retirement System’s finances. This results in there being litde
transparency or accountability to the public for the Retirement System’s finances.
Taxpayers have not had the information needed to make an informed decision-about
the retroactive retitement benefit increase propositions, However, the Mayor, the
Board of Supetvisors, and the Controller understood these reports, but failed to
communicate it to voters in a clear and complete mannet. |

Comprehensive Annual Financial Repott
Produced by: Controller’s Office

Audience; Accountants, auditots

Complexity: Very High

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

This report describes all the finances for the City.

SFERS Annual Report

Produced by: SFERS

Audience: Employees, retirees, pubhc

Complexity: Medium/High

Size: 79 pages -

Notes:

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

Produced by: SFERS

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

Complexity: High .

Size: 52 pages

SFERS Actuarial Valuation Report

Produced by: Cheiton, the SFERS® Actuaty

Audience: SFERS, actuaries, auditors

Complexity: Extremely High

Size: 94 pages

Notes: -

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

SFERS GASB 67/68 Report
Produced by: Cheiron, the SFERS’ Actuary
Audience: SFERS, actuaries, auditors

Complexity: Very High
Size: 35 pages  ° '
Notes:

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

Finding F1: That there are multiple causes for the City’s $5.81 billion debt to its
Retirement 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; That the Mayor and Board of Supervisoi:s fully disclose the
financial details of any future retitement benefit increases or decreases to the public.

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

Finding F2: 1) That the City’s Retiretnent System diligently protects the retirement-
telated interests of the City’s employees and retirees; 2) that the Retirement Board
has a majority of members who are also merbers of the Retitement System (they
receive, or will receive, pensions); 3) that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of
Supetvisors, Retitement Board, and Controller did not fulfill their tesponsibility 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 Supetvisors establish a permanent
Retirement System Oversight Comamittee to develop a comprehessive, long-term
solution for the Retitement System that is fait to both employees and taxpayers, and
present it to the voters in 4 proposition by 2018. All options for reducing pension
liabiliies must be considered, including a hybrid Defined Benefit / Defined
Contribution plan. The details of the committee are:

1. Natne: Retirement System Oversight Committee:
2. Purpose : .

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

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

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

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

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

i. Inquire into the actions of the Retirerent System by
reviewing repotts, analyses, financial statements, actuaral
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
Systermn.

3. Public Meetings

a.

The Boatd of Supetvisors shall provide the committee with any
necessaty technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient resoutces to
publicize the conclusions of the committee.

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 2 matter of public record and be made
available on the Board's website.

4. Membership

a.

T'wo-thirds of the members will be Public members and one-third
will be Representative members.

b. Public members.

i Public members must be voters.
ii. Public membets cannot be members of the Retitement
Systemn.

iii. Each Supervisor will appoint 2 single Public member.

iv. 'The Mayor will appoint all other Public members.

v. Public members can only be removed for cause.

vi. Public membets shall be experienced in life insurance,
actuatial science, employee pension planning, investment
pottfolio management, labor negoﬁations accounting,
mathematics, statistics, economics, ot finance.

vii. Public members will receive no compensation.

viii. Four-year term, staggered so that one-foutth of the Public
members” terms expire each year.
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ix. No more than two consecutive terms.

c. Representative members

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

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

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

RECOMMENDATION R3.1: That the 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 retitees with a description of the City’s
Retirement System that enables them to make informed decisions about it.

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

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

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

THE SAN FRANGISCO RETIREMENT SYSTEM 2 INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT |

FINDING F1

That there are multiple causes for the City’s $5.81 billion debt to its Retirement
System, including investment losses (§1.4 billion), a court rling on
Supplemental Cost of Living Ad}ustments (COLAs) in the 2011 Proposition C

($1.3 billion), and changes in demographic assumptions (§1.1 billion).
Howevet, the principal undedying cause is the estimated $3.5 billion in| RESPONDERS
tetroactive retirement benefit increases implemented by voter-approved
propositions between 1996 and 2008. Mayor
RECOMMENDATION R1.1 Board of
That the Mayor and Board of Supervisors fully disclose the financial details of Supetvisors
any future retirement benefit increases or decreases to the public. Retirement Board
RECOMMENDATION R1.2
That by the end of 2018, the Retirement Board produce an annual report for
the public showing each component of the debt owed by the City to the
Retitement System, including the full history of each component and
desctiptions of all calculations.
FINDING F2
1) That the City’s Retitement 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 ate also members of the Retitement System (they RESPONDERS
teceive, or will receive, pensions); 3) that when it came to retroactive | Mavor

| retitement benefit increase propositions between 1996 and 2008, the Mayor, Boari\ of
Board of Supervisors, Retirement Boatd, and Controller did not fulfill their | Supervisors
responsibility to watch out for the interests of the City and its residents; and 4) Rmcimt Board
that despite previous Retirement = System-related propositions (2010 ~ Controller

