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PREPARED IN COMMITTEE
1/17/2018 :
FILE NO. 170662 - : MOTION NO.

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

Motion responding to the Civil Grand Jury’s request to provide a status update on the
Board of Supervisor’s response to Recommendation No. R2.2 contained in

the 2016-2017 Civil Grand Jury Report, entitled “The San Francisco Retirement System

- Increasing Understanding and Adding Voter Oversight.”

WHEREAS, The 2016-2017 San Francisco Civil Grand Jury published a report, entitled

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

Ovsrsight” (“Réport”) on June 16, 2017; and

WHEREAS, The Board of Supervisors’ Government Audit and Oversight Committée
(“GAQ”) conducted a public hearing to hear and respond to the Report on
September 20, -2017; and, the Board of Supervisors adopted Resolution No. 360-17 on
September 26, 2017 reflecting the GAO responses to the Rep'ort;l a copy of which is on file
with the Clerk of the Board of Subervisors in File No. 170663; and _

WHEREAS, Recommendation No. R2.2 states: "That by_thé end ofA2018, the Mayor
and Board of Supervisors'sﬁbmit a Charter amendment proposition to the voters to add three
additional public members who are not Retirement System membérs to the Reﬁrement
Board;" and |

WHEREAS, The Board of Supervisors on September 20, 2017, responded in -

- Resolution No. 360-17 that Recommendation No. R2.2 requires further analysis as the Board

of Supervisors needs to investigate the consequences of adding members to the Retirement

Board, and will report back to the Civil Grand Jury by December 16, 2017; and

Government Audit and Oversight Committee ‘
BOARD -OF SUPERVISORS Page 1
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WHEREAS, The GAO Committee conducted an additional hearing on

January 17, 2017, to receive an update from City departments on Recommendation No.

now, therefore, be it

R2.2;

| MOVED, That the Board of Supervisors reports that Recommendaﬁon No. R2.2 will not

be implemented because it is not warranted or reasonable; the Board of Supervisors may

consider alteration of the composition of the Retirement Board in an alternative manner.

Government Audit and OVersight Gommittee
BOARD OF SUPERVISORS
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City Hall
1 Dr. Carlton B. Geodlett Place, Room 244

BOARD of SUPERVISORS San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227
October 12, 2017

The Honorable Teri Jackson

Presiding Judge

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

San Francisco, CA 94102

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

Dear Judge Jackson:

The Board of Supervisors’ Government Audlt and Oversight Committee conducted a public

~ hearing on September 20, 2017, to review the findings and recommendations of the 2016-2017
Civil Grand Jury report, entitled “The San Francisco Retirement System - Increasing
Understanding and Adding Voter Oversight.”

Prior to the Committee meeting, the following City Departments submitted required responses to
the Civil Grand Jury:

e Office of the Controller:
Received August 11, 2017, for Findings F2, F3, and F4; and Recommendatlons R2.1,

R2.2, R3.1, R3.2, R4.1, and R4.2; and

e  The Mayor’s Office submitted a consolidated response for the following departments:
a. Office of the Mayor;
b. Elections Department; and

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

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

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

R1.1,R1.2,R2.1,R2.2, R4landR42

At the September 20, 2017 meeting, the Government Audit and Oversight Committee prepared a
resolution responding to the requested findings and recommendations identified in the report.
The response was prepared by Resolution No. 360-17, enacted on October 5, 2017.

Continues on next page
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Civil Grand Jury Report - The San  1cisco Retirement System -
Increasing Understanding and Adding Voter Oversight

Office of the Clerk of the Board Transmittal

October 12, 2017

Page 2

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

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

Sihcerély,

e OO i
Angela Calvillo .
Clerk of the Board

c: . Kathie Lowry, Foreperson, 2016, 2017 San Francisco Civil Grand Jury
Kitsaun King, 2015-2016 San Francisco Civil Grand Jury
Jason Elliot, Chief of Staff, Mayor’s Office
Kate Howard, Deputy Chief of Staff, Mayor’s Office
Melissa Whitehouse, Budget Director, Mayor’s Office
Marie Valdez, Mayor’s Office o
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
Chris Jerdonek, Elections Commission o
Jay Huish, Executive Director, Employeds Retirement System
Norm Nickens, Retirement Board
Jon Givner, Deputy City Attorey
Alisa Somera, Legislative Deputy Director, Office of the Clerk of the Board
Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst
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City and Couﬁty of San Francisco City Hall

1-Dr. CarltonB Goodlett f’lace
. San F CA 94102-4689
Certified Copy an Fraacisca,
. Resolution -

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

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

"and recommendations in the 2016-2017 Civil Grand Jury Report entitled "The San

. Francisco Retirement System - Increasing Understanding and Adding Voter

. Oversight;" and urging the Mayor to cause the implementation of accepted findings
and recommendations through his/her department heads and through the
development of the annual budget. (Clerk of the Board)

9/26/2017 Board of Supervisors - AMENDED AN AMENDMENT OF THE WHOLE

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

9/26/2017 Board of Supervrsors ADOPTED AS AMENDED

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

' 10/5/2017 Mayor - APPROVED

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

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

October 10, 2017 .
Date

City and County of San Francisco Page 1 - Printed at 3:51 pmon 10/10/17

2748



—A

—— A
N -

14
15

16 |

17
18
19
20
21
22
23

24

28

O © o ~N O o A~ W N

‘ ’ ' AMENDED IN BOARD ' ‘ _
FILE NO. 170663 9/26/2017 RESOLUTION NO. 36G-17

[Board Response - Civil Grand Jury Report - The San Francisco Retirement System -
Increasing Undersfcanding and Adding Voter Oversight] ,
Resolution responding to the Presiding Judge of the Sﬁperior Court on the findings -
and recdmmendations contained in the ,2016-2017 Civil Grand Jury Report, entitled
“The San Francis'co Retirement System - Increasing Understanding and Adding Voter
Oversight;” and urging the Mayor to cause the implementation of accepted findings
and recbmmendations through his/her department heads and through the developmeﬁt

of the annual budget. .

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

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

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

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

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

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

and the Board of Supervisors shall respond if requested by the Civil Grand Jury, but the
response of the Board of Supervisors shall-address only budgetary or personnel matters over |
which it has some decisién making authority; and

WHEREAS, Under San Francisco Administrative Code, Section 2_.10(é), the Board of
Supervisors must conduct a public-hearing by a committee to consider a final report of the

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

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

WHEREAS, In accordance with San Francisco.Administrative Code, Section 2.1 0(b),

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

Clerk of the Board S )
BOARD OF SUPERVISORS 2749 Page 1
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recommendations that pertain to fiscal matters that were eonsidered at a public hearing held
by a Board of Supervxsors Committee; and- N '

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 apart of this Resolution as if set forth fh.lly 'herein; and

'WHEREAS, The Civil Grand Jury has requested that the Board of Supervisors respond
to Finding Nos. F1 and F2 as well as Reeommendation Nos._ R1.1, R1.2, R2.1, and ‘R2.2,
co‘ntaiﬁed in the subject Repert; and

WHEREAS, Finding No. F1 states: ‘ﬁThat 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). Howevet, the principal underlying

cause is the estimated $3.S billion in retroactive retirement benefit increases implemented by
voter-approved propositions between 19964 and 2008;” and

WHEREAS, Finding No. F2 states: “1) That the City’s Retirement Sysfem diligently
protects the retirement-related interests of the City’s employeee and retirees; 2) that the
Retirement Board has a majorify of members who are also members of the Retirement
System (they receive, or wil receive, pensions); 3) that when it came to retroactive retirement
benefit increase propositions between 1996 and 2008, the Mayor, Board of Supemsors
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 Prop.osiﬁon C) that reduced future pension '
liabilities, the Retirement Syetem remains seriously underfunded, threatening the fiscal status

of the City;” and

Clerk of the Board
BOARD OF SUPERVISORS . 2750 . Page 2
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WHEREAS, Recommendation No. R1.1 states: “That the Mayor-and Board of
Supervisors fully disclose the financial details of any future retirement benefit increases or

decreases to the public;” and
WHEREAS; Recommendation No. R1.2 states: “That by the end of 2018, the

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

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

and descriptions of all calculations;” and

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

* establish a bermahent Retirement System Oversight Committee to develop a comprehensive, '

long-term solution for the Retirement System that is fair to both efnployees and taxpayers,
and present it to the voters in a proposiﬁon by 2018. All options for reducing pensi‘bn liabilities
must be considered, including a hybrid Defined Benefit / Defined Contribution plan. The
details of the committee aré: | .
1. Name: Retirement System Oversight Commiﬁee
2. Purpose '
a. Develop a oompreh‘énsive, long-term solution for the Retirement
System’s unfunded liabilities that is fair fo both employees, retirees, (ar‘nd
taxpayers, and present it to voters in a proposition by the ena of 2018. All
options should be on the table, including a Hybrid Defined Benefit / Defined
Contribution plan. |
b. Inform and educate the pulblic concérning the finances of the_
Reﬁremeht System. .
c. As needed, develop solutions tQ future problems the Retirement |

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

Clerk of the Board : . .
BOARD OF SUPERVISORS : - 2751 ‘ Page 3
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obtidns should be on the table, including a Hybrid Deﬁned Benefit / Defined
Contnbutlon plan. -

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

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

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

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

3. Public Meetings |

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

b. All committee proceedmgs shall be subject to the Cahforma Pubhc

Records Act (Sect:on 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 éha_ll issue regular reports on the results of its activities. A report shall

ble issued at least once a year. Minutes of the proceedings 'of the committee and
all documents received and reports issued shall be a matter of public record and

be made available on the Board's website.

Clerk of the Board - : .
BOARD OF SUPERVISORS 2752 Page 4
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4. Membership
a. Two-thirds of the members will be Public members and one-third will
be Representative memberé._
b Public members:
. 1. Public merﬁbers must be voters.

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

iii. Each Supervisor will appoint a single Public member.

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

v. Public members can only be removed for cause.

vi. Public members shall be experienced in life insurance, actuaﬁal ‘
science, employee pension planning, investment portfolio management,
fabor negotiations, acc’ounﬁng, mathematics, statistics, economics, or
finance. A

vii. Public members will receive no compensation.

viii. Four-year term, staggeréd so that one-fourth of the Public
members’ terms expireveach year.

ix. No.more than two consecutive terms.
¢. Representative members ‘

i Mayor’s Office representative.

ii. Board of Supervisors’ representative. |

iii. Controller’s Office representative.

iv. Human Resources Department rep'resentaﬁve.'

v. Safety Unions’ representative.

vi. Miscellaneous Unions’ representative,

Clerk of the Board ‘ :
BOARD OF SUPERVISORS 2753 - : L Page 5
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5. Cornniitfee Costs
a. The Board of Supervisors will decide how best to fund the Committee;” and
- WHEREAS, Recoin,mendation No. R2.2 states: “That by the end of 2018, the Mayor
and Board of Superi/isors submit aA Charter amendment proposition to the voters to add three |
additional public Am_embers who are not Retirement System members to the Retirement .
Board;” and ' .
WHEREAS, In acoordanco with California Penal Code, Section 933.05(c), the B-oarAd of
Supervisors must respond, within 90 days of receipt, to the Presiding Judge of the Superior
Court on Finding Nos. F1 and F2 as well as Recommendation Nos. R1.1, R1.2, R2.1, and
R2.2 contain‘éd in the subject Report; now, thereforo, be it
RESOLVED, Thai the Board of Supervisors reports to the Presiding Judge of the
Superior Court that they disagree partially with Finding No. F1 for reason as ,foliows: The
primary causes of the greater than expected 4unfunded liabilities were the lower returns on
investments dué to the dot-com bust and the Great Recession, the changes in demographic
assumptions, and the court ruling on the Suppleméntal Cost of Living Adjustments in the 2011
Proposition C, but not the voter-approved propositions between 1‘996 and 2008; and, be it
FURTHER RESOLVED, That the Board of S’uvpervisors ieports to the Presiding Judge

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

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

residents regarding retirement benefits-related ballot initiatives between 1996 and 2008, and
that the Retirement System ié not serious;iy underfunded, nor does it threaten the fiscal he‘alth‘
of the City; and, be it |

FURTHER RESOLVED, That the Board of Supervisors reports that Recommendation
No. R1.1 has not been impiemented 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 fiﬁancials including unfunded liabilities; in addition, when there is a ballqt initiative
that addresses retirement benefits, the Voter Information Pamphlet shall include an
introductory paragraph writterr by the Controller explaining in lay-person terms the assets,
liabilities, projected financials, including unfunded liabili’[ies,~ and health of the retirer_h‘en‘c'
systerﬁ; and, be it | | |
= FURTHER RESOLVED, That the Boerd of Supervi‘sorsreports that Recommendatioh

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

FURTHER RESOLVED, That the Bc_)ard of Supervisors reborts that Recommendation
No. R2.1 wi!l not be implemented because it is not warranted or reasonable; The Mayor and
Board of Supervisors-have oversight over the Retirement System and revieW ﬁnencials and
projections regularly, including during the annual City budget process; and, be it |

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

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

heads and through the development of the annual budget.

" Clerk of the Board ‘
BOARD OF SUPERVISORS _ - - 2755 Page 7




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

Tails ‘ San Francisco, CA 94102-4689

Resolution

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

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

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

September 20, 2017 Government Audxt and Oversight Commlttee RECOMMENDED AS

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

September 26 2017 Board of Supepvisors - ADOPTED AS AMENDED

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

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

‘ Angela Calvillo
Clerk of the Board .

o] o>

Date Appro(red

City and County of San Francisco Page 7 Printed at 8:31 am on 9/27/17
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City and County of San Francisco
- Employees’ Retirement System

September 13, 2017

The Honorable Teri L. Jackson

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

. San Fraiicisco, 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 perf,orminé their fiduciary duties to prudently oversee the investment and
administration of the SFERS Trust, their actions impact both: plan beneficiaries and the City.

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

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

The Civil Grand Jury’s report provided important feedback to help us understand how our reporting is

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

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

: Respet’:tfully submitted',

lay Hu;sh Executive Director, 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, Fiﬁéh,%lqor San Francisco, CA 94103
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Report Title-. -
Th'e SF Rétirement F1°

- Findings

2017 Respoiises {Agree/Disasres)

2017 Response Te!

i016-17

System- Increasing
Understanding &
Adding Voter Oversight

’ Thatthere are multiple causes for the Cltv 5

$5.81 billion debt to its Retlirement System,
Including investment losses ($1.4 billion), a
courtruling on Supplemental Cost of Living
Adjustments (COLAs) In the 2011 Propasition C
($1.3 blllton), and changes in demographic
assumptions ($1.1 billion). However, the
principal underlylng cause is the estimated
$3.5 billion in retroactive retirement benefit
Increases implemented by voter-approved
propositions between 1896 and 2008,

Retirement Board

disagree with it, wholly (explanabon
Iri nekt; colum n)

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

K SFERSTrust will be sufficient to pay the promlsed benefits to-all beneflclaries,

We emphasize the long term view because none of the figures cited as "dght”
are due now. Rather; the items heing called a "debt” are fundihg ga"ps (N
unfunded labilities) whlch are'designed to be paid off overthe lifs ofthe:.

. |SFERS Trust. Addlitionally, under Proposition C, City employeés now pay more
-{out of each’ and every paycheck into the SFERS Trust, which has reduced the

City’s cost,

o Desplte mveslment shortfalls from fwo Fecent majof recessaons, mcludlng the

d the Glohal Finaniclal Crlsis, 'SFERSIs dosing the gapand

[|ranked in the rst guartile of all U.S. publlc fund peers, SFERS Investment. ..
- perfarmance varles from year-to-year due to ﬂnancua! miatkets; However, |
| SFERS ifivests for the long very ‘evidencei by itstop quartue performancg,.
e ovar the 3 year; 5 year, and 10 yeamme periods. SFERS Investment gains :
2 have contrlbuted a significant amount toward reducing the unfunded

Habmﬁes

’ In. accordance with the City Charter and Retnrement Board pollctes, the costor
- lncrease in liabilities associated with' every voter-approved proposlﬁon is
’ amorhzed over uptoa zo-year period The rémalning cost of the benefitand |

COLA increases approved by City. voters between 1996°and. 2008 was$14038
bllhon, as of June 30,2016, 8y 2028 “this I(abilltv will be pald i full. The:

; presenf: value of the Increase Inthe unfunded?labmty resulnng from the court
i|ruling on the Supplemental COLA Tetroactive paymerits 0f 2013 and 2014:wag
o calcu!ated to bie $429.3 million, as oﬂuly 2018,




6GLC

by €6,

Respnndent as gn i

The SF Retirement
System-~ increasing
Understapding &

Adding Voter Quersight

i)‘T};at thé City's Retirement System diligently
protects the retirement-related Interests of

the Cliy's employees-and retirees; 2} that the
Retirement Board has a majority of members -

who are also members of the Retlrement
Systern (they receive, ar will fecelve,
penslong); 3) that when it came to retroactive-
retirement benefit Increase proposltions

between 1996.and 2008, the Mayor, Board of -
Supervisors, Retirement Board, and Controlier |

did not fulfifl their responsibliity to watth out
for the Interests-of thie City and its residents;
and 4) that desplte previous Retirement
System-related propositions (2010 Proposition
D and 2011 Proposition C) that reduced future
pension Habilities, the Retlrement System
remains serlously underfunded, threatening
the fiscal status of the Clty.

Retlremant Board

" |disagree with it; partially {explanation

' _|the long term, the assets in’ the SFERS Trust will be sufﬂcuent to pay the -

promlsed benefits ta all beneﬁc\arxes The Retiremerit. Board recognizes that |

URfandsd labillties are not a “debt” that must be pald today. Rather, the
Retlrement Board anripally adopts and administers a funding policy t assure |

. members and their beneficiaries.

