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ORDINANCE 2011-378
AN ORDINANCE REGARDING SUBSECTION (A) OF SECTION 106.108 (FUTURE PENSION BENEFITS AND PENSION FUNDING), OF PART 1 (GENERAL PROVISIONS), OF CHAPTER 106 (BUDGET AND ACCOUNTING CODE), ORDINANCE CODE, CLARIFYING THAT THE PAST EXCESS CONTRIBUTION (PEC) FUNDS WITHIN THE JACKSONVILLE RETIREMENT SYSTEM ARE PART OF ITS GENERAL ASSETS AND NO SEPARATE IDENTIFICATION OR SEPARATE ACCOUNTING OF THESE PEC FUNDS IS NECESSARY; PROVIDING AN EFFECTIVE DATE.

WHEREAS, the City of Jacksonville is required by state law to make certain contributions to the City’s Retirement System, and a previous actuarial method change resulted in “past excess contributions”, or “PEC” funds within the Jacksonville Retirement System (comprised of the General Employees Retirement Plan and Corrections Officers Retirement Plan), that exceeded the required minimum City contribution; and 

WHEREAS, the Board of Trustees of the City of Jacksonville Retirement System (“Board”) has historically accounted separately for the PEC funds even though the funds are commingled within the Jacksonville Retirement System’s general assets; and 

WHEREAS, Subsection 106.108(a), Ordinance Code, prohibits the City from using the PEC funds to meet the City’s annual funding requirements for the City’s Pension Plans, or for any other purpose; and

WHEREAS, the rationale for no longer accounting for the PEC funds separately within the Jacksonville Retirement System is described in a memorandum dated April 28, 2011 from Mr. Richard Cohee to the Board of Trustees of the Jacksonville Retirement System, a copy of which is attached hereto as Exhibit 1; and

WHEREAS, the Council desires to clarify that the remaining PEC funds within the Jacksonville Retirement System are part of its general assets and that no separate accounting or identification of these funds is necessary; now therefore


BE IT ORDAINED by the Council of the City of Jacksonville:

Section 1. 
Clarifying Section 106.108(a) (Future Pension Benefits and Pension Funding), Ordinance Code, regarding PEC Funds.  The Council confirms and clarifies that the PEC funds within the Jacksonville Retirement System are part of its general assets and no separate identification or separate accounting of the PEC funds is necessary.  
 
Section 2.

Effective Date.

This ordinance shall become effective upon signature by the Mayor or upon becoming effective without the Mayor’s signature. 
Form Approved:

    /s/   John F. Germany      _ 
Office of General Counsel

Legislation prepared by:
John Germany
G:\SHARED\LEGIS.CC\2011\ord\Pension Board clarification of §106 108 PEC Fund.doc 
� EMBED Package  ���
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To: Board of Trustees,
General Employees and Corrections Officers Retirement Plans

From: Richard Cohee, Retiree Trustee W C z 4&

Subject: Possible Liquidation of Past Excess Contributions Account

Date: April 28, 2011

Page i1 of the draft Actuarial Valuation prepared by Segal as of October 1, 2010 reported
that the Past Excess Contributions (PEC) Account that is maintained within the General
Employees Pension Plan (GEPP) increased to $10,694,410 as of September 30, 2010.
The value of the PEC is treated by actuaries as a reduction in the Actuarial Value of
Assets (AVA). As noted on the attached page 5, the Preliminary AVA of $1,651,587,177
is reduced by the $10,694,410 value of the PEC in arriving at the Final AVA of
$1,640,892,767. In other words, the actuarial science treats the PEC as a reserve account
that is pulled out of the pool of pension assets that is acknowledged for purposes of
establishing the AVA and in turn the UAAL which is in turn serviced by an annual City
contribution (AAL — AVA =UAAL).

In the event that the PEC were to be permanently liquidated and folded into the corpus of
the pension trust, the reported AVA would rise and the UAAL would be reduced by a
like amount. I have attempted to quantify the impact of this exercise upon the City’s
pension contribution requirements on the attached page 22 from the Segal draft report.
The calculations reflected on this page 22 suggest an annual budgetary impact of
$683,585 upon the recommended City contribution.

The PEC has been used in the past by the City as an alternative source in lieu of making
City pension contributions out of the current City Budget. This practice has been
outlawed by the current provisions in Ordinance Code Section 106.108(a) which is
attached for your review. The Ordinance Code language leaves the PEC in a kind of
permanent limbo state. Its character requires it to be permanently set aside for a purpose
for which it cannot be used under the law. This posture seems to argue for the formal
liquidation of the PEC moving forward and in the process help to strengthen the funded
status of the GEPP.