Proposition D and 2011 Proposition C) that reduced future pension liabilities,
the Retirement System retnains setiously undetfunded, threatening the fiscal
status of the City.

'RECOMMENDATION R2.1 ,
That the Board of Supetvisors establish a pefmanent Retitement System
Oversight Committee to develop a comprehensive, long-term solution for the
Retitement System that is fair to both employees and taxpayets, and present it
to the voters in a proposition by 2018. All options for reducing pension
liabilities must be considered, including a hybtid Defined Benefit / Defined
Contribution plan. The details of the committee are:
1. Name: Retirement System Oversight Committee
2. Putpose
a. Develop a comprehensive, long-term solution for the
Retitement System’s unfunded liabilitdes 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 2 Hybtid Defined Benefit / Defined
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Contribution plan.

. Inform and educate the public concemmg the finances of the
Retirernent System.

. As needed, develop solutions to future problemms the |
Retirement Systern encountets and, if necessaty, present them
to voters in a proposition. All options should be on the table,
including 2 Hybrid Defined Benefit / Defined Conttibution
plan.

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

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

i Inqmre into the actions of the Retirement System by
reviewing repotts, analyses, financial statements,
actuatial reports, ot other materials related to the
Retirement System.

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

3. Public Meetings
a. The Board of Supetvisots shall provide the committee with any

necessary technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient resources
to pubhctze the conclusions of the committee.

. 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
Otdinance (Chapter 67 of this Code). The committee shall
issue regular reports on the results of its activities. A repott
shall be issued at least once a year. Minutes of the proceedings
of the comsmittee 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-thitds of the members will be Pubhc membars and one-
third will be Representative members.

b. Public members.

i. Public members must be voters.
ii. Public members cannot be membets of the Retitement
Systern.
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.
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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, ot
finance. '

- vil. Public membets will receive no compensation.
viil. Fout-year term, staggered so that one-fourth of the
Public members’ terms expire each year.
ix. No more than two consecutive terms.
. ¢. Representative members o
i. Mayor’s Office representative.

1. Board of Supérvisors’ representative.

. Controller’s Office reptesentative.

iv. Human Resources Department representative.

v. Safety Unions’ representative.

vi. Miscellaneous Unions’ representative.

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

RECOMMENDATION R2.2

That by the end of 2018, the Mayor and Board of Supetvisors submit 2 Charter
amendment proposition to the voters to add three additional public members
who are not Retitement System membets to the Retirement Board.

FINDING F3

That the Voter Information Pamphlets for retroactive tetitement 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 tates were.

RECOMMENDATION R3.1

That the Elections Commission and the Department of Elections ensute that
future Voter Information Pamphlets for Retitement Systetn-related
propositions provide voters with complete financial details.

RECOMMENDATION R3.2

That by the end of 2018, the Controllet’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.

RESPONDERS

Elections
Commission
Department of
Flectons
Conttoller
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FINDING F4

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

RECOMMENDATION R4.1

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

RECOMMENDATION R4.2

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

RESPONDERS

Retirement Board
Controller
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App endix A: Soutces

Crry AND COUNTY OF SAN FRANCISCO

San Francisco Charter (http://wivw.amilegal.com/codes/client/san-francisco cal)
Atticle XTI: Employee Retirement and Health Service Systems

Appendix A: Employment ProvisionsA

San Francisco Employees® Retitement System
Website Home Page: http./mysfers.org

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

Publications — Annual Reports:-htto://mvsfers;orq/res'cjurce‘s/bubliéatjéhs/annua!-réports/

Publications — Actuatial Valuation Reports:
http://mysfers.org/resources/publications/sfers-actuarial-valuations/

Publications — Audited Finarcial Statements:
http:/lmvs'férs.‘orq/resources(publicaﬁo’ns/sférs—audited-ﬂnancial-stétements‘/