- p nslon llabilltles. Ex;stlngfunding pollctes are rev:ewad and ad}usted' where

P
: voter—approved beneﬂt !mprovements oVET the

|The Retlrement Boa doés not. approve plan Lenefits; its fiduclary.duty iste

SFERS Is amaong the top performing and wellrfu:)ded publicpensions plans in
the United States and disagreas with the finding that the "Retirement System
remalns seriously underfunded ¥ The Retirement Baard is confident that, over

that all promised henefits will Be paid-ovef the combined hfetumes of the,

Each year, the Rei ment Board receives an ﬂcruarual valuation - a de
repart an thé long rm progress of the SFERS Trust toward reducing.

g-term., I

The, Reﬂrement Board also strongly disagrees with the finding “that When it
{camefo retmactxve ret;remant beneﬁtlncreases hetween 1996 and 2008 the
1viayor, Board of Sup arvlsors, Retirement Board, and Contraller didl not fulall

thelr responslbxlity iwatch out for the Intérést of the City and its residents.”

manage the SFERS Trust and pay the mandated benefits approved hy City
voters. As flduclarles to the SFERS Trust, the Retirement Board is legally

bound as setforth in the Cal(forma State Canstitution, and in the San




09L¢
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1CG) Year |

Respondent assu;ned :

eport Title Finding by CG. - .
2016-17 |[TheSF Retirement Thi Controfler‘afid the Retlrement System Retlrement Board dlsaéféé with it, wholly (explanatlon In The Retlrement System prcwdes extensive reports detalling finandal, actuarial
: System- Increasing {provide extens:ve reports about the - Jand adm\nlstratlve matters, availabla on the SFERS website, on an antiuaf
Understanding & .| Retirement System, but they are.too complex : bas}s. AThese annual reports include audited finaricial statements and requ\red
‘{Adding Voter Oversight for the average clffzen, employee, or ratiree to

"|System reports Is not avallable to the

understand. The datain the Retlrement

Retirement System or-the publicin a dateset,
making research and analysls more difficult.

o however, Retirement System staff ls always explnrmg ways to slmpl fy the .
B presentatlun of sometinies camplex tophs and infarmation and ls‘pr ared to‘

- ensure their abillty to he useful 't a hfaad array of audlences.intérésted | in >:
: these complex topics. The RetxrementSystem isagrees with the- ﬂnding that:

) st:pplementary Inférmation, an actuartdl valuation, aitd a department: annual
repart whlch consohda‘ces the finantial and actuarial lmox mation with, detailed
Information on the adm\mstration of the Retlrerhent Systém, -

The RetlrementSystem can ne|ther agree nor dsagree thatthese reportsare.
{too complex for the average dtizén,” erployee, or rétiree to understand

- [assist members of: the public and Gity emp)oyees -and retirees with any. -
questlons thev mlght have felatedto the financial; sicfiartal and
adm!nlstrahvelnformatlon provited n our feports, The RetlrementSystem
|welcames comments on specific waysto lmprove these varloys ¢ Teportsto

‘data’in the Retirement System- reports is ot available in a dataset’ THe - >
Retlrement System has ready access to all the ddta used]n preparlng'these B




1GI Year : {:+ Repor R . o
- 1016-17 [|The SF Retlrement That the Mayor and Board of Supervisors fully disclose the financlal detailsof any | Retirement The remmmendaﬂon has been !mp!emented (summary of how The Retlrement Bodrd wlll continue.| Its long-stand!ng pracﬂce rany and all future
"{system- Increasing future retirement benefit increases or decreases to.the public Board it was Implemented in next column) ’ - - c‘\ty ordinances ar Clty charter amendments that impact retirement beniefits, The
‘{Understanding & w Retirement Board’s consulhng actuary willy prepare and presenta eosteffect
"| Adding Vater . report tarthe Board of Supervisors, as requlred tinder the City Charter. Each report
.| oversight wii be prepared In accordance with Industry standards and practices, using the
- |best avaﬂuble demographle informatlon and economis Information at the time, as
) wall as the lung—term demographlc and economlc assumptions adopted by the
wstleffect lmpactof{ha propuslnon atthe time they are prepared. Certalnly, the
cost or change in Habllity- mav differ, In the future, due to changes ini fund -
' lnves\ment performance (e €, 2007 08 Glohal Flnanclal Crisis), changes n
' beyond the R irement Board's cuntml‘
201617 |Accelerating SF © That by the end of 2018, the Retirement Board praduce-an annual report for the ~ | Reti The r n has beenims ted (summary of how The Retirement System pqudes extenive: repom dmlllng ﬂnancial, actuarlal a1,
Government publia showlng gaéh ramponent of the debt owed by the City to the Retirernent IBoard ttwas lmplemented ln naxt’ column) 2 imifstrative matters, Wcluding a summaty of thelr financial statements thata are,
_ |Performange, Systém, Including the. full history.of ench component and descriptions of all deslgnad fora knowledgeable buE non-expert audiénce; on an aphual basls, These
Taking calculations, annual reports.are avallable o1, the SFERS Website and Ifclide audited ﬂnanclal -
Accountablilty and}’ ‘ o statements and requlred supplemen\nry Information, an acttiatlal valuation, and a
Transparency o ,department anriual feport which zonsolidates the financialand actuarial *
the Next Level nformation with detailed informatién on the adiministration of the neﬁrement
Syshem The detalls of th breakotit-for each companent of unfundéd llabliity”
" Jrelated to the Citv‘s reﬂrement planare conmlnsd In eaoh apniual actuarial
valuation report;. .The Retirement System malnta]ns at laast fiva years of the SFERS
. annual actuarial valuaﬁon repoit on lts website, Historical valuation reports
N . beyand the years avauab lean the webslte are avallable by request to the-
. ; ReﬁrementSysbam The Retlrement System welcornes comments on spaclflc ways
—

tb improve these varlous products to ensure thelr abllity to be useful to'a broad
array of audlences Interested In thls complex ‘r.oplc.

Retiremant Board Responses September 12, 2017




- |2017 Responsds (i

"I TheSF Retirement |R1.1
System-~ Increasing

That the Mayor and Board of Supervisors fully disclose the finariclal detalls of 8 anv -
future retirement benefit Increases or decreases'to the publlc

The recommendatioh has bean xmplemgnted (summary of how
ik was| lmplemented in next column)

. fbest avallable demographlc Information and economic Irformation at the time; as
|wett as tha Tong: term demngraphlc and economic assumptions adopled by the
. Retlrement Board..The reporﬂs lnten d
“ithe Clty's voters, by pruvldlng an axperts projectlon of the overali cust and
g bili

. economic and damographleass -and chahges In platiprovisians which aré

The Retlremant Board will continue Jts long- standlng nractice for sny and all f ure
Clty ordlnanices or Cil ty Charter. \dments that }mpact retirement bianefits, The
Retirament Board's consulting actuary will prapare afid presenta cost- effact -

report to the Board af supervts s, as tequited under the City Charter. Each’ yeport

will be prepared In- accordance with Industry-standfards and practices; using the

asslst the Board of Supemsors and/or

‘reports-aéourately measiire the
cbst/effect Impict of the propositiorst the time' they are prepared; Certainly, the
tostor change I llabmtv may differ, In thé fidture, due to thanges In find -
|nvastment performance (evg. 2007—05 Global Financial Crlsls), changesin

) Accountability and

¢9L¢

R12

That by the end of 2018, the Retirerment Board produce-an annual report for.the

‘| public showing each component of the debt bweéd by the City to !:hei Retirement
"} System, Including the fuill history of each componerit and deseriptions of all

caloulations,

The recommendatlon has beenimpl e ) ted (summary of haw
. lt was lmplemented i nextcolumn) -

. annual rapnrts e avallable onthe SFERS wbsite and Include. audited ﬂnanﬂai

: relwed fo'the City's reﬂrement plan afe contained Ih each annual; A
. |valuation teport. The Retirement Svstem malhtaing at (eastﬂve years ‘of the SFERS,

The Reﬁrement System provides extenslve reports detalhng ﬂnanclat actuanal an
admlntstraﬂve matters, lm:ludlng a summmy ofiheur financial smemenbs that : are
d R dience, on an; antiudl Basis: These

statements snd requlred supp)ementaryt fnrmat!on, an actuarial va} tlon, and E
deparfmentannua! refort Which consondates the finanelal and actuaftal: *
infarmation with detalled Inf tlon on the ; finlnlstration uf the Rehmment
System. The detalls of the breakout’ for each onent of unfundet llabmty

risl

annual sctuarial valuation reportan s website. Historical valu ! ‘fepofts
beyond the years avallable o the, wahslte are avallable by requést tothe
Retitement, . System. The Reﬂrement System welcomes comments on spaciflc ways
to Improve these various produets to ensure the{r ab:hty to ha useful to a hroad
array of aydiences intergstad In this complex tople,

Retirament Board Responses September 12, 2017
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2017 Risi Te;

The 5F Retifement
System- intreasing
Underfstanding &
Adding Voter
Oversight

The SF Refirement

That‘cha Bnard of Stpervisors establish a permanent Reﬁrement System 0verslght
Committes to develop s comprehenslve, fong-term solutioryfor the Refirement
System that Ts fair to both employees and taxpayers, and present itto the voters In
a proposition by 201E. All options for reduclig genslon liabllities must be
considered, Including.a hybrid Defined Benefit /.Defined Contribution plan. The
déitalls of the comimittea are: 1, Name: Retirement System Oversight Committee 2,
Purpose a, Develop & comprehensive, long-term solutlon for the Retirement
Systetn's unfunded Hablfities that is fair to hothemployees, retirees, and taxpayers,
and present it to voters It a propositien’ by the end of 2018, All options should be
on the table, Including a Hybrid Defined Benefit / DefinédContribution plan, b,
fnform and educate the ptiblic concerning thg finances of the Retirement.System. ¢,
As needed, develop sofutlons to future probléms the Retirement System
encounters and, Jf fecessary, present them to voters Ina pioposition. All options
should be an the table, including a Hybrid Defined Benefit / Defined Contribution
plan, d. The Committee shall provlde overslghtto ensure that:.(1) actlons taken by
the Retirement System are In the best Interest cfthe residents &f SanFrandisco; (2)
gl propositions that _mopﬂfy the Retlrement Systern are:adequately deserlbed to

Ivoters In the Voter Information Pamphlet, e In furtherance of its purpose, the
Jcormittee may engage.ln.any of the followlrig astivitles: 1, Inquire Into the actions

of the Retiremaiit System by reviewing reports, analyses, financlal statements,
actuarial reports, or, other materjals related to the Retirement System, . Holdlrig
public méetings to review the effect'on San Francisco.residents of actlons taken by
the Retlramient System. 3; Public Meatings a. The Board of Supervisors shall provide
thedominittee with any 1 y technical assistance and shall provide
administrative assistance In furtherance of (ts purpose and sufficient resources to
pubilicize the conclusions of the committee.,

b. All committes proceedings shall be subjectto the California Publié Records Act

Retirement - -

The recommendaklon will not be Implemanted because It1s not:

warranted or reasonable (explanation I next column)

This recommendation should be dlrec];ed ‘o fhie Board.of Supervisars and hotthe

. |Betltement Soard..

Note: These consideratlons alrerdy have and do oceilr, Forexample, In 2011, the
Mayor, the Board of Suparvisors, other City officlals, employee groups, and

* imembers of the publlc warked to pass Proposition . Now, under Propesition C,

employees pay more out of each and every paycheck.into the SFERS Trust, which
has reduced the Clty's contribution rate, as apercentage-of payroll. This has
reduced the City' s pension Ilablllty aver the fong term,

On an‘annual basts, the City's leadershnp reviews penslon tosts, contribution rates;
and thelr fimanclal impacts n the Clty budget process and In other settings; Ona

regular basis, SFERS provides the Glty with détailed Informationy fundlig ahd

. contribution projectlons and stress testing.results from the Retirement Board's

" actuarial cansuftant, and any other requested Information related tothe pension

. linbllitles and employer contributionsas partof the Clty's'overall financlal planning

process, All changesin SFERS benefit provisioris must be approved by the City's.

- |vciters. The Retiremént Board cannot approve changes in SFERS benafit provislo

163

System: Increasing
Understanding &
Adding Voter
Oversight

A2

That by the end of 2018, the Mayor and Board of Supervisors submit 2 Charter
amendment proposition to the voters to add three additional public efmbers who
are’'not Retirement System membets to:the Retirement Board,

Retirement

The recommendahonw)ll not be xmplemented because it)s not’
. warranted of reasonable {explanaﬂon T next cojumh}

This recommendation should be directed to the Mayor's Officé and Board of.

Supepvisors and not the Retirerient Board.
.| Note: SFERS does niot bielleve thls recommendation will lead to tha deslred
“joutcome of hidving representativés on the Retirement Board “to watch out for the
Interests of the Clty and its residents.”

" |All members of the Retirement Board, regardless of who slected ar appointed

them to the Board, have a flducliry duty to SFERS participdnts and thelr
beneficiariess In accordance with the Callfornia Stata Constitution, this-duty takes |:

:| precedénce over any.other duty or concern. Under'the State Constitution, the
‘|Retirement Board Is required.to’ dlscharge its duties with resfiect to the SFERS
‘| Trust solety In the Interest of, and for the exclusive purposes of providing benef

ta SFERS participants and thelr beneflclarles, minimizing employer cantribution:
therato, and defraylg ¢ bl expenses of ad| Ing the system. Under
trust law, the Retirement Board's duty. to Its participants and thelr beneficlaries
takes brecedencs over ahy other duty, including any duty to the City or its
residénts,

Board R

&

"

b

er12, 2017




CGEYaar |
2016-17 |The SF Retiremetit That by the end of 2018, the Retirement System develop and maintaln a dateset | Retirement 'The re:ummendaﬂon will not be implemented hacause it Is not : - :
- |System-Increaslng} -1based on the data’n its actuarlal and financlal reports of the last 20 years, and Board warranted of reasonab[cf {explanation In nest column} The Retirement Systam produces.various reparts detalling flhancal, a_ctunflal, and
Understanding & make that dataset avallable to the public, S P - - operational Issues; Including a summary of thetcfinanclal ststements thet are-
Adding Votar - Jdesigned fora knowledireable but non-expert audlence, The Retirement System
Overslght - provldes extensive reports detalling financlsl, actuarlal anid adm\nlstratlve matters;
ava!lable on thg SFERS webslte, an an annual basjs. These anhual reports Include
avdited finapclal statements and reqitired supplementary Information, an actuarlal
% jvaluation,and departmentannuai teport which consolldates the flnancial and |
) ** actuarlal Information with detalled Infarfmation on the adminlstration of the |
7 {Retirement System. The data used to pmduce these reports s avallable tothe |
= | publlé to the extentitIs not pmtected from disclosure by law.
- - {re Retirement: System welcomes commehts on specifié ways toImprove the
| publis avallabﬂl\y of data used Inf preparing the various réports t ensire thelr-
: .'|abllity to be useful to 2 broad atray of audierices Interested In these complex
B togies,
2016-17 [The SF Retirement That by the end of 2018, the Controller's Cffice develop and produce anannusl  |Retirement The tecgramendation wilf notbe xmplemented Bocalse It s not |This recommendation shoufd be directed to the Contrullers Office and not ths
- [System-Increasing Retirement Systr Report that clearly explains the current and projected status of |Beard warmnted of reasonabla (expianaﬂon Innéxt :olumn) Retlrement Board..
Undetstanding & the Retirement System and its effect on the City's budget, : 3
Adding Voter - i
Overslght
N
~JI
o
B
R Board Resy ber 12, 2017




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
repott, The San Francisco Retirement System: Increasing Understanding and Adding Voter Oversight.
We would like to thank the membets of the Civil Grand Juty for theit interest in San Francisco’s
Retirement System and its role in the City’s long-term financial health. The report focuses prmarily on two
challenges with the Retirement System: reducing our long term pension obligations, and improving
transparency and accountability to taxpayets about the City’s pension costs.

The City remains commited to striving for responsible stewardship of the San Francisco Employees’
KRetirement System (SFERS). The careful management of retirement obligations and their associated costs
is critical to ensuting the City’s financial security. In 2011 Mayot 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 requitements that employee contribute at least 7.5% of their salaty

toward their pension costs, depending on the health of the pension fund. This was estimated to save the
City up to $1.3 billion over the subsequent 10 years Without this legislation, the Clty s fiscal outlook would
be considerably worse.

There ate mutiple dtivers of the City's long term pension obligations. Howevet, SFERS is among the top-
petforming and well-funded public pension plans in the United States. The System is curtently 85%

. funded, vetsus an average of 72% funded amongst peer jurisdictions. That funding gap that will be closed
over the long term, not only by the City but also by City employees as a result of the employee cost sharing
provisions approved by the voters in 2011 and future investment gains. However, futute pension liabilites’
are a great concern for the city, and ‘ate carefully tracked and analyzed closely on an ongoing basis by the
Mayor's Office, Controller's Office, Retirement System and the Boatrd 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 ate attached.

Bach signatory prepared its own responses and is able to tespond to quesuons related to its respective patt
of the teport.

1 DR. CARLTON B. GOODLETT PLACE, ROOM 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (418)/558-6141



Thapk youagain for the.opportunity to commeant on this. Civil Grand Jury report.

Sincerely,

8
. 5
~_ Joha\Aratz o
Director oFthe Depdrtment of Electiong
‘ -CHON

Chstopher Jerdonek
President of the Hlections. Commission
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The SF Retlrement System- Increasing Understandin«~ -

"Ing Voter Overslght : RESPONSES TO CGJ FINUINGS

2017 Resporises (Agree/Disagree

rement
:reasing
ling &

er Oversight

F1

That there are multiple causes for the City’s
$5.81 billion debt to its Retlrement System,

Jincluding investment losses ($1.4 billion), a

court ruling on Supplemental Cost of Living
Adjustments {COLAs) In the 2011 Proposltion C
($1.3 billion), and changes In demographic
assumptlons ($1.1 billlon), However, the
principal underlylng cause Is the estimated

153.5 billion in retroactive retirement benefit

Increases implemented by voter-approved
propositions between 1996 and 2008.

Mayor

disa:gi'ee with-it, partially (explanation In ne{¢ columny).

We agree that there are mitiple drivers of the C|ty s long term pensuon obligatlons However, SFE

a performlng and well-funded public pension pians [n the United States. ‘We are confident that, ave
. " lassets I, the SFERS Trust will be sufficient to pay the promlsed benefits to all active and rettred S
.. [the Retirement Board receives an actuarlai valuatlon - a snapshot of the long-term progress of the
.|of all promised benefits- from whith they review and adjust, if prudent and appropriate, extstlng

the long-term financlal strength of the SFERS Trust. In accordance with the City Charter and Retir

ES cost or increase in liabilities assodated with every voter-approved proposition Is amortized over

- ff_he.Bet!remth'Syé{eni unfunded liability }s.gnr;t a "delﬁf’-,‘b@t rather a f\jh‘diﬁé'gap: that will be mz
. ~Iterm, not only by the City, but also by City employees as a result of the employee cost:sharing prc
. |Clty voters in 2011 (Proposition C) and long term Investment galns:, As reflected in the past Inves

RetlrementSystem ~relative to U.S. publc fund peefs, SFERS” Investment results ranked In the fir
year and 10 year time periods, mvestment galns wi N also contrlbute a slgnlﬂcant amount towards
hablhtles of the Retirement System . :

rement

sreasing
ing &

er Oversight

L9Le

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

System {they receive, or will recel\/e, pensions);

3) that when It came to retroactive retirement
benefit Increase propositions between 1996
and 2008, the Mayor, Board of Supervisors,
Retirement Board, and Controlier did not fulfill
their responsibiitty to watch out for the
interests of the City and its resldents; and 4)
that desplte br.evlous Retirement Systern-

. |related propositions (2010 Proposlition D and

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

Mayor

_'disagree with it, partially (expfanation In next column)

- |We are In agreement that thé City's Retlrément System diligently protects thie retirement interest
“ 1and Retirees {item 1). We also agree about the composition of the retirement board {item 2). -

However, we disagree with finding 3) Cost ahialyses prepared by the Controlier and thé Retlrerr

" {upon the best available Information, and were in line with actuarial and economic assumptlons Ir

noted In those analyses, benefit costs and Retirement Fund results are highly sensitive to a numb
assumptlons, several of which were not met in the years following the changes approved by vote

[ add;tlon, we dlsagree w1th finding 4). Future pension liabilites are a great concern for the city,
and analyzed closely on an ongolng basls by the Mayor's Office, Controller' s.Dfﬂce, Retirement Sy
Supervisors' Budget and Legislative analyst. Projected costs are forecast and incorporated into-ou

"{process which Is jointly developed by the Mayor's Budget Ofﬂce, the Controllers Office and the B

Budget and Leglslatlve analyst

We have also made slgniﬂcant strides In enacting policy to reduce our pension ﬂa‘bmty anc el

~{reduce our long term pén_sion Habilities, The SFERS retirement system is 85% funded, Whii.  _dr

important to consider that relative to comparable systems, San Franclsco's SFERS is faring very w
perfarming and well funded pubnc pension plans in the United States. A recent report by the City

. lthatthe peer average for city employee pension plans as of FY 15 was 72% funded (compared wi

Instance CALPERS is currently funded at 69% and Los Angeles is funded at 83%. As of FY 15, Seatt

Portland at 46%.




1€ > Reurement dYStem-increasing understanding Aading voter Oversight: RESPONSES TO CGJ RECOMMENDATIONS

2017 Responses (Implementation

2017; Response Téx

RL1

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

Mayor

The recommendation has been Imp!emented (summary, of how
it was iImpleménted In next column) ‘

The financial impact of rnaJor changes that impact benef

E fully disclosed to the voters via the ballot (see below). D

" |by the Retirement Board are also already disclosed fo th
" lare pubhc, agendas and mmutes are posted on||ne Any
\is publlcly posted . Co

) AII changes In SFERS beneﬁt provrstons must’ be approve

items on-the ballot we are required by charter to providz
detailmg the costs of the proposition, whlch are disclose

- Retirement System and the Controllér's Office prepare e

pensson»related measure placed on the ba[lot By neces
aré brief written statements, with more detajled f* =g
for mspec’uon by members of the public mtereste; £
depth : : : |

R1L.2

89L¢

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

Mayor

The récommendation has been Imp!emented (summary of How
it was implemented In next golumn)

The R{atiremen'f System provides extensive reports detal
and administrative matters on an dnnual basis. Thase ar

" |audited financial statements and required supplémentat

actuarial valuation, and a department annual report whi

-[financial and actuaria) information-with detailed informz

administration of the Retirement System. The détails of
component of unfunded liabllity rélated to the City's ret
contained in the ahnual dctuarial valuation report, There
calcufation method irf the appendix of the report. The R
maintalns five years of the SFERS annual actuarial valuat
Historical valuation reports beyond the five years availal
available by request to the Retirement System,




The SF Retlrement System-Increasing Understanding Adding **~+er UVersignt: KEDPUNDED U Ll KELUIVIVIENUA 1IUND

Recommendations; \ .- |2017 Responses {Implementation '12017: Response Te

R2.1  |Thatthe Board of Supervisors establish a permanent Retirement System Oversight | Mayor The recommendation will not be implemented-be,c‘all"se:it is not | The City already has a Retirément Board which functicns

. Committee to develop a comprehensive, long-term solution for the Retirement | : - |warranted of reasonable (explanation in-hext column) .- |Retitement System, and the Mayor's Office has no autho
System that is fair to both employees and taxpayers, and present it to the votersin . A ' © 7" |empanela new Board committee. Mayor, Lee worked to.|
a proposition by 2018, All options for reducing pension liabilities must be ‘ B ' ' : i ) - |reform leglstation in 2011 and the City's long term pensic
considered, Including a hybrid Defined Benefit / Defined Contribution plan. The ’ '_ "7 |muchworse f it was not for these measures, Lastly, the
detalls of the committee are: : ] ' S L pension costs in our long range financial planning- throuy
1. Name: Retirement System Oversight Committee - o S o T - |plannii process; deficit projections as well as through tt
2, Purpose ’ o S o " :lwhichare developed by the.Mayor's Office in collaborati
a. Develop a comprehensive, long-term solution for the Retirement System’s - T o " .. .. |office and the Board of Supervisors. We closely monitor
unfunded liabilities that is fair to both employees, retirees, and taxpayers, and o o " . .« " |pension obligatlons on our long term deficit:and wili cont
present it to voters in a proposition by the end of 2018, All options should be on ) . . o . .. lprojected deficits over time.