In view of these considerations, I would recommend that the Board of Trustees support
the permanent liquidation of the PEC in view of the City’s current budget policy
language in Ordinance Code Section 106.108(a). Concurrent with this action, I would
also recommend that we seek the Mayor’s inclusion of such pension funding policy
actions within the FY2012 Budget Ordinance that will shortly be considered by the City
Council. This step will ensure that the proposed action is embraced from a City Budget
policy standpoint and that the actuary has clear and authoritative direction to liquidate the
PEC in conjunction with the preparation of the Actuarial Valuation of October 1, 2011.
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SECTION 1:  Valuation Summary for the City of Jacksonville General Employees Retirement Plan

There were approximately 1,200 active participant “show-ups” that entered the Plan with dates of hire prior to October 1,
2009. This represents 20% of the total active participants as of October 1, 2010. Only service from their plan entry date,
not hire date, was used in determining plan liabilities and recommended contributions.

The October 1, 2010 actuarial valuation report is the first valuation completed since the Disability Program was spun off
into a separate plan.

The actuarial valuation report as of October 1, 2010 is based on financial information as of that date. Changes in the value
of assets subsequent to that date, to the extent that they exist, are not reflected. Declines in asset values will increase the
actuarial cost of the Plan, while increases will decrease the actuarial cost of the Plan. If the Plan were to recognize all
deferred losses immediately and determine the required contribution on the market value of assets, the recommended

contribution for the plan year beginning October 1, 2011 would increase from 17.22% of projected payroll to 20.77% of
projected payroll.

As indicated in Section 2, Subsection B of this report, the total unrecognized investment loss as of September 30, 2010,
taking into account the change in asset valuation method, is $195,508,177. This investment loss will be recognized in the
determination of the actuarial value of assets for funding purposes in the next few years, to the extent it is not offset by
recognition of investmént gains derived from future experience. This implies that eaming the assumed rate of investment
return of 8.25% per year (net of expenses) on a market value basis will result in investment losses on the actuarial value
of assets in the next few years. Therefore, if the actual market retumn is equal to the assumed 8.25% rate and all other
actuarial assumptions are met, the contribution requirements would still increase in each of the next few years.

The actuarial value of assets, excluding the Past Excess Contributions, was $1,640,892,767, or 112.7% of the market value
of assets of $1,456,079,000, as of the valuation date. This actuarial value of assets reflects the recommended change in
asset method. The new smoothing method provides for level recognition of gains and losses over a 5-year period.

The Past Excess Contribution increased from $8,008,931 as of September 30, 2009 to $10,694,410 as of September 30,

2010. T

Included in this valuation for the first time is the following assumption change:

e The investment return assumption was lowered from 8.40% to 8.25%. It is our understanding that the Board may
consider lowering the assumption further to 8.00% beginning with the October 1, 2011 actuarial valuation.

Aside from the investment return assumption, no assumption changes were made in this valuation. An in-depth five-year
experience review has been discussed and is tentatively planned following the October 1, 2011 actuarial valuation.

A new 5-year asset smoothing method was implemented which recognizes market gains and losses by 20% per year for

five years. The actuarial value is further adjusted, if necessary, to be within 20% of the market value. The method was
applied retrospectively, although asset values from prior actuarial valuations will not change.
SECTION 2:  Valuation Results for the City of Jackgonville General Employees Retirement Plan

It is desirable to have level and predictable plan costs from The amount of the adjustment to recognize market value is
one year to the next. For this reason, the Board has treated as income, which may be positive or negative.
approved an asset valuation method that gradually adjusts Realized and unrealized gains and losses are treated
to market value. Under this valuation method, the full equally and, therefore, the sale of assets has no immediate
value of market fluctuations is not recognized in a single effect on the actuarial value.
year and, as a result, the asset value and the plan costs are
more stable.