Office of the Controller

Comprehensive Annual Financial Reports (CAFR): .
http://openbook.sfqov.ord/webrepors/search:aspx?searchString=&yeadr=19868&yedr2=2017&type=CAFR&index
9—"_0&indéx2£4&in"déx3=0

City Budgets & Reports: ‘
hitp://openbogk.sfgov.org/webreports/search.aspx?searchString=&year=1986&year2=2017&type=CityBudagets
&index=08index2=3&index3=0 ‘

SE OpenBook: httb.//openbook.sfaov.org/,

Proposed Five-Year Financial Plan, FY 2017-18 — 2021-22, 12/16/2016:
http://sfcontroller. ora/sites/defauit/files/Documents/Budget/Five%20Y ear%20F inancial %20Plan%20FY 17-
18%20thpi1qh%20FY21-22%20%ZBProposed%ZQ%ZOF!NAL.Ddf B

‘The City’s Five Year Financial Plan Update, 3/23/2017:
hitp://sfcontroller.oral/sites/default/files/Docunients/Budget/F Y17 -
1 8%20Fiye%2OYear%20Plan%2OUDdate%20Fl NAL%203.23.pdf
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San Francisco Civil Grand Jury

2008-09 Pensions Beyond Our Ability to Pay: hitp://civilgrandiury.sfgov.ora/2008 2008.htm
2009-10 Pension Tsupami: The Billion Dollar Bubble: http://civilgrand]ury.sfaov.ora/2008 2010.htmt

OTBER RESOURCES

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

Calpensions: https://calpensions.com/

Hoover Institution, Hidden Debt, Hidden Deficits: 2017 Edition, How Pension Promises Are Consuming
State and Local Budgets:
hitp://www.hoover.org/sites/defaultffiles/research/docs/rauh hiddendebt201 7_final webreadypdfi.pdf

Joint AAA (American Academy of Actuaries)/SOA (Society of Actuaries) Task Force on Financial
Economics and the Actuarial Model, Pension Actuary’s Guide to Financial Economics, 2006:
https://iwww. soa org/Files/Sections/actuary-journal-final pdf '

League of California Cities — Pension Information Center:
http:l/ww.cacities.orq/PoIicv¥Advocacv/Hot-lssueslPensIon-lnformatio’n—Center ’

Little Hoover Commission — Public Pensions for Retirement Security:
http://www.lhc.ca.qov/studies/204lreb_ort204.html

Los Angeles Times — The Pension Gap:
hitp://www. latimes.com/projects/la-me-pension-crisis-davis-dea)/

Pension Finance Institute, Financial Economics Principles Applied to Public Pension Plans
WWW. pensnonf‘ inance. org/papers/PubPrin. pdf

Rockefeller Institute of Government —Government Finance — Pension Reform:
http://www.rockinst.org/government finance/pension.aspx
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Appendix B: Retitement System Propositions

These ate the retroictive retitement benefit increase propositions placed on the ballot by the Board of
Supetvisors between 1996 and 2008. The dollar amounts are the City Gontroller estimates from the Votet -
Information Pamphlet for each proposition. The actual costs for the proposmons are not reported by ‘the
Retirement Board or by the Controller’s Office.