‘Ithe 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 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

':l’ voters in the Voter Information Pamphlet.

o 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, actuarlal reports, or other materials related to the
Retirement System. . . .

Rz.2 That by the end of 2018, the Mayor and Board of Supervisors submit a Charter Mayor . '[The recommendation will not be implemented because it is not | This recommendation is intended to add individuals to ti

amendment proposition to the voters to add three additional public members warranted or reasonable {explanation in next column) board who are not beneficiaries of the trust fund, and w
who are not Retirement System members to the Retirement Board. presumably act as guardians of the public interest. How

obligated to act only in the fiduciary interests of t+ n
recommendation would not accomplish its intende.. 508
will not be pursued. The City-closely monitors pension cc
financial planning - through the 5 year financial planning
projections as well as throUgh the 2 year budget process
the Mayor's Office.in collaboration with the Controller's
Supervisors. We closely monitor the impact of our pensi
- {long term deficit and will continute to seek to reduce pr
The Mayor will continue to consider any and all mechani
ensure fiscal sustainability.
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- Firdiig

assigned by |

| Résponde

sp

Voter Oversight

That the Voter Information Pamphlets for
retroactive retirement benefit increase - Elections
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,

Department of-

disagree with it, wholly (explanation in next column

The Department lacks sufficient knowledge to determine

included the information set forth in this finding.

OLLe



The SF Retlrement System-Increasing Understanding Adding */~*er Oversight: RESPONSES TU UG KELUIVIIVIENDA L IUND

2017 Response Te

R3.1 That the Elections Commission and the Department of Elections ensure that future Department of The recommendatlon will not be Jimplemented because it's hot | The Department facks the authority to ensure that futur:
Voter Information Pamphlets for Retirement System-related propositions provide |Elections warranted or reasonable {explanation in next column) . w‘;th complete financial details regarding Rétirement Sys
voters with complete financial details. - e ) - * |The Department of Elections does not determine the cot

Information Pamphlet; that determination is niade by or
‘|ordinances are included in the Municipal Elections Code.
is slmp!y to format informatron and-transmit it to the pri
an ordinance requmng the Department of Electlons toin
mformatxon regardlng costs associated with retlremant t
o !nforma’clon Pamphlet the Department will do so. -

R3.2 That by the end of 2018, the Controller's Office provide SF residents, employees, |Department of |Therecommendation will not be implemented because It is not The Department Iacks the authorlty to reqmre that the C
and retirees with a description of the City’s Retirement System that enables them |Elections warranted or reasonable (explanation in next column) SFresidents, employees, and rétirees witha descii* "o
to make informed decisions about It. ' L TS Te a4 T |system that enablés them to make informed detis.  a

ladopted that requlre_gaddntnonal content to be included
Pamphiet, the Department will comply with the ordinan

LLLT
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sport Title: S 2GJ:; :
‘etirement F3 . That the Voter Informatlon Pamphlets for Elections Commission dlsagree wrch it wholly (exp‘anatnon in riext column) "|The Elections Commission disagrees wholly with'the fmc
- Increasing retroactive retirement benefit increase o S . . Cominission lacks the knowledge to assess whether thes

" anding & propositions between 1996 and 2008 did not " did-not provide voters \mth full and accurate informatior
Voter Oversight 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.

proposut]ons

¢LLE



The SF Retirement System-increasing Understanding Adding " *er Oversight: RESPONSES 1U L) KELCUIVIVIENUDA TIURD

2017-:Responses (implémientation

2017/ Respoiise Tex

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 detalls. )

Elections
Commission

The recommendation will not be implemented because it is-not

warranted of reasonable (explanation in next column}

The Electi'qns_ Compilssion will not implément this recomr

- |commission lacks the authority to do what is requested.

R3.2

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

Elections
Commission

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

The Elections Commission will not implement this recorr
Commission lacks thé authority to do what is requested,

ELLC



CITYAND COUNTY OF SAN FRANCISCO

"OFFICE OF THE CONTROLLER .+ BenRosenfield
' ‘ ‘ Controller -
Todd Rydstrom'
- Deputy Controller
August 11, 2017

The Honorable Teri L. Jackson -

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

San Francisco, CA 94102 |

" Dear Judge Jackson:

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

 Oversight. We would like to thank the Civil Grand Jury for their attention to this subject. Managing
retirement benefits, plans and funding are among the most complex financial and workforce issues faced
by governments and other entities nationwide. Consistently modehng, projecting'and managing pension
costs, and providing reportmg and transparency to the public, is challenging. The Controllet’s Office
works continuously to merove 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 staternerits,
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 Superv1sors and Iﬂnmately
adopted by Clty voters.

' The Civil Grand Jury’s report provided imﬁortent findings and recommendations and helped us
understand how our financial reporting and statements are received. We will use this feedback to
1mprove efforts to oommumoate with 1eadersh1p, stakeholders and the pubhc on these issues.

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

Respectfully submitted, - |

%:,z/c/d' o

~ B osenﬁeld
Controller

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

5547500 CityHall +1Dr. Carlton B. Goodlett Place » Room 316 & Ffhncisco CA 94102-4694 FAX 415-554-7466



. 2016-17 Civil Grand Jury
The SF Retirement Sy....m- Increasing Understanding Adding Voter Oversight : RESPONSE.. .. CGJ FINDINGS

y CGJ -

2017 Response Text:

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

" [the City's employees and retirees; 2) that the

Retirement Board has 2 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 Controfler
did not fulfill their responsibility to watch out
for the interests of the City and its residents;
and 4) that despite previous Retirement
System-related propositions {2010 Proposition
D and 2011 Proposition C) that reduced future
pension fiabilities, the Retirement System
remains seriously underfunded, threatening
the fiscal status of the City.

Controller

disagree with it,
partially (explanation
in next column)

_|While the Controller's Office finds the Civil Grand Jury's statement regardmg

the health of the Retirement Fund to be overstated, we do share the general
concern regarding the increase in the system's net pension fiability in recent
yea:rs and its implications for future City costs. We have presented discussion
and analysis in the City's recent Comprehensive Annual Financial Reports
(CAFR}) and in thé City's Five-Year Financial Plan on this topic. We believe that
the health of the system needs to be closely monitored and that it is likely to
create financial pressure for the City in the years ahead absent changes to
benefits. The Controller's Office disagrees with the finding that our office, the
Mavyor, and the Board of Supervisors did not fulfill our responsibilities ta
watch out for the interest of the City and its residents regarding benefit
changes oni the ballot between 1996 and 2008. Cost analyses prépared by our
office and the Retirement System were based upon the bestavailable
information, and were in'line with actuarial and economic assumptions in use
atthetime. As noted in those analyses, benefit costs and Retirement Fund
results are highly sensitive to a nimber of economic assumptions, several of

which were not met in the years following the changes approved by voters.

E3

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

Controller

disagree with'it,
partidlly (explanation
in next column)

The Controller's Office cost analyses for measures in these years included
estimates bdsed upon actuarial and financial assimptions utilized by the
Retirement System at the time. Our analyses noted the sensitivity of the cost
analyses to these assumptions. By necessity, these cost analyses are brief
written statements for the Voter Informatian Pamphlet, with detailed files
maintained for stakeholders or members of the publicinterested in exploring

) further. We are open to specific comments on ways to improve our ballot

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

The-Contraller 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 publicin a dataset,
making research and analysis more difficult.

Controller

disagree with it,
partially (explanatiori
in next column)

The Retirement System produces various reports detailing financial, actuarial,

and operational issues, including a summary of their financial statements that
ér_e designed for a knowledgable but non-expert audience. The Controller's
Office, in the City's Five-Year Financial Plan, reports on the expected future
retirément costs to the City, and includes discussion of the health ofthe
Retirement Fund in the City's Comprehensive Annual Financial Report (CAFR).
The Controller's Office has made regular public presentations at hearings held
by the Board of Supervisors on the health of the Retirement System and its
implications for the financial health of the City. We welcome comments on
specific ways to improve these various products to ensure their ability to be
useful to a broad array of audiences interested in this complex topic.
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2016-17 Civil Grand Jury

The SF Retirement System-lncreasing Understanding Adding Voter Oversight: RESPONSES TO i} RECOMMENDATIONS

assignéd.by.C

017 Responses (mplémehtatlor

esponsg:Tex

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

Controller

The recommendatlon ‘will not be
implemerited because it is not
warranted or reasongble
{éxplanation in next column)

This recommendatlon should be directed to the Mayor and

Board of Supervusors and not the Cantroller's Office. In our
role asfinancial advisor, the Controllers Office will support
whatever efforts policymakers put in place to study the
health of the Retirernent Fund and to consider changes to
manage future financial costs forthe City, We note,
howeéver, 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

tfor the City's finances. Further, the Controller's Office has
|supported five different efforts in the (ast eight'years to

madel financial and actuarial projections and make changes
to pension benefits to better manage future costs. Many of
these efforts have resulted in proposals moved forward by
the Mayor and Board of SUperwsors and ultimately adopted
by City voters.

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

Controller

The recommendation will not be
implemented because It Is not
warranted or reasonable
(explanation in next éolumn)

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

That the Elections Commission and the
Department of Elections ensure that
future Voter Information Pamphlets

. [for Retirement System-related
propositions provide voters with
complete financial details.

Controller

The recommendation requires
furthier analysis (explanation of the
scope of that analysis and a
timeframeé for discussian, not more -
than six months from the release of
the report-noted in next column)

i Both the Retzrement System and the Controller's Office

prepare extensive analyses of any pensmn—related measure

" Iplaced on the ballot. By necessity, these cost analyses are

brief written statements, with more detailed files
maintained and available for inspection by members of the
public interested in exploring the issues in more depth. We
are open to specific comments and thoughts on ways to
improve our ballot cost analyses, including those for future
pension measures. We are open to the possibility of
providing a background section in the Voter information

-|Pamphlet with further information on public pension

structures and San Francisco's status. We currently provide
a background section regarding debt management, bond
financing and San Francisca's status in all elections where
bonds are on the ballot.
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The SF Retirement Systern-Increasing Underétan'ding Adding Voter Oversight: RESPONSES TO wi) RECOMMENDATIONS

017 Responses {implementation

esponse Tex!

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

Controller

The récommendation has been

lmplemented (summary of how it
was Amplemented in next column)

The Retirement System, the Confroller's Office, and others

already produce a wlde array of public reports for various
atdiences on the financial health of the Retirement Fund

. |and its implications for both beneficiaries and the City
" {government. We have augmented this reporting in recent

years with additional detailed arialysis and discussion in the
City's Five Year Financial Plan: We welcome specific

|suggestions to improve these products, but do not believe
that an additional annual report will improve public
-|knowledge of this topic. As discussed elsewhere, we are

open o specific means of improving our ballot measure

- |analysis, including the possibility of providing additional
" Ibackground information in the voter information pamphlet

when pension measures are placed before the voters,
similar to our discussion of debt financing when bond
authorizations are on the ballot.

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

Controller

The recommendation will not be-
implemented because it is not

Warranted of reasonable

(explanation in next column)

Th!s recommendatlon should be directed to the Retlrement

- System and not the Coritroller's Office.

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

Controller

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

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

Finding F1

That there are multiple causes for the City’s $5.81 billion debt to its Retirement System, including
investment losses ($1.4 billion), a court ruling on Supplemental Cost of Living Adjustments (COLAs) in
the 2011 Proposition C ($1.3 billion), and changes in demographic assumptions ($1.1 billion). However,
the principal 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 drivers of the City's long term pension obligations. However, SFERS is
among the top-petforming and well-funded public pension plans in the United States. We are confident
that, over the long term, the assets in the SFERS Trust will be sufficient to pay the promised benefits to all
active and retired SFERS members. Each yeat, the Retirement Board receives an actuarial valuation - a
snapshot of the long-term progress of the fund toward full funding of all promised benefits - from which
they review and adjust, if prudent and appropriate, existing funding policies to ensure the long-term
financial strength of the SFERS Ttust. In accordance with the City Charter and Retirement Board policies,
the cost or increase in liabilities associated with every voter-approved proposition is amortized over up to a
20-year period.

The Retirement System unfunded liability is not a “debt”, but rather a funding gap that will be made up
over the very long term, not only by the City, but also by City employees as a result of the employee cost
sharing provisions approved by the City voters in 2011 (Proposition C) and long term investment gains. As
reflected in the past investment performance of the Retirement System — relative to U.S. public fund peers,
SFERS’ investment results ranked in the first quartile for the 3 year, 5 year and 10 year time periods,
investment gains will also contribute 2 significant amount towards reducing the unfunded liabilities of the
Retitement System. :

SF CGJ Notes

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

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

The 6/30/16 GASB 67/68 Report (page 9) shows the “Plan fiduciary net posmon as a percentage of the
total pension liability” as 77.61%.
http:/ /mysfers.org/wp-content/uploads /1109201 6-board~meemng—1 1-gasb.pdf

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

http / /mysfers.org/wp-content/ uploads /SFERS_AnnualReport_FY16_web. pdf

None of the reports explain the differences between the Actuarial Valuation Report’s funded percentages
and the funded percentage in the GASB 67/68 and SFERS Annual Reports.

Page 10£ 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 Iiabﬂityl is patt of employees’ compensation for services rendered duting a year for the
benefit of the City’s residents. By amortizing the unfunded liability over up to 20 years, we are making
future residents pay for services teceived by current residents. This is called intergenerational inequity.

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

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

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

In accordance with the City Charter and Retitement Board policies, the cost or inctease in liabilities
associated with every voter-approved proposition is amortized over up to a 20-year petiod. The rermaining
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 Lability is part of employees’ compensation for services rendered during a year for the
benefit of the City’s residents. By amortizing the unfunded liability over up to 20 years, we are making
future residents pay for services received by current residents. This is intergenerational inequity.

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

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

(bolding added)

Page 2.0f 18
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, THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

Recommendation R1.1

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

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

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

All changes in SFERS benefit provisions must be approved by the City’s voters. For items on the ballot we
are required by charter to provide actuarial reports detaj]jxig the costs of the proposition, which are
disclosed on the ballot. The Retitement 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 i mspectton by members of the pubhc
mterested in exploting the issues in more depth.

SF CGJ Notes

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

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

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

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

SF CGJ Notes

The actuarial cost reports for retroactive beneﬁt increase propositions were not menuoned 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 Board produce an annual report for the public showing each
component of the debt owed by the City to the Retirement System, including the full history of each
component and descriptions of all calculations.

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

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

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.

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

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

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

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

The Retirement System provides extensive reports detailing financial, actuatial and administrative matters,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience, on an annual basis. These annual reports ate available on the SFERS website and include audited
financial statements and required supplementary information, an actuarial valuation, and a department
annual report which consolidates the financial and actuatial 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 retitement plan ate contained in each annual actuatial valuation report. The
Retirement System maintains at least five years of the SFERS annual actuarial valuation report on its
website. Historical valuation reports beyond the years available on the website are available by request to
the Retirement System. The Retirement System welcomes comments on specific ways to improve these
various products to ensure their ability to be useful to 2 broad atray of audiences interested in this complex
topic.

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 proposmon

The calculations are not described: See above SF CGJ Notes on Appenchx B.
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Finding F2

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

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

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

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

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

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

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

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

We have also made significant strides in enacting policy to reduce our pension liability and continue to
look for ways to reduce our long-term pension liablities. The SFERS retirement system is 85% funded.
While still not fully funded, it is important to consider that relative to comparable systems, San Francisco’s
SFERS is fating very well, and is among the top-performing and well-funded public pension plans in the
United States. A recent report by the City Services Auditor found that the peer average for city employee

| pension plans as of FY 15 was 72% funded (compared with SFERS at 85%). For instance, CALPERS is
currently funded at 69% and Los Angeles is funded at 83%. As of FY 15, Seattle was funded at 66% and

| Portland at 46%.

SF CGJ Notes

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

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

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

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

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

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

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

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

Retirement Board’s control. The Retirement Board fulfilled its fiduciary responsibility, as required by law,
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for each of the Retirement System-related proposmons presented to the City's voters between 1996 and
2008.

SF CGJ Notes

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

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

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

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

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

SF CGJ Notes

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

This is a reason for creating a Retirement System Oversight Committee, or a simnilar 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, knowledgeable group of
the stakeholders and have them propose solutions to Retirement System issues.

Recommendation R2.1

That the Board of Supervisors establish a2 permanent Retirement System Oversight Committee to develop
a comprehensive, long-term solution for the Retirement System that is fair to both employees and
taxpayers, and present it to the voters in a proposition by 2018. All options for reducing pension liabilities
must be considered, including a hybrid Defined Benefit / Defined Contribution plan.

The details of the committee are listed at the end of this document due to its length.

Page 7 of 18

2785



THE SAN .FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

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

The City already has 2 Retirement Board which functions as oversight to the Retirement System, and the
Mayor’s Office has no authority to establish or empanel a new Board committee. Mayor Lee worked to
pass major pension reform legislation in 2011 and the City's long-term pens1on obhgattons would be much
worse if it was not for these measures. Lastly, the City closely monitors pens1on costs in our long range
financial planning- through the 5 year financial planmng process, deficit projections as well as through the
2 year budget process, which are developed by the Mayor's Office in collaboration with the Controller's
Office and the Board of Supervisors. We closely monitor the impact of our pension obligations on our
long term deficit and will continue to seek to reduce projected deficits over time.

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

. The Retitement 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
Couzt 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 thé Retirement System, and those changes might not be to the
City’s benefit. The City should get ahead of this situation by creating a permanent, knowledgeable group of
the stakeholders and have them propose solutions to Retirement-System issues.

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

This recommendation should be directed to the Mayor and Board of Supervisors, and not the Controllet's
Office. In our role as financial advisor, the Controller's Office will support whatever efforts policymakers
put in place to study the health of the Retirement Fund and to consider changes to manage future financial
costs for the City. We note, however, that the City has rigorous ongoing practices built in to its financial

| management to review changes in the funded status of the Retirement Fund and their implications for the
City's finances. Further, the Controller's Office has supported five different efforts in the last eight years to
model financial and actuarial projections and make changes to pension benefits to better manage future
costs. Many of these efforts have resulted in proposals moved forward by the Mayor and Board of
Supervisors and ultimately adopted by City voters.

SF CGJ Notes

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

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

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

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

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

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

which has reduced the City’s contribution rate, as a percentage of payroll. This has reduced the City’s
ension liability over the long term.

Page 8 of 18

2786



THE SAN FRANCISCO RETIREMENT SYSTEM
INCREASING UNDERSTANDING AND ADDING VOTER OVERSIGHT

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

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

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

Recommendation R2.2

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

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

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

SF CGJ Notes

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

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

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

In accordance with Article XVI, Section 17, of the Cal for/zza Comz‘zz‘z/z‘zon, the Retirement Board shall bave plenary
authority and fiduciary responsibility for investment of monies and administration of the Retirement System.