The chart shows the CHART 7

determination of the
actuarial value of assets
as of the valuation date. -

Determination of Actuarial Value of Assets for Year Ended September 30, 2010

1. Market value of assets $1,456,079,000
Original Unrecognized
2. Calculation of unrecognized return Amount* Retum**
(a) Year ended September 30, 2010 $35,673,088 $28,538,470
(b) Year ended September 30, 2009 -122,591,553 -73,554,932
(c) Year ended September 30, 2008 -421,047,679 -168,419,072
(d) Year ended September 30, 2007 89,636,778 17,927,357
(e) Total unrecognized return -195,508,177
3. Preliminary actuanal value: (1) - (2¢) 1,651,587,177
5 l;<'1 4. Past excess contribution ( PE c) -10,694,410
b E 5. f_igil actuarial value of assets: (3) + (4) $1.640,892 767
;" E 6. Actuarial value as a percentage of market value: (5)+ (1) 112.7%
o

*Total return minus expected return on a market value basis
**Recognition at 20% per year over five years
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SECTION 3:

Supplemental Information for the City of Jacksonville General Employees Retirement Plan

EXHIBIT H
Table of Amortization Bases

Date

Initial

Initial
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| LIGIHXA

Annual Years Outstanding
Type* Established Years Amount Payment* Remaining Balance
2004 Fresh Start 10/01/2004 29 -- $21,944,341 24 $329,744,729
2004 Decrease 10/01/2004 30 -- -5,682,348 25 -87,320,956
2005 Gain 10/01/2005 30 -- -237,354 26 -3,724,744
2006 Gain 10/01/2006 30 -- -641,383 27 -10,264,793
2007 Gain 10/01/2007 30 -- -1,938,841 28 -31,606,772
2008 Loss 10/01/2008 30 -- 9,092,895 29 150,819,915
2010 Experience Loss 10/01/2010 30 $248,759,927 14,755,537 - 30 248,759,927
2010 Change in Assumptions 10/01/2010 30 33,728,927 2,000,678 30 33,7328,927
2010 Change in Asset Method 10/01/2010 30 -87,612,723 -5,196,869 30 -87,612,723
2010 Change in Plan 10/01/2010 30 -9,782,006 -580.233 30 -9.782.006
Total $33378,073 X IS, { tbig( = $522,187,217

* Level percentage of payroll

Less PEQ .’LMPM'\—<CX’3.585>

L1024 415> (1)
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(g) For Business Unit Funds and Internal Ser-
vices Funds, until the established reserve targets
related thereto and funding strategies estab-
lished therefore have been met, any reserve avail-
able at year-end shall be retained within such
related fund to allow progress toward the target
set forth. Once the targets have been met and are
being maintained, then any excess reserves, as of
year-end, may be recaptured, if necessary, to build
and/or replenish the targeted General Fund re-
serves.

(h) For Special Situation Funds and/or re-
serves therein, as long as the contractually com-
mitted forward arrangement exists, the related
reserves will be held within the Special Situation
Funds and/or fund reserves, as contemplated
therein.

(i) For General Fund Supported Operating
Funds or Sub-Funds, annually as part of the
year-end audit closing, any year-end reserve cre-
ated by the operations of such related fund or
sub-funds shall be identified and transferred to
the General Fund as a reduction of the General
Fund's Operating Transfer subsidy (a "Recap-
ture") with the intent of increasing the Operating
Reserves and thereafter the Emergency Reserve.
To the extent that the Recapture exceeds the
annual subsidy, then the remaining year-end Re-
capture shall be treated as an Interfund Transfer
to the General Fund.

() To the extent excess reserves become avail-
able (and are not otherwise restricted) in other
fund categories (as defined in subsection (e) above,
then a similar Recapture shall be initiated related
thereto.

(k) The Director of Finance shall provide the
Council Auditor with a draft of the proposed
Recapture journal entry, and the Council Auditor
shall have five business days from the date thereof
to review and/or comment thereon, prior to any
action in respect thereto.

() Within thirty days of a Recapture, the Di-
rector of Finance shall report to the Mayor and
City Council on the following items:

(i) The Recapture exercised by fund/sub-
fund; and

Supp. No. 32

$ 106.108

(i) The status of the various targeted reserve
positions.

(m) An exception to subsections (a) and (d)
through (1) shall require approval by two-thirds
vote of all City Council members.

(Ord. 2005-807-E, § 10.11.A; Ord. 2005-1496-E,
§ 1; Ord. 2006-788-E, § 10.3)
Editor’s note—Ordinance 2007-839-E, § 18, authorized

updated department/division names pursuant to reorganiza-
tion.

Sec. 106.107. Emergency Reserve Policy and
Fund.

There is hereby established a separate fund
(Emergency Reserve) in. the City which shall be
established as part of the budget beginning with
the 2005—2006 budget and which shall annually
contain the emergency reserve for the City. The
initial goal for the Emergency Reserve shall be up
to $40,000,000. The Emergency Reserve shall not
be used except as initiated by the Mayor through
written communication to City Council, explain-
ing the emergency, and subsequent approval by
two-thirds vote of all City Council members.