Year-Mon | Ltr Tltle $/Year Total $/Year
o 20 Yeats 20 Yeats after 20
1996 Nov | C | Retired Eniployee Benefits n/a n/a n/a
11996 Nov | D | Firefighters Retitement Benefits 3,500,000 70,000,000 { 1,750,000
1998 Nov | A | Police Retitement Benefits 3,900,000 78,000,000 | 2,300,000
‘1998 Nov | C | Paramedic Retirement Benefits 485,000 9,700,000 -
2000 Nov | C | City Wotker Retirement Benefits (Misc) | 34,000,000 | 680,000,000 | 17,000,000
2002 Mar |B | Cost of Living Benefits 19,100,000 | 382,000,000 | 7,400,000
2002 Noy |H | Police & Firefighter Retiternent Benefits | 28,000,000 | 560,000,000 | 8,200,000
2003 Nov |F | Tatgeted Eatly Retirement n/a n/a n/a
(Mise 3+3, 1 of 3)
2003 Nov |FP | Targeted Early Retirement nfa nfa nfa
) (Misc 3+3, 20f3)
2003 Nov |F | Tatgeted Early Retirement n/a n/a nfa
(Misc 343, 3 of 3) A
2004 Nov |E | Police and Fite Suivivor Benefits A 1,000,000 20,000,000} .
2008 June |B | New Misc Ret Bfts and Compound COLA. | 84,000,000 | 1,680,000,000 | 27,000,000
Totals: 3,479,700,000 | 63,650,000
Year-Mon | Ltr Title Voter Information Pamphlet
1996 Nov | C | Refired Employee Benefits. https.//sfpl4.sfpl.ora/pdfimain/gic/elections/November5
- o 1996short pdf-
1996 Nov | D | Firefighters Retitement Benefits | hitps:/sfpld.sfpl.org/pdf/main/gic/elections/November5._
) B 1996short.pdf
1998 Nov | "A | Police Retirement Benefits gatgrst llgffp! .org/pdf/main/gic/elections/November3 1938
‘ , p
1 1998 Nov | C | Paramedic Retirement Beriefits .hgps /lzfpl orq/pdf/mamlqnc/electlons/November3 1998
. . : | short.pdf
2000 Nov | € | City Worket Retitement Benefits | hitps://sfol, orq/odf/mam/qlclelechons/NOVember? 2600
(Miso) .odf
2002 Mat | B {Costof hwngBeneﬁts gttpdsf J/sfpld sfpl. orqlpdflmam/qlc/elect(ons/March5 200
p
2002 Nov | H | Police & Firefighter Retirement http: //sfpl.orq!pdf/mainlqicleleqtions/Nov‘emberS 2002.
Benefits - pdf , o
2003 Nov | F | Tatgeted Batly Retitement - ltt;fé://sfp!.orq/pdf/main/qig!electiOns/Nove‘mbem 2003
2004 Nov | E | Police and Fire Sutvivor Benefits | hitp:/sfpl.org/pdf/main/gic/elections/November2 -2004.
2008 June { B | New Misc Ret Bfts and https://sfpl4.sfpl.org/pdi/main/gic/elections/June3 2008.
| Compound COLA pdf
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ENDNOTES

! San Francisco Charter, Article XII: Employee Retirement and Health-Service Systems, and Appendix A: Employment
Provisions. http:/library amlegal.com/nxt/gateway.dl?f=templates& fa=defaulthtm&vid=amlegal:sanfrancisco -ca

22000 Proposition C; Voter Information Pamphlet: https://sfpl.org/pdf/main/gic/elections/November7_2000.pdf

3 2002- Proposition H, Voter Iiformation Pamphlet: http:/sfpl.ore/pdf/main/pic/elections/November5_2002.pdf

4 SFERS Audited Financial Statements 2006, page 8. “In order to maintain the fiscal soundness of the Plan, employer
contributions were reqmred from the City and County during the year ended June 30, 2005 This was the first year since the
year ended June 30, 1997 in which employer contributions were required. :

5 June 2008 Proposmon B, Voter Information Pamphlet: https: //smltt sfpl. orgzpdf/mam/gnc/electxons/]uneB 2008.pdf

6 SF CGJ 2008-2009 Report: Pensions, Beyond Our Ability to Pay:
hitp://civilgrandjury.sfgov.org/2008_2009/Pensions_Beyond.pdf

7 Office of the Controller, Status of the Recommendations by the Civil Grand Fury 2008-09, 2010 Department Responses,
page 11: http://civilgrandjury.sfgov.org/2008_2009/ControllersAudit_2008-2009 Report.pdf

¥ SF €GJ 2009-2010 Report: Pension Tsunami, The Billion Doliar Bubble:
‘bittp: /!cmlgrancl_mry sfgov.org/2009_2010/Pension_Tsunami.pdf

? Office of the Controller, Status of the Recommendations by the le Grand Jury 2008-09, 2010 Department Responses,
.sfi

1° 2010 Proposition DD, Voter Information Pamphlet: https://sfp14.sfnl.org/odf/main/gic/elections/] une8_2010.pdf

1 2011 Proposition C, Voter Information Pamphlet: https://sfpl4.sfpl.ore/pdf/main/gic/elections/november8 2011.pdf

12 ’Protecf Our Benefits, hitp ://www.protectourbeneﬁts.mg/‘
Y Allen v. City of Long -Beach (1955) 45 Cal.2d 128, 131

" Little Hoover Commlssmn, Public Pensions for Retxrement Securlty, pagev,
‘hitp://iwww.lhe.ca.gov/studies/204/report204. html :

15 GASB 67/68 is the Govemment Accounting Standatds Board Statement No. 67, “Finaticial Reporting for Retu‘ement
Systems”, and Statement No. 68, “Accounting and Financial Reporting for Pensions.” .