“An excerpt from the CA Constitution, Article XV1, Section 17:
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(6) The members of the retirement board of a public pension or retirement system shall discharge their duties with respect to the
system solely in the interest of, and for the exclusive purposes of providing benefits fo, participants and their beneficiaries,
minimizing employer conttibutions thereto, and defraying reasonable expenses of administering the system. A
retirement board’s duty to its participants and their beneficiaries shall inke precedence over any other dusy.

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

This recommendation should be ditected to the Mayor and Board of Supervisors, and not the Controller's
Office. In our role as financial advisor, the Controller's Office will support whatever efforts policymakers
request to review govetnance questions regarding the Retirement Boatd. We note, however, that
Retirement Board members are fiduciaries that have a duty to the system's participants and not to "watch
out for the interests of the City and its residents." This broader responsibility falls on the Mayor, Board of
Supetvisors 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 ate not
subject to a vote of the people.

SF CGJ Notes

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

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

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

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

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

SF CGJ Notes

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

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

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

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

SE CGJ Notes

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

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

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

SF CGJ Notes

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

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

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

SF CGJ Notes

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

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

Recommendation R3.1

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

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

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

SF CGJ Notes

We should not have directed Finding F3 and Recornr'ncndaﬁoﬁs_ R3.1 and R3.2 to the Elections
Commission and the Department of Elections; we apologize for out error.

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

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

SF CGJ Notes

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

Recommendation R3.2

That by the end of 2018, the Controller’s Office provide SF residents, employees, and retirees with 2
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 ot reasonable:

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

SF CGJ Notes

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

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

SF CGJ Notes

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

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

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

SF CGJ Notes

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

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

Retitement Board Response to Finding F4
_ stagree with it, wholly.

The Retuement System provides extensive reports detaﬂmg financial, actuarial and administrative matters,
available on the SFERS website, on an annual basis. These annual reports include audited financial
statements and required supplementary information, an actuarial valuation, and 2 department anaual report
which cornisolidates the financial and actuarial information with detailed information on the administration
of the Retirement System.

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

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

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

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

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

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

do not desctibe the soutces of the data, and why much of the data is different than what is in the SFERS
Actuarial Valvation Report.

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

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

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

3. Publish complete amortization schedules for each of the current prbposition—based debts.

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

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 Controller's Office, in the City's Five-Year Financial Plan, repozts 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 heatings held by the Boazd of Supervisors on the health of the Retirement System and its
implications for the financial health of the City. We welcome comments on specific ways to improve these
various products to ensute their ability to be useful to a broad array of audiences interested in this complex
topic.

SF CGJ Notes

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

Recommendation R4.1

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

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

The Retirement System produces vatious reports detailing financial, actuarial, and operational issues,
including a summary of their financial statements that are designed for a knowledgeable but non-expert
audience. The Retirement System provides extensive reports detailing financial, actuarial and
administrative matters, available on the SFERS website, on an annual basis. These annual reports include
audited financial statements and required supplementary information, an actuarial valuation, and 2
department annual report which consolidates the financial and actuarial information with detailed
information on the administration of the Retirement System. - The data used to produce these reports is
available to the public to the extent it is not protected from disclosure by law.

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

SF CGJ Notes

The Retirement System data is not available on SF OpenBook (lattp://openbook.sfeov.org/) or DataSE
(attps://data.sfoov.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 tecommendation will not be implemented because it is not warranted or reasonable.

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

SF CG]J Notes

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

Recommendation R4.2

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

budget

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

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

SF CGJ Notes

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

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

The City's Five-Year Financial Plan includes clear discussion regarding the high-level financial status of the
Retirement Fund and its implications for future City costs, including analysis of the effects of a2 downturn
in investment returns that may occur in 2 recession. The City's Comprehensive Annual Financial Report
also includes discussion of the health and funded status of the Retirement Fund. The Retirement System
produces various reports detailing financial, actuarial, and operational issues, including a summary of their
financial statements that are designed for a 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 Retitement System and/or the Controller’s Office.

1. Create a Sankey Diagram for the Retirement System. Here’s a link to a CalMatters’ Sankey Diagram of
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 debis.
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Complete text of Recommendation R2.1

That the Board of Supervisors establish 2 permanent Retirement System Oversight Committee to develop a
comprehensive, long-term solution for the Retirement System that is fair to both employees and taxpayers,
and present it to the voters in a proposition by 2018. All options for reducing pension labilities 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 comptrehensive, long-term solution for the Retirement System’s unfunded
liabilities that is fair to both employees, retirees, and taxpayers, and present it to voters in a
proposition by the end of 2018. All options should be on the table, including a Hybrid
Defined Benefit / Defined Contribution plan. '

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

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

d. The Committee shall provide oversight to ensute 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 Retitement System by reviewing reports, analyses,
financial statements, actuarial repotts, or other materials related to the Retitement
System.

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

3. Public Meetings

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

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

4. Membership

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

i
ii.
ifi.

iv.

vii.

ix.

Public members must be voters.

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

The Mayor will appoint all other Public members.

Public membets can only be removed for cause.

Public members shall be experienced in life insurance, actuatial science, employee
pension planning, investment portfoho management, labor negotiations, accountmg,
mathematics, statistics, economics, ot finance. :

Public members will receive no compensation.

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

No more than two consecutive terms.

c. Represeatative members

i.
ii.
iii.
iv.
v.

vi.

Mayor’s Office representative.

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

Human Resources Deparﬁnent representative.
Safety Unions’ representative.

Miscellaneous Unions’ representative.

5. Committee Costs

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

“om: Carroll, John (BOS)
sent: Thursday, September 14, 2017 1:567 PM
To: BOS-Supervisors
Cce: BOS-Legislative Aides; 'Calvillo, Angela (angela.calvillo@sfgov. org)‘ 'c&v:lgrandjury@sftc org';

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

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

Categories: 170662, 170663

Supervisors:

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

Retirement Board Response - September 13, 2017

Clerk of the Board Memo - September 14, 2017

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

Board of Supervisors File No. 170662

Thank you,

John Carroll

Assistant Clerk

Board of Supervisors

San Francisco City Hall, Room 244

San Francisco, CA 94102

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

@

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

Disclosures: Personal information that is provided in communications to the Board of Supervisors is subject to disclosure under the California Public Records Act and

the San Francisco Sunshine Ordinance. Personal information provided will not be redacted, Members of the public are not required to provide personal identifying

information when they communicate with the Board of Supervisors and its committees. All written or oral communications that members of the public submit to the

Clerk's Office regarding pending legislation or hearings will be made available to all members of the public for inspection and copying. The Clerk's Office does not

redact any information from these submissions. This means that personal information—including names, phone numbers, addresses and similar information that a
~ember of the public elects to submit to the Board and its comm:ttees——may appear on the Board of Supervisors website 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 Franciseo 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227
DATE: September 14, 2017
TO: Meimbers of the Board of Supervisors
FROM: “Angela Calvillo, Clerk of the Board
SUBJECT:  2016-2017 Civil Grand Jury Report “The San Francisco Retirement S stem.,

~ Increasing Understanding and Addin; Voter Overswht”

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 béen implemented, with 2 summary explanation; or

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

3) the recommendation requires fuﬂher 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 fesponse
(attached):
¢ 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.
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The San Francisco Retirement 8¢ 1, Increasing Understanding and Adding Vote  versight
Office of the Clerk of the Board 6u-Day Receipt

September 14, 2017 ’

Page 2

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

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

Honorable Teri L. Jackson, Presiding Judge

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

Kate Howard, Mayor’s Office

Melissa Whitehouse, Mayor’s Office

Marie Valdez, Mayor’s Office .

Ben Rosenfield, Controller, Office of the Controller

Asja Steeves, Office of the Controller

Peg Stevenson, Office of the Controller

John Arntz, Director, Department of Elections

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

Chris Jerdonek, Elections Commission

Jon Givner, Deputy City Attorney

Alisa Somera, Legislative Deputy Director

Severin Campbell, Budget and Legislative Analyst
Ashley Clark, Budget and Legislative Analyst
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City and County of San Francisco
Employees’ Retirement System

September 13, 2017

The Honorable Teri L. Jackson

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

San Francisco, CA 94102

Dear Judge Jackson:

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

The Retirement Board appreciates the Civil Grand Jury’s recognition of its diligent work to protect the interests
of the beneficiaries of the SFERS Trust. As a result of this work, SFERS is among the top-performing and well-
funded public pension plans in the nation. The Retirement Board Is confident that, over the long term, the

* assets in the SFERS Trust will be sufficient to pay the promised benefits to all beneficiaries. The City and its
voters have also taken important steps to address the increase in unfunded liability. The pension reform
legislation approved by City voters in 2011 (Prop. C) will significantly reduce the City’s long-term pension
obligations and reduce the projected unfunded liabilities over time.

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

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

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

Respectfully submitted,

7 Husho
Jay Huish, Executivé Director, on behalf of the
SFERS Retirement Board

. e Angela Calvillo, Clerk of the Board, City and County of San Francisco

{415) 487-7020 1145 Market Street, Fifth Floor San Francisco, CA 94103
2800
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2016-17 Givil
The SF Retirement System- Increasing Understanding Ac

ury

.oter Oversight : RESPDNSESTD CGI FINDINGS

Respondent assigned .
CGf Year Report Title # findings by €GJ 2017 Responses (Agree/Disagree) 2017 Response Text
201517 |The SF Retirement Fi That there are multiple causes for the City’s  |Retirement Beard  |disagree with it, wholly {explanation  |The Retirement Board is confident that, over the long term, the assets in the
System- Increasing $5.81 billion debtto its Retirement System, in next column) - SFERS Trust will be sufficent to pay the promised benefits to all beneficiaries.
Understanding & including Investrent losses (1.4 billion), a We emphasize the jong term view because none of the figures cited as “debt”
Adding Voter Oversight court riiing on Supplemental Cost of Living

Adjustments (COLAS) in the 2011 Proposition C
(1.3 billlon}, and changes in demographic
assumptions {$1.1 billion}), However, the
principa] underlying cause is the estimated
$3.5 billion In retroactive retirement benefit
Increases implemented by voter-approved
propositions betwaen 1995 and 2008,

are due now. Rather, the ltems belng called a "debt” are funding gaps (i.c.,

- lunfunded liabilities) which are designed to be paid off ovér the life of the

SFERS Trust. Additionally, under Proposition C, City employees now pay more
out of each and every paycheckinto the SFERS Trust, which has reduced the
City's cost,

Despite investment shorifalls from two recent major recesstons, including the
Tech Butible and the Globaf Financial Crists, SFERS Is closing the gap and
ranked jn the first quartile of all U.S. public fund peess. SFERS investment
performance varies from year-to-year due to finandal markets; however,
SFERS invests for the Tong 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
Tabiiities.

In accordante with the City Charter and Retirement Board policies, the cast or
increase in liabllites assoclated with every voter-approved proposition is
amortized over up to a 20-year period. . The remaining cost of the banefit and
COLA increases approved by City voters between 1996 and 2608 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 Habllity resulting from the court
ruling on the Supplemental COLA retroactive payments of 2013 and 2014 was
caleulated 1o be $429.3 milfion, as of July 2016. :




¢08¢

2016-17 Ciil Grand Jury
The SF Retirement System- increasing-Understanding Adding Voter Oversight : RESPONSES TO CGI FINDINGS

Respondent assigned
CGlJ Year Report Title Findings by CGJ 2017 R {Agrec/Disapres) 2017 Response Text
2016-17  [The SF Retirement £2 1) That the City's Retirement System diligently | Retirement Bpard  |disagree with It, partially (explanation §SFERS is among the top performing and well-funded public pensions plans in
) Svstem-:iﬁcreasing protects the retirement-related interests of the United States and disagrees with the finding that the "Retirement System
Understanding & 1he City's employees and retirees; 2) that the remains seriously underfunded.” The Ratirament Board iz conflident that, over
Adding Voter Qversight Retirement Board has a majority of members N

who are also members of the Retirement
Systam {they receive, or will receive,
pensions); 3) thatwhen it came to retroattive
retirement benefit increase propositions
between 1956 and 2008, the Mayaor, Board of
Supervisors, Retiremant Board, and Controller
did not fulfif] their responsibility 1o watch out
for the interasts of the City and.its residents;
and 4) that despite previous Retirement
System-related propasitions (2010 Proposition
D and 2011 Praposition C) that reduced future
pension liabilities, the Retirement System
remains seriougly underfonded, threatening
the fiscal status of the Gty

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

Each year, the Retirement Board receives an actuarial valuation - a detailéd
report on the long-term progress of the SFERS Trust toward reducing all
penslon liabillties, Existing funding polidies are reviewed and adjusted, where
appropriate, to ensure the long-term financdial strength of the SFERS Trust. In
accordance with the City Charter, Retirement Beard policies, and industry best
praclices, any Increase in the unfunded liabilitles 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 actuarlal projections, the'
Retirement Board expects a continued reduction in liabifities associated with
voter-approved benefit improvements over the long-term,

The Retirement Board also strongly disagrees with the finding "that when it
came to retroactive retirement benefit increases between 1996 and 2008, the
wiayor, Board of Supervisors, Retirement Board, and Controller did not fulfill
their responsibility to watch out for the interest of the City and itsresidents.”
The Retirement Board does nof approve plan benefits; its fiduciary duty is to
manage the SFERS Trust and pay the mandated henefits approved by City
voters. Asflduciaries 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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The 5F Retirement System- Increasing Understanding A

2016-17 Civ' ‘ fury

_voter Oversipht : RESPONSES TO CGJ FINDINGS

Respondent assigned
CGJ Year Report Title Findings by €G) 2037 Responses (Agree/Dlsagree} 2017 Response Text
2046-17  {The SF Retirement F4 The Controller and the Retirement System Retirement Board  |disagree with it, wholly (cxplznation In]The Retirement System provides extensive reports detailing financial, actuarlal
Systam- Increasing provide extensive reports about the and administrative matters, avaliable on the SFERS website, on an annusal
Understanding & Retirement System, but they are too complex

Adding Voter Qversight

for the average citizen, employee, or retiree to
understand. The data i the Retirement
System raports is not available to the
Retirement System or the publicin » dataset,
making research 2nd analysis more difflcult,

basits.. These annual reports include audited financial statements and required
suppleméntary Information, an actuarial valuation, and a départment annual
report which consolidates the financial and actuarial infermation with detalled
information on the administration of the Retirement System.

The Retirement System can neither ngtee nor disagree that these reports are
too tomplex for the average cltizen, employee, or retiree to understand;
however, Retirernent System staff Is always exploring ways to simplify the
presentation of sometimes compléx topics and Inférmation ahud is prepared to
assist members 6f-the public snd City employees end retirees with any
questions they might have related to the financlal, actuarial and
administrative Information provided in our reports. The Retirement System
welcomes comments on specific ways to iinprove these various teports to
ensure their abifity to be usefil to 2 braad array of audiences interested in
these complex topics. The Ratirement System disugrees with the finding that
the data in the Reticement System reports is not available in a dataset. The
Retiremént System has ready sccess to alf the date used In preparing these
reports,




2016-17 Civil Grand dury

The SF Ing Unde.rsmndlnn Adding Vover Dyetsight: RESPONSES TO CG# RECOMMENDATIONS
. Respondant
CG) Year Rapart Title ) Ruce dations assigned by CG1- 12017 Responses {Implem: ion) 2017 Response Text
2016-17 |The SF Retlrememt|RL1 That the Mayor and Baard of Supervizors fully disclose the financlat details of any it t The datien has been impl df; y-of how | The Rell Board will continue its long-standing practice for any and ali future
System- Increasing future retiramant benefil increases or decreases to the public Board It was Implemented in next column} City erdinances or Gty Charter amendments that impect retiremant henefits, The
Understanding & Retirament Board's consulting actuary will prepare and presenta cest-effect
Adding Vater report (o the Board of Supervisors, as required under the City Charter. Each raport
Oversight will be prepared In s with industry {ards and practices, using the
best avallable demographic inf fon and e Inft atthe time, 25-
well a5 the lang-term demographic and i pth jopted by the,
Retirement Bowrd, The repartisintended to sasist the Board of Supervisars andfor
the City's voters, by providing an expert's projection of the overall cost and
increase in flability for wach proposition. These reports accurately measure the
cost/eflect impact of the proposition al the time they are prepared. Cartalnly, the
costor change in llshility may differ, In the future, dus to changesn fund
. {investment performanze (r.g. 2007-08 Global Financial Crisis}, changes in
Jc and demograp plions, and chahges ir plan provisions which aces
bayond the Reticsment Board's control . -
201617 |Accelerating SF - |RL2 That by the #nd of 2018, the Retlrement Sosrd produce an annual report for the i t The rec dation has been impl d ¢ y of how | The Retl System provid Ive reports desalling fi | land
. Government public showing each campanent of the debt owed by the City to the Retirement Board Ttwas Implemented in next columnj 4 including 2 y of their {l rhatare |
Performancs, | Systern, including the full history of each component and deseriptions of all designed for o knowledgeable but pertaudiznce, on anannual basls, These |
Taking caleutations. ’ annual reports are avallable on the SFERS websiti and Include audited finangial -
Accountability and and required k ¥ Infor , A% faf val and a
‘Transparency to department annual report which consalldates the financial and actuaral
the Next Lavel Information with detalled Information on the admlini of the Reti
System, Tha detalis of the breakout for each companent of unfunded liabliity
related to the City's retirement plan nre contsined jn each annual actuariaf
luation report. The Ret System malntsing at least five years of the SFERS
N X annual actuarisl valuaton report on Its website. Historical valuation reports
o beyond the years avaifable on the wabsite are avatiable by request ta the
-) Retirement System. Tha Retl k System wels : on speeifle ways
S to Improve these various products o ensure thelr ability to be useful to a broad
array of sudiences interested Ivthis somplex tople. )

potrd Resy ptember 12,2017
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201817 vl G .

sight: RESPONSES TO CGJ RECOMMENDATIONS

CGJ Year

Raport Title

endatipns

Respondent

pssipned by CG)

2017 R Tl 1o}

2017 Resy Jext

201617

Tha SF Retirement.
System- Increasing
Understanding &
Adding Voter
Oversight

RL1

That the Mayer and Board of Supenvisors fully disclose the {insndial detalls of any
future ceticernent benefit increases or decreases to the public

Retiremesnt
Board

The Jation has been Impl 8 (

fvwas Implemented in next column)

y of hows

The Rati Board will inue itz long: ding peactiza for any and all future:
City ordinances or City Churter amendments that Impact retirement benefits, The
Retiramant Board's consulting actuary will prepare and present o cast-effect
reportto the Board of Supervisors, as required under the City Charter. Each report
will be prepared in accordance with industry standards and practices, using the
best avallable demographlc Inf lan and ie information at the time, as
well as the long-t graphlc and dopted by the
Retirement Board. The reportis Intended to assist the Board of Supdrvisars and/for
the Clty's vaters, by providing sn expert's projection of the averall cost and
inctease in liability for each propesition, These reports accurately measure the
cost/effect impact of the proposition at the time they are prepared. Certalnly, the
costor change In liabllity may differ, In the future, due to changes In fund
Investment performance {e.g. 2007-08 Glabal Financial Cilsls), changes in

iic and damographi ptions, and changes in plan pr which are
bayond the Retirement Board's ¢ontrol.

354 1if
g

Aet,

2008-17

G08¢

Accelersting SF

{Government

Performance,
Taking:
Accountabliity and
Transparency 1o
the Next Leve]

RiZ

Thot by the end of 2018, the Retirement Board produce an annual repost far the
public showing sach component of the debt owed by the City to the Retrement
System, including the full histony of each cornponent and descriptions of all
calculations.