All interest earned in Emergency Reserve in
Fiscal Year 2008-2009 and after shall accrue and
remain within the Emergency Reserve. The bal-
ance in the Emergency Reserve shall be reported
to the City Council Finance Committee at least

-quarterly. The goal for the City Emergency Re-

serve Fund is to equal approximately seven per-
cent (25.5 days average cash flow) of the total
General Fund/General Services District budgeted
expenditures. Annually, during the budget pro-
cess, the Mayor, if the goals are not metf shall
recommend added contributions to the Emer-
gency Reserve.

(Ord. 2005-807-E, § 10.11.A; Ord. 2006-788-E,
§ 10.4)

Sec. 106.108. Future Pension Benefits and
Pension Funding.

(a) The City shall provide annual funding for
the City's Pension Plans from the current years
revenues and eliminate funding from the excess
funds in the Past Excess Contribution account in

the Pension Fund. Regardless of the performance

of the City's pension funds, the City shall riot use

CD106:9
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excess runds or past excess contributions to de-
fray or redirect any normal cost or amortization of
unfupded actuarial accrued Liability pension con-
Lributions or for any other purpose.

(b} Annual funding for the City's Pension Plans
shall be based upon annual actuarial reports

(¢) Pension benefits enhancements for any of
the City's Pension Plans may only be approved if
the affected plan is at least 90 percent actuarially
funded at the time of approval of the Pension
Benefit enhancement. A prerequisite for filing
legislation to affect the pension benefits shall be
verification that the affected pension plan is funded
at 90 percent.

(d) Exceptions to any requirement of this sec-
tion sha’l be initiated by the Mayor and shall
require approval by two-thirds vote of all City
Council members, after a public hearing required
by law.

(Ord. 2005-807-E, § 10.11.A; Ord. 2008-1091-E,
§ 1)

Sec. 106.109. Capital Improvement Fund-
ing.

The City shall have a Capital Improvement
Plan that is designed to be financially feasible
and provides the funding source and amount of
funding for the capital costs of each project, and
the funding source and amount of funding for the
anticipated post-construction operation costs of
each project. The Capital Improvement Plan shall
be filed and approved each fiscal year concur-
rently wish the annual budget.

(Ord. 2005-807-E, § 10.11.A; Ord. 2006-185-E, § 3)

Sec. 106.110. Mid-year budget/end-of-year
analysis/review.

(a) By no later than May 15 of each fiscal year,
the Director of Finance, through the Mayor, shall
provide to the City Council a mid-year forecast (a
"Mid-Year Forecast") of the then current fiscal
year's budget versus actual operating results (each
as of March 31 of the then current fiscal year) for
the General Fund and any other significant oper-
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ating funds facing material fiscal year-end chal-
lenges and/or difficulties. Each-Mid-Year Forecast
shall include, at a minimum:

(1) An expenditure summary, which shall in-
clude an object code based summary of
each major operating Department and/or
significant non-departmental line item;
and

(2) A revenue summary by significant reve-
nue group and/or individual line item, as
appropriate.

(b) The City Council shall schedule a separate,
specific City Council meeting to review the Mid-
Year'Forecast, and the appropriate individuals
from each applicable Department and/or Agency
shall be made available to address any questions
by the City Council members.

(Ord. 2006-788-E, § 10.5; Ord. 2009-701-E, § 3)

Editor’s note—Ordinance 2007-839-E, § 18, authorized
updated department/division names pursuant to reorganiza-
tion.

Sec. 106.111. Debt management parameters.

The City is establishing appropriate objective
guidelines and parameters for future debt issu-
ance. Guidelines that are too restrictive do not

provide enough debt capacity to finance needed

infrastructure. Guidelines that are not restrictive

enough may result in excessive debt issuance in

the near term, which will reduce future budgetary

flexibility by creating an excessive debt service

demand on the City's resources, contributing to a

deteriorating credit position. Objective guidelines

typically take the form of debt ratios. Below are

five debt service ratios identified by the City to
control its debt position.

Maxi-

mum/

Mini-

Target mum

Overall net debt to estimated market

CD106:10

value 2.50% 3.50%**
Debt per capita $2,600  $3,150%
Debt service to General Fund revenues 11.5% 13.0%**
Ten year principal paydown 50% 30%*
Unreserved, undesignated General Fund
Balance to revenues 10% 5%*

*  Measured as a minimum
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