16 Budget, Salaries and Benefits data is from SF OpenBook:

http://openbook.sfeov.org/openbooks/cei-
bin/cognosisapi.dli?b_action=cosnosViewerdui.action=run&ui. oblcct—'/content/folder"/oSB‘VAOname%3D%27Reports%27%
5D/renon%5B%40name%3D%27Budcret%27%5D&u1 name—ZOBudget&mn outputFormat=&run.prompt=false

17 The cumulative rate of inflation between FY 2007 and FY'2016 is 15.8%, according to the US Inflation Calculator |
{(www.usinflationcaloulator.¢om). The 2007 amount is multiplied by 1.158 to adjust it to xts 2016 equivalent, and then the
percentage increase is calcu[ated
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18 The City’s Five Year Financial Plan Update, 3/23/2017, page 2:
http://sfeontrollér.org/sites/defauly/files/Documents/Budget/FY17-
18%20Five%20Y ear%20Plan%20Update%20FINAL%203.23.pdf

1 Employee and Retiree counts are from the 2007-2016 SFERS Actuanal Valuation Repotts.
http: //mysfers orz/resources/publ1cahons/sfers-actuanal—valuanons/

2 City and Employee Contributions, and Investment Returns are from the 2007-2016 SFERS Actuarial Valuation Reports.
hltp://mysfcrs;org/rcsourc‘:cs/publications/sfcrs'-'actuariﬂl-valuaﬁons/

2! The cumulative rate of inflstion between FY 2007 and FY 2016 i is 15. 8%, according to the US Inflation Calculator
www.usinflationcaleulator.com). The 2007 amouiit is multiplied by 1.158 to adjust jt to its 2016 equivalent, and then the
percentage increase is caloulated.

221 jability, Assets, and Unfunded amounts are from the 2007-2016 SFERS Actuarial Valuation Reports.
ht_tv://mysfcrs‘org/resourccs/publioatiohs/s‘fcrs-aétuarial—valuaﬁons/

. B The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the USVInﬂ'ation Caleulator
(www.usinflatioricalgulator.com). Thé 2007 amont is multiplied by 1.158 fo adjust it to its 2016 equivalent, and then the
percentage increase is calculated.

* Actuarial Liability s the difference between the present value of all future system benefits and the present value of total
future normal costs. This is also referred to by some actuaries as the “accrued lability” or “actuarial accrued liability.”
Unfunded Actiarial Liability represents the difference between Actuarial Liability and valuation assets. This value is
sometimes referred to as “unfunded actuarial accrued liability.”

5 The Salary Increase Rate is a combination of the Wage Inflation and Merit Incredse percentages; these are Actuarial
Assumptions, All Actvarial Assumptions are reviewed and set by the Retirement Board each year.

* thtle Hoover Comrmssmn ‘Public Pensions for Retirement Security: http://www.lhc.ca. gov/studies/204/report204.htrnl

n http //gov.ca.zov/docs/Twelve Point Pension Reform 10.27.11.pdf

% June 2008 Proposition B, Voter Information P‘amph]et: https://sfpl4.sfpl.ore/pdfimain/gic/elections/June3 2008.pdf - ‘

2 SFERS letter from the Executive Direéctor and Acting Actuary to the Clerk of the Board, 2/11/2008, Re: File No. 071663,
with attached letter from Towers Perrin, “Estimated Costs of Potential Changes to SFERS Plah Provisions.” File name:
“20080211_ActuarialAnalysis.pdf.” Could not find it online. Request it from the Retirement Board’s Secretary. :

30 The Outstanding Balance, Cumulative Interest, and Cumulative Prmcnpal are from the 2007-2016 SFERS Actuarial
Valuation Reports. hitp: //mvsfers org/resources/publications/sfers-actuarial-valuations/

31 SFERS FY 2016 GASB 67/68 Repott, page 2.

32 See Appendix B: Retirement System Propositions.
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