Retlrement
Board

| 31

The r dation has been i

it was implemented In next eofumn)

y of how

The Retlrement System provides extensive reports detalting financlal, actuatialand
dministrative matters, including a v of thelr 1) 1ak thatare
designed fora knowlodgeabls bt pertsutllence, ot an annual basls, These

|anniual reports ace available on the SFERS website and Include audited finansial
[stxtemants and raguired supplomentary Information, anactuarial valuation, and a
departmert annual report which tidates the financial and sctusrial
information with detalled Inft in oh the admini srvof the Ret it
System. The details of the breakous for sachcomponent of unfunded liability
refated to the City's ratirement plan are contained In-each annus! actuarlal

! port. The System atleast five years of the SFERS|
arinual actuariol valuation repogt on its website, Historical valuation raports
Bayond the years availabie on the are available by requast to the
Retirement System, The Retil System wet on speclfic ways
to improve these various products to ensure thelr 2bility to be useful to a broad
array of aud} i f in this complex tople,

\ Khatn]

Board R

prember 12, 2017



201617 Civil Grand Jury

The SF Retirement System-Increasing Understanding Adding Voter Oversight: RESPONSES 7O CGI RECOMMENDATIONS
Respondent-
CG)Vear Repart Title [ n tions assigned by CGJ. {2047 Hesponses {implamentation) 2017 Response Text
201617 |The SF Retirement |R2,1 Thot tha Board of Supervisors astablisha p Reti System O ht |Retlr The dation will not be imp dt e it s not | This dation shauld be directed to the Bozrd of Supervisars and not the
System- increxsing to developa¢ pre hansive, long-term solution for the Ratl t Board. d or ble {explanation i rext column) Board,
Understanding & Symm that Is falr 1o both employees and taxpayers, and p it 1o the votersin
Adding Vorar a ptopasition by 2018. Alf options for reducing pension labilitles must be Note: These conslderatlons already heve and do occur. For exampie, in 2031, the
Oviersight considered, Inciuding a hybrid Defined Benefit / Defincd Contribution plan. The ) Mavyor, the Boerd of Supervisors, other Clty offictals, employes groups, and
detalls of the committea are: 1, Name: rnent System Oversight C litae 2, membars of the public worked to pass Proposhion €. Now, under Prapasition C,
Purpose a. Develop » comprehensive, long-term solution for the Retirement employees pay more oul of each and svary paychack Imo the SFERS Trust, vihich -
Systemn's unfunded llabl{itfes thot is fair to both amployess, retirers, and taxpayers, has reduced the City's ibution tate, aza ¢ ge of payroll. This has
and present it to voters In a propositon by the end of 2018, All options should be reduced the City's pansien liabllity sver tha long term.
on the table, including u Hybrid Defined Benafit / DefinedContribution plan. b. On an annuat basis, the City's [eadership reviews pension costs, conuibution rates,
Inform and ed the public ing the fi of the Retd| System, c. and thelr financlalimpacts in the Clty budget process and In other settings, Ona
As needed, develop solutions 3o future problems the Retirement System gutar boasis, SFERS pravidas the City with detalled inft , Rinding and
encounters and, If necessary, prosent them to voters Ina proposition, All options contribution projections and stress testing resuits from the Retirement Board's
should be en the tehble, Including a Hybrid Dafinad Benefit / Defined Cantribution actuarial donsultant, and any other requested information rafated to the pension
plan, d. The Committee shalf provide oversight to ensure that: {1) actions taken by linbilities and employer contributions as patt of the City’s overal! financiat planning
tha Retirement System are in the best interest of the residents of San Ftanclseo; {2) process. All changes in SFERS bennfit provisions misst be approved by the City's
all propositions that modify the Retlrement System are adequately described to voters, The Retitement Beard cannot approve changes I SFERS bensfit provisions,
voters In the Voter Infs tion Pamphlet. . (n furt! of its purpose, tha
committee mey engage in any of the following nctivitles: 1. inquire into the actiony
of the R Systam by raviewing raparts, analyses, (1 fal
actuarlal reports, or other materiels related to the Retirament System. il. Holding
public meetings to review the effect on San Francisco resldents of actions taken by
the Retirement System. 3. Public Me«tings 2. The Bonrd of Suparvisors shall provide
the f withany y techhical and shall previde
administrative b inturth of its purpase and sutﬁden! rasources ta
blichs the {usions of tha ¥
b Alf committee proceedings shall ba subject t6 the Callfornts Publie Records Act
IND16-17 Iha SF Rellremen% "2z That by the end of 1.018, tl\g Mayor and 8oard olSuparv!xors submit a Charter R’egrement The jath ‘leII‘nut'he :1'. {' " ‘ L' s itisnot s e should b g 1 torthe Mayor's Office and Béard.of
0] System- increasing amendment proposition ta'the voters to add three additional public members whe | Board d { Tivnext } Supandt d not the Reti s
i ) e e N pervisors and not the Retiremont Bosid,
[+ Understanding & are noLB £ System ta thel it Board,. :
@ Adding Yoter Note: SFERS does not believe this recommendation will lead to ths desired
Ovarsight of having rep tatives on the Retl 1t Board “to watch out for the
Interasts of the City und its residants.”
All members of the Retirement Board, regardless of who elected or appointed
thom to the Board, have a fidustary duty to SFERS partictpants ond thelr
benefichries. in accardance with the California State Constitutien, this duty takes
precedence over any other duty or concern. Under the State Constiwtlon, the.
Retl Board |5 requirad to disch its duties with respect to the SFERS
T:un solety In the Interest of, and for \he excluslve purposes cf providlng benetits.-
to SFERS participants and thelr beneflciaries, minimizing employ
therelo, and defraying r bl of adm Tng the system, Undér
trust law, the Retlrement Boatd's. dutym fts; perticlparitsand thei¥ bonefi claries
takes precedence over any other disty, Tl uding any’ dutyto the Sityor Its
residants,
.  Board Res, ber 12, 2007




2016-17 Crvil ¢
Tha SF Retirement System-increasing Understanding Adding v

v

A5ight: RESPONSES TO CG1 RECOMMENDATIONS

Respundent CL ;
CGIVear | Repart Title n . ! lations assigried by CG) {2017 Responses Hmplementation) - 2017 Response Text
2016-17  [The SF Retirement {R4.1 That by the end of 2018, the Retiremnent System develop and maintaina dotasat  jRetirement The r dation will not be impt; b itisnot
System- Increasing based on the dets i its actuarial and finantiol reports of the Inst 20 years, and Board warianted or reasonatle {explanation in next column) The Retiremedit System produges various raports detaliing financial, actvarial, and
Understanding & moke that dataset avaifable to the publlc. perational issues, Including a y of thelr financial stat ts that are
Adding Voter . designed for a } ledgeable but non-axpart audience, The Retirement Syatem
Oversight provid reports detalling finsnclal; 2 fal and ad rative ristters,
ilable on the SFERS webstte, on an annuai basiz. These annual reports Include
dited fi s and requirsd supp! y infor mn it
valuation, 2nd a departmant annual raport which consolidates the financlal and
actuarial Information vith detelled information on'the administration of the
Retiremnent System, Tha data used to produce these teports is available tothe
public 1o the extant it Is not protectad from disclosura by lavs.
The & System welcon on specllic weys to improve the
public avallabliity of data used In preparing the varlous reports to ensute thair
abllity to be useful to » broag array of aud! Interested kn these compl
toples,
2016-17 {The SF Relirement|R4.2 Thot by the ond of 2018, the Controller’s Office develop and praduce an aanual Retirement The dation will riot be Impl ed b {tIs not | This recommendation should be directed fo the Controller’s Office and not the
 System- Increasing Retirement System Report that clearly explains the current and projected status of {Board warranted of ble {explanation in next column} Ratl Board,
Understanding & the Retiremrent System and its efect on the City’s budget.
Adding Votér ’
Oversight
N
[0 o]
o
~l
Retll Board Septemnber 12, 2037




Carroll, John (BOS)

From: o Carroll, John (BOS)

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

To: BOS-Supervisors

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

klowry@sfcgj.org; 'kittywitty@comcast.net'; Elliott, Jason; Howard, Kate (MYR); Whitehouse,
Melissa (MYR); Valdez, Marie (MYR); Rosenfeld Ben (CON); Steeves, Asja (CON);
Stevenson, Peg (CON); Arntz, John (REG); Nlckens Norm (RET); Hunsh 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 fequired responses to the 2016-2017 Civil Grand Jury report entitled
“The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight,” from the Offices of .
the Mayor and the Controller. Note that the Office of the Mayor has submitted a consolidated response for the Elections
Department and the Elections Commission. Please find the following direct links to the individual responses, and a link
to an informational memo from the Clerk of the Board of Supervisors.

Office of the Mayor Consolidated Response - August 15, 2017

Office of the Controller Response - August 11, 2017

Clerk of the Board Memo - August 18, 2017

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

Board of Supervisors File No. 170662

Thank you,

John Carroll
. Assistant Clerk
Board of Supervisors
San Francisco City Hall, Room 244
San Francisco, CA 94102
(415)554-4445 - Direct | (415)554—5163 Fax
john.carroll@sfgov.org | bos.legislation@sfgov.org

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

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

SUBJECT\./ 2016-2017 Civil Grand Jury Repoit “The San Francisco Retirement Systern.
Increasing Understanding and Adding Voter Oversight”

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

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

As to each recommendation the Department shall report that:

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

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

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

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

The Civil Grand J ury 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 Recommendanons R2.1,
R2.2,R3.1,R3.2,R4.1, and R4.2; and
« The Mayor’s Office submitted a consolidated response for the following departments:
a. Office of the Mayor;
b. Elections Department; and
¢. Elections Commission
Received August 15,2017, for Findings F1, F2, and F3; and Recommendatlons R1.1,.
R1.2,R2.1,R2.2,R3.1, and R3.2.

2809 Continues on next page



The San Francisco Retirement Sy 1, 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 requlred 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 Teri L. Jackson

Presiding Judge

Superior Court of California, County of San Franc1sco
400 McAllister Street

San Francisco, CA 94102

Dear Judge Jacksoh:

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

The City remains commited to striving for responsible stewardship of the San Francisco Employees’
Retirement System (SFERS). The careful management of retirement obligations and their associated costs
is critical to ensuting 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
towatd their pension costs, depending on the health of the pension fund. This was estimated to save the
City up to §1.3 billion over the subsequent 10 years. Without thls leglslatxon the City’s fiscal outlook would
be considerably worse.

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

funded, versus an average of 72% funded amongst peer jurisdictions. That funding gap that will be closed:
over the long term, not only by the City but also by City employees as a result of the employee cost 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, Controller's Office, Retirement System and the Board of Supervisors' Budget and
Legislative Analyst. We closely monitor the impact of our pension obligations on our long term fiscal
deficit and will continue to seek to reduce projected deficits over time.

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

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

1 DR. CARLTON B. GOODLETT PLACE, Room 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141
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Thank you again for the opportunity to comment on this Civil Grand Jury report.

Sincerely,

Mayor

Chtistopher Jerdonek
President of the Elections Commission
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2016-17 Civil Grand hury

“The SF Retirement System- increasing Understanding Addlng Veter Qversight : RESPONSES TO CGJ FINDINGS .
Respondent assigned by
€G) Year Findings €G) 2017 Rosponses {Agree/Disogree) 2017 Response Text
2016-17 That there are multiple causes for the City's Mayor disagree with , pantially {explanation in next caluron} We apree that there are mutiple drivers of the City's long term punsion obligations. However, SFERS is among the top-

Adding Voter Qversipht

55.81 biilion debi to lts Retirement System,
Including Investment losses ($1.4 biflion), a
court ruling on Supplemental Cost of Living
Adustments {COLAs) in the 2011 Prapasition €
(513 billion), and changes in demagraphic

ptlons (1.1 bition), However, the
tncipal underlying cause Is the esti d

33.5 billion in retroactive retirement benelit
Increases implemented by voter-approved
propositions between 1996 and 2008.

performing and well-funded public pension plans in the United States. We are conf{ident that, aver the long term, the
assets in the SFERS Trust will be sufficient to pay the promised benefits to all active and retired SFERS members. Each yuar,
the Relirement Board recelves an actyarial vatiuation - a snapshot of the lonp-term progress of the fund toward full fiinding
of all promised benefits - from which they review and adjust, If prudent and appropriate, existing funding policles té-enisiré
the long-term financial strength of the SFERS Trust. In sccordance with the City Charter and Retirement 8oard policies, the
cost or increaxe in liabilities associated with every votar-approved proposition fs amortized ever up to.a 20-year perlod.

The Retirement System unfunded Fability Is not a “dabt”, but rather a funding gap that will be made up over thevery long
term, not only by the City, but also by City employees a5-a result of the employee cost sharing provisiens approved by the
City vaters In 2013 {Proposition €} and Jong term palns. As refl I the past perf of the
Retirement System —refative 1o US, pubic fund peers, SFERS” investment results ranked in the lirst quartile forthe 3year, 5
year and 10 year time periods, investment gains will also cantribute a significant amount towards reducing the unlundod
liabllities ol the Retirement System. .

2016-17

1} That the City’s Retirement System diligently
protects the retirement-related Interests of the
City’s employeas and retirees; 2) that the

Q Boarg hias a majority of b

whao are also members of the Ratirsment
System (they recelve, or will recoive, pensions);
3} that whar it came to retroactiva retirement

{benefitincrease propositions between 1995

and 2008, the Mayor, Board of Supervisors,
Nevirement Board, and Controller did aot{ulll
thieir responsibifity to watch out Lot the.

{interests of the City and its residents; and 4)

that déspite previous Retifement Systeme
related propositions (2010 Propositlon D and
2011 Proposition C) that reduced future
pension Habilities, the Retirement System

1 tad th :

L, thr

the fiscat status of the City.

Mayor-

disagree with i, partially {explanation in next column]

We prz in agresment that the City's Relirament Syitem dilipently protects the reti fi of the Gity's employ
and Retirdes fitem 1) We also agree sbout the composition of the retiremnent board {item 2),

Howszver, we disagree with finding {3}, Tost anplyses prepared by the Controfier and the Retirement System were based
upon the best availuble Information, and were Inline with 2 and conomi 5 )t In use at the time, As
noted in those analyses, benefit costs-and Retirement Fund results are bighly sedsitive o a number of ecaninic
assumptions, several of which were not met in theyears !

Ing the cha R fby voters..

In addition, we disagrec with finding 4). Future pension labilites are @ great concern for the tity, nd arg carefully tracked
and ainalyred clasely on'an ongelng basis by the Mayor's Glfics, Controller's Office, Retirament Systerh and the. Soard of
Supervisors® Budget and Legislative apalyst. Projected costs are forecast snd 4 n éd into aur S-year fi 1 planning
process whith is joltly developedhy 1he Mayor's Budget Office, the' Contrallgrs GHfze and the Deard of Supervisors®
Budget and Legislative analyst,

We have also made significant strides'in enncting policy to teduce our pansien lability and continue to look forways to
reduce our (ong term pension labilitles. The SFERS retirement system Is 85%4 funded, White stiif not Tully funded, itis
important to considar that selative to comparable systems, San Francisco’s SFERS Is faring very wefl, and is among the top-
performing and weli-fnded public pension plans In the Unllcd'smms,vA recent report by the City Services Auditor found
that the peer average for city employee pension plans as of FY 35 vas 72% funded {compared with SFERS at 85%). For

CALPERS Iy Iy funded at 655 and Los Angeles is {unded at 83%. As of FY 15, Seattle was funded at 66% and
Foriland 2t 46%.




2016-17 Civll Grand. Jury

The SF Retirement System-Increasing Understanding Adding Yoter Ovarsight: RESPONSES TO CGJ RECOMMENDATIONS.

Respondent
CG) Year Report Title ) atior assigned by CGJ - |2017 R {imp} ) 2017 R Test
2016-17. {The 5F Retirement |R1.L That the Mayor and Board of Supervisors fully disclose the financial detalls of any | Mayor The rec endation has been impl d {summary of how | The financial Impact of major changes that Impact benefit structure are already
Systemn- future retirement beneflt incredses or decreases to'the public : It was implemented in siext columin} fully disclosed to the voters via the ballot {see befow). Day to day decisions tokeri
increasing ' ’ by the Retirement Board are also already disclosed to the public. Board ieefings
Uriderstanding & . are public; agendas and minutes are posted online. Any action taken by the tioard
Adding Voter |s publicly posted.. )
Oversight
All changes in SFERS benefit provislons must be approved by the City’s voters. For
items on the balfot we are required by charter to provide actuarial reports
delailing the costs of the proposition, which are disclosed on the ballot, The
Retirement System and the Controller's Office prepare extensive analyses ofzmy
pension-related measure placed on the baitot. By ity, these cost
are brief written’ with more detalied {iles maintained and avatlabl
for inspection by members of the public interested in exploring the issuesin more
depth,
2016-17 - {The SF Retirement {R1.2 That by the end of 2018, the Retirement Board praduce an annual report forthe  |Mayor The rec i has been imp! d (st y of how |The Retirement System provides extensive reports detailing financial, actbarial
sysiem- public showing each comporent of the debtowed by the City to the Retirement it was implemented in next column) and administrative matters on an annual basis. These annual reports include’
Increasing {system, inchuiing the-full history of each-component and descriptions of all’ dited financial st and required supplem Y informatlon, an
Understanding & calculatibns. actuaria) valuation, and a department annual report which consolidates the
Adding Voter financial and actuarlal information with detailed Information on the
N Oversight administration of the Retirement System. The details of the breakout for gach-
»e] component of unfunded {iabllity related to the City’s retirement plan arg’
s :ontained in the annual actuarial valuation report, There is a description of the.
1 calculation

hod in'the appendix of thereport. The Retirement System

malntains five-years of the SFERS annual actuarial valuation reporton lts website.
Historical valuation reports beyond the fiva years available on the website are
Tlablé by request to the Retir

System




201617 Civit Grand Jury ,
Tha SF Bm_keme‘nt System-increasing Understanding Adding Voter Oversight; RESPONSES TO £G! RECOMMENDATIONS

Respondent
CG) Year Report Title N R ndatl assigned by CGJ {2017 Responses {imp! ion) 2017 Response Text
2036-17  [The SF Retirerment jR2.1 That the Board of Supervisors blish a per! Retirement System Oversight | Mayor The rec dation will not be impl ted because it is not { The City already has a Retirement Board which functlons as oversight to the
System- Committee to develop a comprehensive, long-term solution (or the Retirement - warranted or.reasonable {explanation in next column} Retlrement System, and the Mayor's Office has no authority to establish or
Increasing System that is falr to both employees and taxpayers, and present it {o the voters in empanel a new Board committee. Mavyor Lee worked to pass major pension-
Understanding & 3 proposition by 2018. All optlons for reducing pension liabllities must be reform legisiation In 2011 and the Clty's long term pension obligations would be
Adding Voter considered, including a hybrid Defined Benefit / Defined Contribution pfan, The . much worse If it was niot for these measures, Lastly, the Clty closely monitors
Oversight. detalls of the committes arer penslon costs in our long range financial planning- through the 5 year financial
1. Name: Retirement System Oversight Committee planning process, deficlt projections as well as through the 2 year budget process,
2, Purpose which are developed by the Mayor's Dffice in collaboration with the Contrallér's
a. Develop a comprehensive, long-term solution for the Retirement System’s Office and the Board of Supervisors. We closely monitor the impact of cur
unfunded Hizbilities that is falr {o both employees, reticess, and taxpayers, and pension obligations on our long term defich and will continute to seck to reduce -
present it tovoters frea proposition by the end of 2018, All options should been projected deficits over time,
the table, lnckiding a Hybriid Defined Benefit / DefinedContribution plan. ’
b. Inform and educate the public concerning the finances of the Retirement
System,
¢, As needed, davelop solutions 1o future problems the Retirement System
encounters and, if necessary, present them to votersin a proposition, All options
should be on the table, including a Hybrid Defiied Benefit / Defined Contribution
plan. .
d. The Committee shall provide oversight to ensufe that: (1) actions taken by the
Retirement Systern are'in the best ingerest'of the residents of San Erancisco; (2) of)
N propositiors that modify the Retirement System are adequately described to
o voters Tn the Yoter lnformation Pamphiet, '
— 2. In furtherance of its purpose, the committce may engage in any-of the following
U1 attivities: .
1. Inquire into the actions of the Retirement System by reviewlng reports, analyses,
financial statements, actuarial reports, or other materials related to the
Retlrement System, : ’
2016-17 | The SF Retirement {R2:2 That by the-end of 2018, the Mayor and Board of Supervisors submit 2 Charter Mayor The res will not be impl d because it s not{This r lan is d to:add individuals tothe retirament system
System- amendment proposition to the volers to add three sdditional public members warranted of reasonable (explanation in next column) board who are not beneficlarles of the trust Tund, and who will thesafore
Increasing Wwho are not Retirement System mémbers to the Retirement Board, presumably act as guardians of the public {riter’esi. H'owevvzr‘,trustces are always
Understanding & . vbligted to act only in the fiduciary interests of the beneficlaties. Therefore, this
Adding Voter it dation would not accomplish its 1 ded goals;, and for that reason
Quessipht will not be-pursued, The City closely monitors pension costs in-our long range

financial planning - through the S year financial planning process, deficit
ons as well as thraugh the 2 year budget process, which are devéioped by

the Mayor's Office in colfaboration with the Controller's Office and the Board of
Stipervisors. We closely monitor the impact of our pension obligations on our
fong term deficit and wilt continute to seek to raduce projected defitits over time,
The Moyor will continue to consider any and all mechanisms within fafs purview ta
ensure fiscal sustainability,
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‘2016-17 Civil Grand Jury
The $F Retirement System- Jncreasing Understanding Adding Voter Oversight : RESPONSES TO CG) FINDINGS

Respondent assighed by
CGJ Year Report Title Findings Gl 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-colimn) The Department lacks sufficient knowledge 1o determine whethier these ViPs
System- Increasing’ retroactive retirement benefitincrease Elections ) _{included the information set forth in this finding:

Understanding &
Adding Voter Oversight

propositions between 1996 and 2008 did nét
provide voters with complete estimates of the
propositions’ ¢osts, who weuld pay those
costs, how those costs were financed, and
what the Interest rates were,




203617 Clvil Grand Jury
‘The SF Retirernent System-Increasing Understanging Adding Voter Oversight: RESPONSES TO €GJ RECOMMENDATIONS

Respondent

CG) Year Report Title # Recommendations |assigned by CGJ {2017 Resp {impt ) 2017 Response Text -

2016-17 {The SF Retirement |R3.1 That the Elections Commission and the Department of Elections ensura that future Departmentof  [The rec Jation will not be imp} ted because it is not {The Department lacks the authority to ensure that fulure VIPS provide voters
System- Voter Information Pamphiets for Retirement System-related propositions provide |Elactions warranted or reasonable {explanation In next column) with complete financlal delsils regarding Retirement System-related propositions.
increasing voters with complete financial detaits, The Department of Elections does not determine the content of the Voter
Understanding & Information P hiet; that deter is made by prdinance, and those
Adding Voter ordinances are Included in the Municipal Elections Code. The Department's role
Qversight is simply to format information and transmit it to the printer. i the City adopts

an ardinance requiring the Department of Elections to Include additional
Information regarding costs assoclated with retirement henefits in the Voter
Information Pamphlet, the Department will do so.

2016-17  {The SF Retirernent [R3,2 That by the-end of 2018, the Controller’s Office provide SF resldents, employees, {Departmentof  |Ther dation will not be imnpl d betause it is not [ The Department lacks the authority to require that the Controlier’s Office provide
System- and retirees with a description of the City’s Retiremenit System that'enables them Elections warranted or r ble fexp! In nextcolumn} SF residents, employees, and retiress with a description of the City's Retirement
Increasing to roake informed decisions about it. : ' System that enables them to make informed decisions about it. if an ordinanceis
Understandiog & adopted that fequires additional content 1o be Included in the Voler Information
Adding Voter Pamphlet, the Department will comply with the ordinance.

Oversight .
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201617 Clvil Grand Jury
The SF Retirement System- Increasing Understanding Adding Voter Oversight.: RESPONSES TO CGI FINDINGS

Respondent assigned by
CGJ Year Report Title . Findings CGI 2017 Responses {Agree/Disagree) 2017 Response Text
2016-17 |The SF Retlrement [ That'the Voter Information Pamphlets for Elections Commission  [disagree with it, wholly {explanation in next column) The Elections Commission disagrees wholly with the finding because the
System~ increasing retroactive retirement benefit ittrease Commission lacks the knowledge to assess.whether these specific VIPs did or
Understanding & propositions between 1996 and 2008 did not

Adding Vater Oversight

provide voters with complete estimates of the
propositions’ costs, who would pay those
costs, how those casts were financed, and
what the interest rates were,

did fiot provide voters withfull and accurate information regarding these
propositions.




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

Respondent

CG} Yoar Report Title : } L assigned by CGI 2017 Resp {impl lon) . 2017 Response Text
2016-17 jThe SF Retirement [R3.1 That the Elections Commission and the Department of Elections ensurc that {uture | Flections The rec dation will not ke Impl d because it s not { The Elections Ci fssion will not imph this recc jation because the
System- Voter information Pamphiets for Retirement System-related prop provide 1 i warranted or bie {expl fon in next col } C Ission facks the authority to do'what is requested.
increasing voters with complete Tinancial details, ’
Understanding &
Adiding Voter
Oversight.
2016-37 |{The SF Retitement [R3.2 That by the end of 2018, the Contralier's Office provide SF rasfdents, employees; {Elections The rec dation will not be impl db Rt Is not {The Elections € ission will not impl this rec fatlon because the
System- and retirees with a description of the City’s Retfrement System that enables them [Commission warranted or reasonable {explanation in next column} Comrmission facks the authority to do whatis requested,
increasing . to make informed decislons about it :
Understanding &
Adding Voter,
Oversight
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. CITY AND COUNTY OF SAN FRANCISCO : '
OFFICE OF THE CONTROLLER : Ben Rosenfield
' Controller

Todd Rydstrom.
Deputy Controller

August 11 2017

The Honorable Ten L. Jackson

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

San Francisco, CA 94102

* Deat Judge Jackson:

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

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

“Overall, the Controllet’s Office strives to be a responsible financial steward for the City and has been a
leader in analyzing ways to manage long-term costs, reduce the Retirement System’s unfunded actuarial

~ liability, and create fair cost-sharing between employees and the City as an émployer. Over the last .
eight years, the Controller’s Office has supported five different efforts fo model financial and actuarial
projections and make changes to pension benefits to better manage future costs. Many of these efforts
have resulted in proposals moved forward by the Mayor and Board of Superv1sors and ultlmately
adopted by City voters. . S

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

If you have any ques’uons about this response, please contact Deputy Com:rollor Todd Rydstrom or me at
415-554-7500, .

Respectfully submitted,

Lo STevendm
B osenﬁeld
Controller

cc: Angelo Calvillo, Clerk of the Bodrd, City and County ef San Francisco

, 415-554-7500 L City Hall + 1 Dr, Carlton B. Goodlett Place « Room 316 = San Francisco CA. 94102-4694 FAX 415-554-7466
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2016-17 Civil Grand Jury )
The SF Retirement System- Intreasing Understanding Adding Voter Oversight : RESPONSES TO CGJ FINDINGS

Respondent assigned | 2017 Responses
Findings by CGJ {Agree/Disagree) 2017 Response Text

2 1) That the City's Retirement System diligently jController disagree with it, While the Controller's Office finds the Civil Grand Jury's statement regarding
protects the retirement-related intarests of partially {explanation}the health of the Retirement Fund to be ovestated, we do share the general
the City's employees and retirees; 2) that the in next column) concern regarding the increase in the system's net pension liabllity in recent
Retirement Board has a majority of members years and its Implications for future City costs. We have presented discussion
who are also members of the Retirement’ and analysis in the City's recent Comprehensive Andiual Financial Reports
System (they receive, or will receive, {CAFR).and in the City's Five-Year Financial Plaron this tapic. We befieve that
pensions); 3) that when it came to retroactive the health of the system needs to be closely monitored and that it is Tikely to
retirement benefit increase propositions create financial pressure for the City In the years ahead absent changes to
between 1996 and 2008, the Mayor, Board of benefits. The Controller's Office disagrees with the finding that our office, the
Supervisors, Retirement Board, and Controller Mayor, an;I the Board of Supervisoi’s did not fulfill our responsibilities to
did not fulfill their responstbility to watch out watch out for the interest of the City and its residents regarding benefit
for the interests of the City and its residents; changes on the ballot between 1996 dnd 2008, Cost analyses prepared by our,
and 4) that despite previous Retirement office-and the Retiremenit System were based upon the best available .
System-related propositions {2010 Proposition information, and were in line with actuarial and ecopomic assumptions in use
D and 2011 Proposition C) that reduced future . at the time. As noted in those analyses, benefit casts and Retirement Fund
pension fabilities, the Retirement System results are highly sensitive to a number of économic assumptions, several of
remains seriously underfunded, threatening which were not met in the years following the changes approved by voters,
the fiscal status of the City,

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

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

£4 The Controller and the Retirement System Controller disagree withit, The Retirement System produces various reports detailing financial, actuarial,
provide extensive reports about the partially {explanation) and operational issues, including a summary of their financial statements that
Retirement Systern, but they are too complex in next column} are designed for a knowledgable but non-expert audience. The Controllér's

for the average citizen, employee, o retiree to
understand. The data in the Reficement
System reports is not available to the
Retirement System or the public in & dataset,
making research and analysis more difficult.

Office, in the City's Five-Year Finandlal Plan, reports on the exgected future
retirement costs to the City, and includes discussion of the health of the
Retirement Fund in the City's Comprehensive Annual Finaricial Report {CAFR).
The Conitroller's Office has made regular public presentations at hearings held
by the Board of Supervisors on the health of the Retirement Systers and its
Tmplications for the financial heaith of the City. We welcome comments oni
specific ways to improve these various products to ensure thelr ability to be
useful to a broad array of audiences Interested in this complex topic.
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2016-17 Civil Grand Jury

Thie SF Retitément Sytem-Increasing Understandmg Adding Voter Oversnght RESPONSES TO €6 RECOMMENDATIONS

Recommendations

Respondent
assigned by CGJ

2017 Responses {implementation)

2017 Response Text

R2.1

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

1. Name: Retirement System Oversight
Committee

2. Purpose

a. Develop a comprehensive, long-
term solution for tha Retirement
System’s unfunded liabilities that ls/fair|
to both employees, rétirees; and
taxpayers, and presént it to votersin g
proposition by the end of 2018, All
options should be on the table,
including a Hybrid Defined Bengfit /
DefinedContribution plari,

b, Inform and educate the public
concerning the finances ofthe
Retirement System.

Controller

The recammendation will riot be
implemented because 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. In our
role as financial advisor, the Controller's Office will support
whatever efforts policymakers put in place to study the
health of the Retiremient Fund and to consider changes to
manage future financial costs for the City. We note,
however, that the City has rigorous ongoing practices built
in ta its financlal 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 hus
supported five different efforts in the last efght years to
model financial and actuarial projections and make changes
to penston 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.

R2.2

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

Controller

The recommendation will not be
implamented because it.is not
warrahted or reasonable
{explanation n nextclumn)

This recommendation shotld be directed to the Mayor.and
Board of Supervisors, and not the Controller's Office. In our
role as financial advisor, the Coritrotler’s Office will support
whatever efforts policymakers request to review
governance questions fegarding the Retirement Board. We
note, however, that Retirement Board members are
fiduciaries that have & duly to the system’s participants-and
not to "watch oit for the interésts 6f the City'atd ts
residents.” Thisbroader responsibility falls on the Mayor,
Board of Supervisors and othér policymakers, Under the City
Charter ultimately the voters of San Francisco determing
benefit levels, unlike the majority of governments where
retirement benefits levels are not'subject to a vote of the
people.

R3.1

That the Elections Commissior and the
Department of Elections ensure that
future Voter Information Pamphlets
for Rétirement System-related
propositions provide voters with
complete financiat detaiis

Contraller

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

Both the Retirement System and the Controller's Office
prepare extensive analyses of any pension-related measure
placed on the ballot. By necessity, thesé 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 i more depth. We
are open to specific comments and thoughts on ways to.
Improve our ballot cost analyses, including those for futiire
pension measures. We are open to the possibility of
providing a background section in the Voter Informatiof
Pamphlet with further information.on public pengion
structures and San Francisco's status. Wa.currently provide
a background section regarding debt management, biond
financing and San Francisco’s status in all elections where
bonds are on the ballot.
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2016-17 Civil Grand Jury

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

Respondent . : =
Recommendations assigned by CGJ {2017 Responses {implementation) |2017 Response Text
R3.2 That by the end of 2018, the Controlier The recommendation has been The Retirement System, the Controlier's Office, and others
Controller's Office provide SF implemented {summary of how it  [already produce @ wide array of public reports for various
residents, employees, and retirees wasimplemented in riext column)  Jaudiences on the financial héalth of the Retirement Fund
with a description of the City's and its implications for both beneficiaries-and the City
Retirement System that enables them government. We have dugmented this reporting in recent
to make informed decisions about it. vears with additional detalled analysis'and discussion in the:
City's Five Year Financial Plan. We welcome specific
suggestions to improve these products, bt do not belleve
that a0 additional annual report will improve public
knowledge of this topic. As discussed elsewhere, we are
open to specific means of improving our ballot measure
analysts, including the possibility of providing additiona
background information in the voter information pamphlet
when pension measures are placed before the voters,
similar to our discussion of debtfinancing when band
authorizations are on the ballot.
R4.1 That by the end of 2018, the Controller The recommendation will not he This recommendation should be directed to the Retirement
Retiremént Systém develop and implemented because itis not System and not the Controlier's Office.
maintzain a dataset based on the data warranted or reasonable
in its actuarial and financial reports of {explanation in next column)
the last 20 years, and make that
dataset available to the public.
R4.2 That by the end of 2018, the Controller The recommendation requires The City's Five-Year Financial Plan includes clear discussion

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

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

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

From: Carroll, John (BOS)

Sent: Friday, June 16, 2017 4:59 PM

To: BOS-Supervisors ‘ '

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

Elliott, Nicole (MYR); Tugbenyoh, Mawuli {(mawuli.tugbenyoh@sfgov.org); Rosenfield, Ben
(CON); Steeves, Asja (CON); Givner, Jon; Somera, Alisa (BOS); Newman, Debra; Campbell,
Severin (BUD); Wasilco, Jadie (BUD); Major, Erica (BOS); 'pkilkenny@sftc.org';.
‘klowry@sfcgj.org’ :

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

" Categories: 170662, 170663

Supervisors:

Please find linked below the 2016-2017 Civil Grand Jury report released today, Friday, June 16, 2017, entitled:
The San Francisco Retirement System - Increasing Understanding and Adding Voter Oversight, as well as a press
release memo from the Civil Grand Jury, and an informational memo from the Clerk of the Board.

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

Civil Grand Jury Press Releasé - June 16, 2017

Clerk of the Board Memo - June 16, 2017

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

Board of Supervisors File No. 170662

Thank you,

John Carroll

Assistant Clerk

Board of Supervisors

" San Francisco City Hall, Room 244

San Francisco, CA 94102

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

0] .
& 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 jits 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
member of the public elects to submit to the Board and its committees—may appear on the Board of Supervisors website or in other public documents that members
of the public may inspect or copy. '
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~ 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

%4+ 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 Retlrement System and reached two
main conclusions:

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

o That when it came to retroactive retirement benefit increase proposmons 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 Cxty s entire 2016 budget ($8.94
billion).”

In its boldest recommendation, the CGJ challenges the Board of Supervisors to “establish a
permanent Retirement System Oversight Committee to develop a comprehensive, long-term
solution for the Retirement System that is fair to both employees and taxpayers, and present it to
the voters in a proposition by 2018.”
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The CGJ recommends that this new Retirement System Oversight Committee include
representatives from the Mayor’s office, the Board of Supervisors, the Controller’s office, the
Human Resources Department, and Unions, but that two-thirds of the Committee be public
members who are not participants in the Retirement System and have financial expertise relevant

to retirement systems. '

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

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

it
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City Hall
2\ ‘1 Dr. Carlion 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: @ ngela Calvillo, Clerk of the Board

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

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

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

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

s 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, |mplemented in the future, with a timeframe
for implementation; -

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

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

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

The Budget and Legislative Analyst will p‘re‘pare a resolution, outlining the findings and

recommendations for the Committee’s consideration, to be heard at the same time as the hearing
on the report.
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Public Release for Civil Grand Jury Report

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

June 16, 2017

Page 2

.Attachement: Civil Grand Jury Repqrt

c.

Honorable Teri L. Jackson, Presiding Judge
Nicole Elliott, Mayor’s Office

- Mawuli Tugbenyoh, Mayor’s Office

Ben Rosenfield, Office of the Controller

Asja Steeves, Office of the Controller

Jon Givner, Office of the City Attorney 4

Alisa Somera, Office of the Clerk of the Board .

Debra Newman, Office of the Budget and Legislative Analyst
Severin Campbell, Office of the Budget and Legislative Analyst
Jadie Wasilco, Office of the Budget and Legislative Analyst
Kathie Lowry, Foreperson, San Francisco Civil Grand Jury
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 CIVIL GRAND JURY | 2016-2017
CITY AND COUNTY OF SAN FRANCISCO

June 13, 2017

Board of Supervisors

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

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

Dear Cletk of the Board Calvillo,

The 2016-2017 Civil Grand Jury will release a report entitled “The San I'rancisco Retirement

System, Increasing Understanding and Adding Voter QOversight” to the public on Friday, June 16,
2017. Enclosed is an advance copy of this report. Please note that by order of the Presiding Judge of -
the Superior Court, Hon. Teri L. Jackson, this report is to be kept confidential until the date of

- release (June 16th).

California Penal Code §933 (c) requites a response to be submitted to the Presiding Judge 1o
later than 90 days after the date of this letter. California Penal Code §933.05 states that for each
finding in the repott, the tesponding person or entity shall indicate one of-the following: (1) agree
with the finding; or (2) disagree with ir, wholly or partially, and explain why.

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

1) That the recommendation has been implemented, with 4 summary of how it was
implemented; '

2y That the recommendation has not been, but will be, implemented in the furare, with a
timeframe for implementation; _

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

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

Please provide your response to the Presiding Judge "eri L. Jackson at the following address:
400 McAllister Streetr, Room 007 :
San Prancisco, CA 94102-4512

Email: CivllGrandjury@sfte.org

Kathie Lowry, Foreperson
2016-2017 Civil Grand Juzy
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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

JUNE 2017 | =
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* THE CIVIL GRAND JURY

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

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

California Penal Code, section 929.

STATE LAW REQUIREMENT

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

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

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

As to each recommendation the responding patty
must report that:

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

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

3) the tecommendation 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; ot

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

California Penal Code, Section 933.05

JURORS | 2016 — 2017

KATHIR LOWRY, FOREPERSON
KITSAUN KING, FOREPERSON PRO TEM |

CHARLES HEAD, SECRETARY

CHRIS BACON
RICHARD BAKER-LEHNE
CONSTANCE BERNSTEIN

DONNA CASEY

PHYLLIS DEETS
JOHN ERICKSON
SANFORD GALLANTER
LAWRENCE GROO
YANE NORDHAVl
ADAM RASKIN
RAE RAUCCI
DANIEL ROSENTHAL
MARVIN STENDER
DAVID TEJEDA
CHARLES THOMPSON

ELLEN LEE ZHOU
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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 retitees. In
Fiscal Year 2015-2016, the City’s annual contribution to the Retirernent System was
$526.8 million, $377.1 million of which was amortization payments on the unfunded
pension liability. Where does the money come from to finance the underfunding?
From the City’s General Fund.

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

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

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

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

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

C
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Recommendation R1.1: That the Mayor and Board of Supetvisors 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 Retitement Board produce an
annual teport for the public showing each component of the debt owed by the City
to the Retirement System, mdudmg the full history of each component and
descriptions of all calculations.

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

Recommendation R2.1: That the Board of Supervisors establish a permanent
Retirement System Oversight Committee to develop a comptehensive, long-term
solution for the Retitement 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
liabilites must be considered, including a hybrid Defined Benefit / Defined
Contribution plan. (Details about the recommended committee are presented in the

Findings and Recommendations section of this report.)

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

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

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

2000 Proposition C?

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

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

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

Proposmon C in the Voter Pamphlet:

Shonld the proposed Charter amrzdm‘m‘ be adopred, in my opinion, it would increase the
cost of government by an amount, estimated by the Retirement System Actuary, of ,834
million per year for 20 years and then dropping to §17 million per year.

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

conttibution to the Retirement System for at least the next 15 years.
(Bolding added) ’
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2002 Proposition H?

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

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

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

Should the proposed amendment be adopted, in my gpinion, the cost to the City and
‘County would increase, as estimated by the Retirement System Actuary, by abont §28
million per year for the nesct 20 years, dropping after 20 years to an ongoing cost of
approscimately §8.2 million per year. However, no cash would be required since the City's
Retirement System currently has a large surplus. While the cost of this proposal would
reduce that surplus, the City nonetheless should not be required to make
employer conttibutions to the Retirement System for at least the next
ten years. The Amendment also provides that if the City is required to make employer
contributions 1o the Retirement System, the City will negotiate a cost-sharing
agreement with the police officers and firefightets 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 contributions
to the Retitement System in 2005% and for FY 2016 the City had to make 2 $526.8
million conttibution, $377.1 million of whlch was payment towards the unfunded
pension liability.
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Jusie 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 Retitee
Health Benefits; this report addresses only the Pension Benefits. The Voter
Information Pamphlet desctibed the changes to the Retirément System as follows:

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

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

* The basit COLA benefit swonld be compounded annually based on the retiremerit benefits
payable on June 3 02h of the prior year..

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

The City would freese wages and other economric benefits for miscellaneous City er;gb]ayee:
Srom July 1, 2009 through June 30, 2010.

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

As a result of the propositions increasing retirement benefits, the declining i investment returns expetienced

by the Retitement System and the increasing cost to the City of the Retirement System, two Civil Grand
Juries investigated the Retirement System:

2008-2009 CGJ Repott: “Pensions Beyond Our Ability to Pay”®

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

Program. In response to the findings they made regardmg spitaling pension costs,
the CGJ recommended:

A task force should be established to evaluate a change o a defined-contribution (DC)
plan for all new ermployees of the City and County of San Francisco. By adopting a DG, -
the Mayor, the [Board of Supervisors], and [San Francisco Employee Retirement Systen]
tan do more to restore credibility to the pablic Retirement Systenis than any other action
they can take,

The Mayor’s Office responded’ to the 2008-2009 CGJ report it general and also
specifically to the tecommendation listed above. The general comment from the
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Mayot's office was that the Mayor did not believé. that San Francisco was
experiencing a pension crisis and that the Retitement System was among the most
well-funded retirement systems in the country with a strong record of supetior
temirns on its investments. Specifically, the Mayor disagteed with the
recommendation to convert to 4 DC plan because he believed that the Retirement
Systém’s defined benefit (DB) plan offered 2 more secure investment strategy.

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

This CG]J investigated the ever-increasing Retirement System unfunded Hability and
its effects on City setvices since the City is financially responsible for the unfunded
liability, as well as “pension-spiking.” The investigation concluded, among other
issuies, that the current DB plan is financially unsustainable without cutbacks in jobs
and City services. The investigation report recommended that the City consider 4
hybrid DB and DC plan for future employees and that no cost-of-living increases
accrue to retirees unless the plan is fully funded. The Mayor’s Office responded’ to A ,
the finding of the CGJ report regarding the unsustainability of the Retirement “Pension reform can

System that: be hard to talk about.
, - _ A : In the long tun,
San Francisco’s Defined Benefit Plan is one of the most sonndly funded and managed " reform now means
public retirenient plans in the United States; the system iiself is sastainable, despiré the fewer demands for
impat of the sevére economic downturn. The City has faced econdmic downturas befors, layoffs and less
and, as it has in the past, our systens will recover and remain finandially 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 tisks associated with a DC.pI;_m. Californians to fix this
' ‘ ’ system now.”
‘ X lerry Brown
2010 Proposition D*

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It changed the formula for determining the highest salary on which the
pension benefits would be based from the highest average monthly salary within one
year to the ‘average salary in two consecutive fiscal years ot 24 months prior to
retitement. This proposition also changed the formula for City contributions to the
Retirement System depending on the Retitement System’s investinent
earnings. Specifically, the Voter Pamphlet said that: '
Foremployecs bired on and after July 1, 2010, “final compensation” would be caloulated
using a twoyear formula. An employee’s final compensation wonld be determined by

. averaging monthly vompeniation during:

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

The City Controller provided the following statement on Proposition D:

Taken together, the change in the SFERS safety and CalPERS employee contribution
rates from 7.5% 1o 9.0%, and the two year final compensation calenlation, are expected to
reduce the employer long-term cost (called the ‘normal’ cost) of pension funding by
approximately 0.7% over the 25 year period between fiscal year 2011- 2012 and fiscal
year 2035-2036. Cumnlatively, 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
emmployees, and other factors.

2011 Proposition C*

This proposition was placed on the ballot by the Board of Supervisors and approved
by the voters. It changed the pension benefits by increasing the age requirement for
obtaining maximum retirement benefits and also required that retirement benefits be
based on an average of the last three years of setvice, as well as limiting certain 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 SFERS 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 City payroll. Employees making at least
550,000 would pay an additional amount up to 6% of compensation when the City
contribution rate is over 12% of City payroll. When the City contribution rate falls below
11%, employee contributions would be decreased proportionately.

Proposition C wonld also create new retirement plans for employees hired on or after
January 7, 2012, that wonld:
o For miscellancons employees, increase the meinimum retirement age to 53 with 20
_years of service or 65 with 10 years; ‘
o For safety employees, the minipaum retirement age wonld remain at 50 with five
_years of servics, but the age for maximum benefits wonld increase to 58;
o For all employees, lirmit covered compensation, calculate final compensation from a
three-year average, and change the multipliers wsed to calculate pension benefits,
and o '
o For niscellancons emaployees, raise the age of eligibility to receive vesting allowances
to 53 and reduce by half the City’s contribution to vesting allowances.
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The Voter Information Par_nphlet also stated that:

Prqboyz'lz'on C wonld limit cost-of-living adiustments for SFERS retirees,

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

Shonld the proposed Charter amendment be approved by the voters and implemented, in my
opinion, the City’s costs 1o fund employee retivement benefits will be reduced by
approximately §40 to §50 million in fiscal year (FY) 2012—13. City costs will be reduced
by approscimately 81 billion to §1.3 billion cumulatively over the ten years between FY
2012—13 and FY 2021— 22, of which §85 million is attributable to retiree bealth benefit
savings, and the balance to pension contribution savings.

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

The California Rule

In the 1955 case of Alen v City of Long Beach”, the California Supreme Coutt
established what became known as “The California Rule” for public employee
pensions which has been interpreted as constitutionally prohibiting any reduction of
pension benefits for current employees and retirees as an infringement of the right of
contract. The Great Recession of 2008-09 drastically diminished the market value of
pension funds and, along with demographic factors such as longer life expectancy,
resulted in a nationwide increase in the underfunding of pension plans. Although
lowering benefits for prospecz‘z've employees is allowed under the Califotnia 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
dollats and, as a California Court of Appeals sardonically noted, “As 5o offen occurs
California was in first place.” Under the City’s Charter the City is obligated to conttibute -
to the Retitement System to compensate for underfunding, but actuarial predictions .
show that only loweting benefits for cuttent employees can bring the system to full
funded status™.

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

11
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Financial Economics and Public Pension Plans

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

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

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

Joint AAA (American Academy of Actuaties)/SOA (Society of Actuaries) Task
Force on Financial Econommics and the Actuatial Model:
Pension Actuary’s Guide to Financial Economics, 2006

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

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

We reviewed:

- - Pror CGJ reports on the Retirement Systetn;

- Prior propositions dealing with the Retirement System;

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

- San Francisco Compichensive Annual Financial Repotts (CAFR)

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

- Reform efforts by other public retirement systems

We intcrvie'wed:

¥

Present and former staff of the Controller’s Office;
Present and former staff of the Retifement Systern;
Present and former staff of the Mayor’s Office;
Members of the Retirement Boatd.

t

1

We consulted with outside experts familiar with retirement systems.
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DISCUSSION & ANALYSIS

The Retirement System is a defined-benefit pension plan which provides a specified
retitement benefit that is based on the member’s retitement age, service length, and
final salary. The Retitement System is governed by a seven-member Retirement

~ Board; three are employees o retitees elected by all employees and refirees, three are
Mayortal appointees, and one is a Board of Supetvisors (BOS) meniber appointed by
the BOS President. Elected officials, including the Mayor, the Board of Supemsors

and the Controller, are members of the Retirement System. - - ’ “W?_ cannot
continue. Our
The Retitement Boatd appoints the Retitement System’s Executive Director and an peasion costs and
Actuaty. The Executive Director administers the Retirement System; the Actuary health care costs for
advises the Retitement Board on actuarial matters and monitors an independent our employees are
consulting actuatal firm, Cheiron, which prepares the Retirement System’s annual going to bagkrupt
Actuarial Valuation and GASB 67/68" Repotts, and other actuarial analyses. The tbl_s city.”
Retirement System publishes an Annual Report, an annual Financial Statements and Michael Bloomberg

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

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

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

Any defined-beriefit pension plan is hard for the average petson to understand. A
mortgage covers 30 years and is complex; 4 pension plan can cover 60 yeafs 6t more,
and is very complex. Predicting how much an individual makes each year, if or when
they quit, if they’re married or have kids, if they become disabled, when they retite,
or when they die — is impossible. But for a lirge group of people, actuaries can, and
do, make reasonably accurate predictions about these events. Predicting what
investments will do in the futare is far more uncertain. The Great Recession of 10
years ago is a prime example.

A pension plan must take the long view, at least 60 years. Making decisions based on
a shorter view almost always turns out badly. The stock 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 current situation needs to take the long view.

14

2843



"THE SAN FRANCISCO RETIREMENT SYSTEM ~ INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

THE CITY & ITS EMPLOYEES

The chart below provldes a 10-year overview of the City’s Budget and employees’ Salaties and Benefits'’,
After adjusting for inflation”, the Budget has increased by.40%, and Salaries and Benefits by 33%, in the last
10 years. Salaries and Benefits have been 50-53% of the Budget in each of the last 10 years. Keep in mind
that inflation has been very low for the last 10 years, but it will likely pick up in the future. The 3/23/17
. update of the Cxty’s Five-Year Financial Plan for FY 2017-18 through FY 2021-22'® estimates Salaries and
Benefits increasing by 51% over the next five years.
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The chart below provides a FY 2007 through FY 2016 overview of the numbet of City Empioyees and
Retireest?. Employees have increased by 7.3%, and Retirees by 34.0%, over the last 10 yeats. As the Baby-
Boomers continue to retire, it is possible there will be more Retirees than Employees in the futare. '
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RETIREMENT SYSTEM - FUNDING

The Retirement System is funded by contributions from the City and its employees, and by investment
returns®. The City’s contrbutions include amortization payments on the unfunded liability debt. The chart
below shows these ﬁmdmg soutces between FY 2007 and FY 2016, The table below the chart shows the
amounts. The wide swings in Investment Returns, and their size i relation to City and Employee
Contributions, illustrate the market’s risks and rewards, For example, duting the Great Recession in FY
2008 and FY 7009 the Retirement System lost mmore than 34 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 Comtnbuuons have increased by 71%, and the Emiployee
Contributions by 37%, in the last 10 yeats. :
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RETIREMENT SYSTEM -~ LIABILITY, ASSETS, UNFUNDED LIABILITY

The chart below shows the Retitement System’s Liability, Assets, and Unfunded Liability for FY 2007 to FY
2016, Unfunded Liability = Liability — Assets. After adjusting for inflation™, Liability has increased by
35%, and Assets by 3%, ovet the last 10 years. Between FY 2007 and FY 2009, the Retitement Systend went
from being $3.4 billion ovetfunded to $4.6 billion undetfunded, an $8.0 billion swing in three years.

Between FY 2009 and FY 2014, Assets almost caught up with Liability, but since then Liability has -
continued to increase while Assets have been relatively flat.
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PROPOSITION COSTS & DISCLOSURES

For most pension retitement benefits, the City and its employees miake paytments

each pay period during the employees’ time of service. Those payments are invested “Local and state-
and ‘earn moneéy over timé. Retroactive pcnsmn in¢reases do not wotk the same. ﬁnancml'prol?lems are
accelerating, in large

The total projected futute costs of a proposition’s retroactive pension increase are et
calculated for all employees and retirees for their lifetime; this is usually a large part betause public
amount. Wherd the proposition’s pension inctease goes into effect, that total entities promised
becomes a proposition debt owed by the City to the Retirernent Systern — employees pensions they couldn't
and retitees owe nothing. The proposition debt is added to: the Unfunded Actuarial afford”
Liability* of the Retirement System. The proposition debt is exptessed as 2 Warren Buffet
percentage of the City’s payroll, so it increases each year based upon the Salary

Increase Rate® percentage (3.75% - 4.50%), and increasés ot decreases in the

number - of erhployees. The proposmon debt is paid back over 20 years at the

Discount Rate (7.50% ~— 8.00%).

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

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

California’s pension plans are daizaerow_ly underfunded, the result of overly gengions benefit
promises, wishful thinking and an unwillingness to plan prodently. Unless aggressive
refoims are mp/emmfed now, the probler will get far worse, forcing connties and atze.r to
severely reduce services and layoff eﬂyb]qyees Yo meet pension obligations.

As patt of the report’s Recommiendations 3 and 4, it states:

To nininize 1isk fo taxpayers, the responsibility for funding a sustainabli pension system
st be spread more equally aming parties.

o The Legislature must probibit refroactive pénsion inireases.

To improve fransparency and acconntability, more information about pension costs must be
provided regularly to the public.
o The Lagislature st quzz'regowmmem‘ retirement boards to restructure their
boards to add a majority or.a substantial minorily of indgpendent, public menibirs
Zo ensure greater representation of taxpayer interests.
s Al proposed pension inoreases nuust be submitied to voters in their respective
Jurisdictions. The ballot IREASHIES WSt by accompanied by sonnd astyarial
- information, written in a clear and coniise format,
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Governot Brown published 2 “T'welve Point Pension Reform Plan” on October 27,
2011%. One of the points was to “Prohibit Retroactive Pension Increases.” It states:

In the past, a number of public employers applied pension benefit enbancements ke earlier
retirement and increased benefit amonnts to work already performed by current employees
and retirees. Of conrse, neither employee nor ensployer pension contributions for those past
_years of work accounted for those increased benefits. As a result, billions of dollars in
unfunded Liabilities continue to plagne the system. My plan will ban this
Irresponsible practice.

(Bolding added)

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

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

Shonld the proposed charter amendment be approved by the voters, in my opinion, the City

will have both significant added costs in the near and medium term for the cost of employee

pension benefits and significant savings in the near lerm under its labor contracts and in the
Jong term for the cost of retiree health bensfits.

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

To partially pay for this increased retirement benefit, the amendment freezes wages for
the 2009-2010 fiscal year. This provision is estimated to save the City approximately
2.1% of salary or an estimated §35 million on an annual basis. These savings estimates’
are based on an assumption that the City wonld otherwise have provided wage increases at
percentage rates at or near the projected consumer price index for that period and is
consistent with the City’s historical experience in negotiated labor contracts. Finally, the
Charter amendment specifies that the City’s ongoing excpenditures for improved refirement
benefits under this proposal must be mmz'a’ered the egztzvalem‘ of wages in _future labor
arbitration proceedings. INote that these provisions do not apply fo z‘/Je labor contracts ﬁ)r
police, firefy gbfer&, sheriffs, nurses and transit operators.

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

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

Increases Cost of Living Aa}'mz‘mem‘f (COLA) for retirees and modestly insproves
pensions for employees who retire at or affer age 60

Proposition B is just the latest minor p@bom/ 1o appear on the ballot in a City Charter
election, costing taxpayers a mountain of mongy for a molebill of municipal employes 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 Cumulative Principal pald®. Note that after eight

years the City has paid $542 million in Intetest, $53 million in Principal, and has-an Outstanding Balance of
$697 million. The Outstanding Balance increased during the first four yeats, and over the next twelve years

it will be paid down to zero.

All retroactive pension mcrease propositions will have a similar pattetn of i intetest and prmcxpal costs over

" time.

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

Each fiscal yeat there ate five financial documents published by the Conttoller and
SFERS that describe the City’s Retirement System: 1) ‘the Controller’s
Comprehensnre Annual Financial Report (CAPR), 2) the SFERS Annual Repott; 3) ,
the SFERS Financial Statements; 4) the SFERS Actuarial Valuation Report; and 5) “Unfortunately,
- the SFERS GASB 67/68 Report. These reports are described below. pension v
' ‘ . mathematics today
An actuatial report was produced by the SFERS Actuary and sent to the Board of remain 2 mystery to
. Supervisoss, the Mayor, and the Controller for each proposition that retroactively most Arnerifans.-’
increased refirement benefits. Each actuaral report estimated the detailed costs of Warren Buffet
the proposition and was the basis of the Controller’s estimate provided in the Voter
Information Pamphlet. These actuarial reports could not be found online.

For the most patt, these reports are not meant for the average City taxpayer,
employee, or retiree. There ate no other readily available sources of information
about the Retirement System’s finances. This results in- there being litte
. transpatency or accountability to the public for the Retitement 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 Supcrvisors and the Controller understood these reports, but failed to
communicate it to votets in a clear and complete mannet.

Comprehensive Annual Financial Repott
Produced by: Controller’s Office

Audience: Accountants,auditors

Complexity: Very High

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

This report describes all the finances fot the City.

SFERS Annual Report

Produced by: SFERS

Audience: Employees, retirees, public

Complexity: Medium/High

Size: 79 pages

Notes: .

Its Financial, Investment, Statistical, and Defetted Compensation Plan Sectiops are
cleat, and imuch of the Actuagal 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 Yeai.
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SFERS Financial Statements

Produced by: SFERS
Audited by: MGO Certified Public Accountants
Audience: Accountants, auditots
Complexity: High .
 Size: 52 pages '

SFERS Actuarial Valuation Report

Produced by: Cheiron, the SFERS’ Actuary

Audience: SFERS, actuaries, auditors

Complexity: Extremely High

Size: 94 pages

~ Notes: , A '

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 putposes. 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
Retirtement System, including investment losses ($1.4 billion), a coutt ruling on
Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C ($1.3
billion), and changes in demographic assumptions ($1.1 billion)*. Howevet, the
principal underlying cause is the estimated $3.5 billion® in retroactive retitement
benefit increases implemented by voter-approved propositions between 1996 and
2008.

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

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

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

Recommendation R2.1: That the Board of Supervisors establish a permanent
Retirement System Oversight Committee to develop a comprehensive, long-term
'solution for the Retirement System that is fair to both employees and taxpayers, and
present it to the votets in a propositdon 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: Retitement 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 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 concerning the finances of the
Retirement System.
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c. As needed, develop solutions to future problems the Retirement

- System encounters and, if necessary, present them to voters in a

proposition. All options should be on the table, including a Hybrid
Defined Benefit / Defined Conttibution plan.
The Committee shall provide oversight to ensure that: (1) actions
taken by the Retirement System ate 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.
In furtherance of its purpose, the coramittee may engage in any of
the following activities:
i. Inquire into the actions of the Retirement System by
‘ reviewing reports, analyses, financial statements, actuarial
repotts, or other materials related to the Retirement System.
ii. Holding public meetings to review the effect on San
Francisco residents of actions taken by the Retirement
System.

3. Public Meetings

a.

The Board of Supervisors shall provide the committee with any
necessary technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient 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
repotts issued shall be a matter of public recotd and be made
available on the Board's website.

4. Membership

a.

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

b. Public members.

i. Public members must be voters.
i. Public members cannot be membets of the Retjrement
System.
iii. Each Supetvisor will appomt a single Pubhc member.
iv. The Mayor will appoint all other Public members.
Public members can only be removed for cause.

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

vii. Public members will receive no compensation.
Viid. Four—year term, staggered so that one-fourth of the Public
members’ terms expire each year.
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ix. No more than two consecutive terms.

c. Representative members

1. Mayor’s Office representative.
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 Board of Supervisors will decide how best to fund the
Committee.

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

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.

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

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

FINDING F4: The Controller and the Retitement System provide extensive reports
about the Retitement 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 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 Controller’s Office
develop and produce an annual Retirement System Report that clearly explains the
current and projected status of the Retirement System and its effect on the City’s
budget.
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REQUEST FOR RESPONSES

FINDING F1 :
That there are multiple causes for the City’s $5.81 billion debt to its Retirement
System, including investment losses ($1.4 billion), a court ruling on

($1.3 billion), and changes in demographic assumptions ($1.1 billion).

Supplemental Cost of Living Adjustments (COLAs) in the 2011 Proposition C |

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

RECOMMENDATION R2.1 .

That the Board of Supervisors establish a permanent Retirement System

Oversight Committee to develop a comprehensive, long-term solution for the

Retirement System that is fair to both employees and taxpayers, and present it

to the voters in a proposition by 2018. All options for reducing pension

liabilities must be consideted, including a hybrid Defined Benefit / Defined

Contribution plan. The details of the committee ate:

*1. Name: Retirement System Oversight Committee
2. Purpose
a. Develop a comprehensive, long-term solution for the

Retirement System’s unfunded liabilities that is fait 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 a2 Hybrid Defined Benefit / Defined
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However, the principal undedying cause is the estimated $3.5 billion in| RESPONDERS
retroactive retirement benefit increases implemented by voter-approved :
propositions between 1996 and 2008. Mayor
RECOMMENDATION R1.1 : Board of
That the Mayor and Board of Supervisors fully disclose the financial details of Supervisors
any future retirement benefit increases or decreases to the public: Retitement Board
RECOMMENDATION R1.2
That by the end of 2018, the Retirement Boatrd produce an annual report for
the public showing each component of the debt owed by the City to the
Retitement System, including the full history of each component and
descriptions of all calculations.
FINDING F2
1) That the City’s Retirement System diligently protects the retirement-telated
interests of the City’s employees and retirees; 2) that the Retitement Boatd has

'| a majority of members who are also members of the Retirement System (they RESPONDERS
receive, or will receive, pensions); 3) that when it came to retroactive Mavor
retirement benefit increase propositions between 1996 and 2008, the Mayor, Boaryd of
Board of Supervisors, Retitement Board, and Controller did not fulfill their Subervisors
responsibility to watch out for the interests of the City and its residents; and 4) Retirelzn ent Board
that despite previous Retitement System-related propositions (2010 Controller
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Contribution plazn.

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 votets in a 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 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.

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

i. Inquite into the actions of the Retirement System by
reviewing reports, analyses, financial statements,
actuarial reports, or other materals related to the
Retirement Systemn.

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

3. Public Meenngs

a.

The Board of Supetvisors shall provide the committee with any
necessary technical assistance and shall provide administrative
assistance in furtherance of its purpose and sufficient resources
to pubhclze 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
Otrdinance (Chapter 67 of this Code). The committee shall
issue regular reports on the results of its activities. A report
shall be issued at least once a year. Minutes of the proceedings -

“of the committee and all documents received and reports

issued shall be a matter of public tecord and be made available
on the Board's website.

4. Membership

a.

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

b. " Public members.

i. Public members must be voters.
ii. Public membets cannot be membets of the Retirement
System.
ili. Each Supervisor will appoint a single Public membet.
tv. The Mayor will appoint all other Public members.
v. Public members can only be removed for cause.
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vi. Public members shall be experienced in life insurance,
actuarial science, employee pension planning,
investment portfolio management, labor negotiations,
accounting, mathematics, statistics, economics, or
finance. '

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

1. Board of Supervisors’ representative.

ii. Controller’s Office representative.

tv. Human Resources Department representative.

v. Safety Unions’ tepresentative.

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 Supervisors submit a Charter
amendment proposition to the voters to add three additional public members
who are not Retirement System members to the Retirement Board.

FINDING F3

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

RECOMMENDATION R3.1

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

RECOMMENDATION R3.2

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

RESPONDERS

Elections
Commission
Department of -
Elections
Controller
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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 Retirement System develop and maintain a
dataset based on the data in its actuarial and financial reports of the last 20
years, and make that dataset available to the public.

RECOMMENDATION R4.2

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

RESPONDERS

Retitement Board
Controller

2860




THESAN FRANCISCO RETIREMENT S5YSTEM — INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

Appendix A: Sources

CITY AND COUNTY OF SAN FRANCISCO

San Francisco Charter (hitp://www.amiegal.com/codes/client/san-francisco _ca/)

Article XII: Employee Retirement and Health Service Systems

Appendix A: Employment Provisions

San Francisco Employees’ Retirement System

Website Home Page: htip://mysfers.org

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

Publications — Anaual Repotts: hitp://mysfers.org/resources/publications/annual-reports/

Publications ~ Actuarial Valuation Reports:
. httpi//imysfers.org/resources/publications/sfers-actuarial-valuations/

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

Office of the Controller

Comprehensive Annual Fihancial Reports (CAFR): »
http://openbook.sfqov.orq/webreportslsearch‘aspx?search’Strinq=&Vear=1 9868&year2=2017&type=CAFR&index
=0&index2=48&index3=0

City Budgets & Reports:

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

SF OpenBook: http:llopenbobk.quov.orq/

Proposed Five-Yeat Financial Plan, FY 2017-18 — 2021-22, 12/16/2016: -

hitp://sfcontroller.ora/sites/default/files/Documents/Budaet/Five%20Year%20F manc1al%20Plan%20FY1 7~
18%20through%20FY21-22%20%28Proposed%29%20FINAL pdf

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

LI
S
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San Francisco Civil Grand Jury

2008-09 Pensions Beyond Qur Ability to Pay: http://civilarandjury.sfqov.org/2008 2009.htm|
2009-10 Pension Tsunami: The Billion Dollar Bubble: http://civilgrandjury.sfgov.org/2009 2010.html

OTHER RESOURCES

California Actuatial Advisory Panel (CAAP): http://www.sco.ca.gov/caap.htm!

Calpensions: https:/calpensions.com/

Hoover Institution Hidden Debt, Hidden Deficits: 2017 Edition, Hovw Pension Promises Are Consuming
State and Local Budgets:
htto://www.hoover. ora/sites/default/fi Ieslresearch/docs/rauh hiddend ebt201 7 final webreadypdf1.odf

Joint AAA (Ametican Academy of Actuaries)/SOA (Society of Actuanes) Task Force 6n Financial
Economics and the Actuarial Model, Pension Actuary s Guide to Financial Economics, 2006:
https://www.soa.ora/Files/Sections/actuary-journal-final. pdf

League of California Cities — Pension Information Center:
hitp://www.cacities.org/Policy-Advocacy/Hot-Issues/Pension-Information-Center

Little Hoover Commission — Public Pensions for Retirement Secutity:
http://www.lhc.ca.gov/studies/204/report204. html

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

Pension Finance Institute, Financial Bconormics Pinciples Applied to Public Pension Plans:
www.pensionfinance.ora/papers/PubPrin. pdf . .

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

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

Year-Mon | Ltr Title $/Yeat Total "~ 8§/Year.
. 20 Years. 20 Years after 20
1996 Nov | C | Retired Employee Benefits n/a n/a n/4d
| 1996 Nov | D | Firefighters Retitement Bénefits 3,500,000 70,000,000 | 1,750,000
1998 Nov | A | Police Retiremeént Benefits 3,900,000 78,000,000 | 2,300,000
1998 Nov | C | Paramedic Retitément Benefits 485,000 9,700,000
2000 Nov | C | City Wotker Retitement Benefits (Misc) 34,000,000 | 680,000,000} 17,000,000
2002 Mar | B | Costof Living Benefits 19,100,000 | 382,000,000 | 7,400,000
2002 Nov | H | Police & Firefightet Retitement Benefits 28,000,000 | 560,000,000 | 8,200,000
2003 Nov |F | Targeted Early Retirement n/a n/a nfa
(Misc 3+3, 1 of 3) ,
2003 Nov | F | Targeted Eatly Retiretnent n/4 n/a a/a
: (Misc 3+3, 2 of 3)
2003 Nov | F | Targeted Eatly Redrement o/a n/a a/a
, (Misc 3+3,30f3)
2004 Nov | E | Police and Fire Sutvivor Benefits 1,000,000 20,000,000
2008 June | B | New Misc Ret Bfts and Compound COLA | 84,000,000 | 1,680,000,000 | 27,000,000
Totals: 3,479,700,000 | 63,650,000
Year-Mon | Lir Title Voter Information Pamphlet
1996 Nov | C | Retited Exoployee Benefits https://sfpl4.sfpl.org/pdfimain/gic/elections/Novembers
' 1996short.pdf
1996 Nov |. D | Fitefighters Retirément Benefits | https://sfpld.sfpl.ora/pdf/main/gic/elections/November5
: . 1986short.pdf . ,
1998 Nov | A | Police Retitement Benéfits hitps://sfpl.org/pdf/main/aic/elections/November3 1998
: : short.pdf '
1998 Nov | C | Paramedic Retitement Benefits h;}t‘pszllzipt.orq/pdflmain/qic/elections/NovemberS 1998
short.ndf
2000 Nov | C | City Worker Retirernent Benefits https:/r;sfpi,orq/pdfimainiqic/'elections‘lNovembe'r? 2000
(Misc) -odf
2002 Mar | B | Costof Living Benefits gttp'ds;://s'fpicksfpl,orq/p.dflmain‘/qic/elections/MarChS 200
2002 Nov | H | Police & Firefighter Retirement htfp:/lsfpl.orq/pdf/mainlqic/elections/NovemberS 2002,
Benefits pdf
2003 Nov | F | Targeted Early Retirement : htg;;s://sfpl.orqlpdflmainlqic/elections/November4 2003
2004 Nov | E | Policeand Fire Sutvivor Benefits l%t—f;;:/lsfpl‘orq/pdf/main/qic/election‘s/Nove'mber2 2004,
2008 June | B | New Misc Ret Bfts and g'_ttps://sfpm.sfpl.orq/pdf/mainlqic/electionleune3 2008. |
Compound COLA. pdf . '
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ENDNOTES

! San Francisco Charter, Article XIT: Employee Retirement and Health Service Systems, and Apﬁendik A: Employment
Provisions. http://librarv.amlegal. com/nxt/gateway dli?f=templates& fn=default. htm&vid=amlegal:sanfrancisco_ca

23000 Proposition C, Voter Information Pamphlet: https:/sfipl.ore/pdf/main/gic/elections/November? 2000.pdf

3 2002 Proposition H, Voter Information Pamphlet: hitp://sfpl.ore/pd#/main/gic/elections/November5_2002.pdf

% SFERS Audited Financial Statements 2006 page 8. “In order to maintain the fiscdl soundness of the Plan, employer
contribuitions 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 Jung 2008 Proposition B, Voter Information Pamphlet: https:/sfpld.sfpl.ore/pdf/main/gic/elections/June3 2008.pdf

§ SF CGJ 2008-2009 Report: Pensions, Beyond Qur Ability to Pay:
http//civilgrandjury.sfgov.org/2008_2009/Pensions_Beyond.pdf

"7 Office of the Controllér, Status of the Recommendations by the Civil Grand Jury:2008-09, 2010 Department Resporisés,
page 11: hitp://civilgrandjury. sfgov.org/2008 2009/ControllersAudit’ 2008-2009 Report.pdf

3 SFCGJ 2009—'20 10 Report: Pension Tsuniami, The Billion Dollar Bubble:
httpi//civilgrandjury.sfgov.org/2009 2010/Pension_Tsunami.pdf

? Office of the Controller, Status of the Recommendations by the Civil Grand Jury 2008-09, 2010 Department Responses,
page 15: htip://civilerandjurv.sfeov.ore/2009_2010/Controllers Audit 2009-2010 Reports.pdf”

182010 Proposition D, Voter Information Pamphlet: https:/sfpl4.sfpl.ore/pdfimain/gic/elections/June8_2010.pdf

11 2011 Proposition C, Voter Information Pamphlet: hitps://sfpl4.sfpl.ore/pdfmain/eic/elections/novembers 2011 .pdf

12 Protect Qur Benefits, http://www.protectourbenefits.org/
13 4llenv. City of Long Beach (1955) 45 Cal.24 128, 131

14 1 jtile Hoover Commission, Public Pensions for Retirement Secunty, page v,
http:/fwww. lhe.ca.gov/studies/204/report204.htnl

15 GASB 67/68 is the Government Accounting Standards Board Statement No. 67, “Financial chortmc for Retirement -
Systems®, and Statement No. 68; “Accounting and Financial Reporting for Pensions.” 4

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

http://openbook.sfrov.ore/openbooks/cgi- ,
bin/cognosisapi.dli?b_action=cognosViewer&ui.action=run&ul.object=/content/folder%3 B%40name%3D%27Reports¥s2 7%
\D/repon"/iﬁB"/MOnaxne 63D%627Budeet$627%3D& ui name*"’OBudve(&.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 i
(www.usinflationcalculator.com), The 2007 amount is multiplied by 1.158 to adjust it to its. 2016 equlvalent, and then the
percentage increase is calculated

35
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THE SAN FRANCISCO REFIREMENT SYSTEM - INCREASING UNDERSTANDING & ADDING VOTER OVERSIGHT

18 The City’s Five Year F inancial Plan Update, 3/23/2017, page 2:
http://sfeontroller.ore/sites/defaulv/files/Documents/Budeet/FY 17~
18%20Five%20Y ear%20P1an%20 Update%620 FINAL%6203.23 pdf

" * BEmployee and Retiree counts are from the 2007-2016 SFERS Actuarial Valuation Reports.
http:/myvsfers.org/resources/publications/sfers-actuarial-valuations/

0 City and Employee Contributions, and Investment Returns are from the 2007-2016 SFERS Actuarial Valuation Re?porfs.
http://mysfers.org/resources/publications/sfers-actuarial-valuations/

21 The cumulative rite of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator
(www.usinflationcalculator.com). The 2007 amount is multiplied by 1.158 to adjust if to its 2016 equwalent, and then the
percentage increase is calculated.

2 Liability, Assets, and Unfunded amounts are from the 2007-2016 SFERS Actuanal Valuation Reports.
http://myvsfers: 0rJre<ources/nubl1c'monsfsters—qctuanalwaluanons/

% The cumulative rate of inflation between FY 2007 and FY 2016 is 15.8%, according to the US Inflation Calculator
(www.usinflationcalculator.com). The 2007 amount is multiplied by 1.158 to adjust it to its 2016 equivalent, and then the
percentage increase is calculated,

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

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

% 1 jttle Hoover Commission — Public Pensions for Retirement Security: http://www.lhc.ca.gov/studies/204/report204.himl

27 hitp://gov.ca.sov/docs/Twelve Poiht Pension Reform 10.27.11.pdf

3 June 2008 Proposition B, Voter Information Pamphlet: https:/sfold.sfpl.ore/pdf/main/gic/elections/Tune3 2008.@

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

30 The Outstanding Balance, Cumulative Interest, and Cumulative P.rmmpal are from the 2007-2016 SFERS Actuarial
Valuation Reports. htip://mysfers.org/resources/publications/sfers-actuarial-valuations/

3L SFERS FY 2016 GASB 67/68 Repoit, page 2.

52 See Appendix B: Retirement System Propositions.
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Prepared l"b llen Lee Zhou Contact: ellenzhou8¢ “""’J)yahoo com
SEIU 1021 Bargaining Team Member, Retirement Committee
Wednesday, October 18th, 2017

Dear SEIU1021 members, thank you for trusting me to lead our Retirement Committee. I have
read several articles written by a retired San Francisco public employee that appear in the
Westside Observer. Many of his articles are on our Deferred Comp plan, which is also known as a
457 (b) Plan.” The San Francisco Employees Retirement System (SFERS) selects and monitors
the company that manages our plan. Currently Prudential Retirement Insurance and Annuity
Company (PRIAC) acts as our record keeper. Please take your time to study these problems.

I found several facts alarming about our 457 (b) deferred compensation plan:

1. SFERS has never audited our plan, so they really do not know whether Prudential (PRIAC)
ensured our investments actually were purchased.- If Prudential is just the record keeper, it is
unclear who or where our assets are actually held. '

2. Every year SFERS prepares an annual report that includes the values of our deferred comp
plan. Earlier this year, a retired employee made a public records request to get a copy of the
deferred comp statements from each mutual fund component. It was learned that SFERS does
not even receive mutual fund account statements to backup the numbers SFERS reports in
the annual report. http://mysfers.org/wp-content/uploads/SFERS_AnnualReport FY16_web.pdf
3. Our plan allows Prudential to buy investments other than the investments you instruct them to
invest in. Prudential is allowed to buy options, futures and other derivatives that you may not
want them to invest in,

4. When our account was transferred from ING to Great West in 2009, our Stable Value fund
was deficient over $100 million dollars. Great W,g‘st paid off this deficit by not glvmg city
employees their full interest until the $100 million loan was paid off,

5. Prudential is charging us a fee based on how many assets we have. If Prudential is charging -
us a fee based on the alternative investments that Prudential has made with our money, then they
are overcharging us,

6. Our fellow San Francisco employees have almost three billion dollars with Prudential. Our
$3 billion account is not segregated from other cities and corporations accounts. Our account is
commiingled in a pool. Unlike other pooled investments like mutual funds, with our Prudential
account, every city has a separate contract and agreement with Prudential. SFERS does not get to
review the other cities’ contracts, so SFERS 1is blind to allowances or restrictions the other cities
might have given to Prudential. In theory, another city could allow Prudential to invest in salt
and that salt now becomes partially ours because our investments are not segregated from the
other cities in the Prudential pooled fund,

7. Banks prowde FDIC Insurance and mutual fund investors are protccted by SIPC insurance.
Because our shares are not held at the mutual fund companies, we do not receive the $500,000
SIPC Insurance protection.

. 8.Prudential does not even assign you an account number. This makes it easier for identity
thieves to access your account

- 9. 401k Plan investments are monitored by the Department of Labor. Our deferred comp plan
is not protected by the Department of Labor and the ERISA Iaw that the Department of

Labor enforces.

1 found our retired éoworkers articles to be complex but frightening. Yoﬁ can go to this link and
then scan down to his articles on Deferred Comp. How can we advocate to protect our money?
http://www.westsideobserver.com/news/barberini. html#oct 17 «

Prepared by Ellen Lee Zhou Contact: ellenzhou888@yahoo. com
Behavioral Health Clinician, Department. Public Health
SEIU 1021 Bargaining Team Member, Retirement Committee

it oA thol iw&%ﬁ%
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Carroll, John (BOS)

~rom: ' ~ claire zvanski <czvanski@hotmail.com>

it Wednesday, January 17, 2018 3:42 AM
fo: Kim, Jane (BOS); Peskm Aaron (BOS); Breed, London (BOS)
Ce: . Carroll, John (BOS)
. Subject: GAO item #3 Grand Jury report
Categories: : 2018.01.17 - GAO, 170662
Dear Supervisors:

The Retired Employees of the City and County of San Francisco (RECCSF) has been representing ALL
retirees from the City, the Unified School District, the Community College District and the Superior Court since
the 1950s. We find that the latest Civil Grand Jury Report on the SF Retirement System (SFERS) is scheduled
for review at your committee this morning.

The RECCSF urges you to reject the findings of the Civil Grand Jury. The SFERS was among the top 5% in
the nation for returns during the 2016-17 year and is now among the top 2 pension plans in the nation in the
2017-18 year. The fund is one of the most stable'and best funded public pension plans in the nation. Clearly,
the Grand Jury report does not accurately reflect the investment returns and stability of the fund.

Unlike a number of other local public pension plans, the SFERS has not changed it's rate of return nor has
it seen a need to do so since it is easily reaching its rate of return. That also means that '
contribution rates from both employers and employees remain stable and will not be increasing.

We follow the performance of the SFERS very carefully and were dismayed by the clearly skewed report
of the Civil Grand Jury. RECCSF rejects the findings and recommendations of the report. The Civil Grand Jury

~port does not accurately reflect the condltlon performance and stability of the SFERS and should be
_Jected by you.

Thank you very much for your consideration of our position and recommendation,

Claire Zvanski
President, RECCSF

1
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Introduction Form
By 2 Member of the Board of Sup ervisors or the Mayor

Time stamp
or meeting date -

I hereby submit the following item for introduction (select only one):

1 1. For reference to Committee. (An Ordinance, Resolution, Motion, or Charter Amendment)

O

- 2. Request for next printed agenda Without Reference to Committee.

3. Request for hearing on a subject matter at Committee.

X

4. Request for letter beginning "Supervisor | ' o inquires”

5. City Attorney request.
- 6. Call File No. _ from Committee.

7. Budget Analyst request (attach written motion).

8. Substitute Legislation File No.

9. Reactlvate File No.

I Y O N O A Y B

10. Questlon(s) subm1tted for Mayoral Appearance before the BOS on

Please check the appropriate boxes. The proposed legislation should be forwarded to the following':
‘1 Small Business Commission ] Youth Commission (7] Ethics Commission

[] Planning Commission [ Building Inspec‘uon Com}:mssmn
Note: For the Imperative Agenda (a resolutlon pot on the printed agenda), use a Imperative Form.

>p0nsor(s)

Clerk of the Board

Subject:

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

The text is listed below or attached:

Hearing on the recently-published 2016-2017 Civil Grand Jury report; entltled "The San Francisco Retirement
‘System - Increasing Understanding and Addmg Voter Oversight."

- Signature of Sponsoring Superv1sor MM"‘“/

For Clerk's Use Only:
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