verview

e [he Retirement Board is authorized to set the
DROP interest crediting rate, as stated in

§24.0902 of the San Diego Municipal Code

e The rate is scheduled to be reviewed annually in
November and made effective the following
January.

e The Board can change the interest rate at any time.




SDCHERS

“San.Disgo City Employses’ Ratirament System

Recent decisions by the Board

e On November 21, 2008, the SCDERS Board changed
the DROP interest crediting rate from 8.00% to 7.75%,
effective January 1, 2009

e On February 20, 2009, the SDCERS Board changed the
DROP interest rates effective July 1, 2009. For the first
time, two different rates will be applied to the two types of
accounts (active and annuity):

> Active DROP accounts go from 7.75% to 3.54%
> DROP annuity payments go from 7.75% to 5.00%

6




How is the interest rate set?

The active DROP interest rate (3.54% effective
July 1, 2009) is a composite of January’s 12-month
trailing averages of three 5-year indices (indicators):

1. U.S. Treasury Securities
2. Bank IRA CDs
3. High Quality Corporate Bonds




How is the interest rate set? (continued)

The DROP annuity interest rate (5% effective July 1,
2009 *) is a composite of January’s 12-month trailing
averages of three 20-year indices (indicators):

1. U.S. Treasury Securities
2. High Quality Corporate Bonds

3. The Pension Benefit Guaranty Corporation’s
intermediate annuity rate

* Rate is limited by the Municipal Code




ow does my active DROP account increase?

Active DROP accounts are credited with the following:

- Bi-weekly:
»  3.05% of bi-weekly salary by employee
> 3.05% of bi-weekly salary by employer

- Monthly:

> Service retirement benefit

. Quarterly:

> Interest

- Annually:
» Cost of living adjustment (maximum 2%
> 13t Check (if member is eligible and payment is made)
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Ask yourself:

What payment option were you planning to take?

e Lump sum - the change in interest rate should
have a less significant effect on your decision.

You just accrue slightly less over your remaining
DROP period.

e Annuity — this is where the interest rate change
has a more significant effect.




How to determine what is best for you?

e Do you want to retire or keep working?
e \What is best for you personally?
e What is best for you financially?

> When comparing interest amounts, consider
the salary you will not be earning if you are
no longer working for the City, Port or Airport.

This is a personal decision;
everyone’s situation is different




retired prior to October 6, 1980, will be increased from 1.5% to 2.0%.

5. IRS 414(H)(2)

Beginning July 1, 1993, the City agrees to implement IRS Section 414(H)(2) for all
members in the unit, allowing employee contributions to the Retirement system to be
made pre-tax, contingent upon “safe harbor” limitations not being exceeded.

6. 1997 Benefit Changes

The City and POA, having met and conferred, have agreed to benefit improvements to
the City Employees Retirement System, The City Council has approved these changes
by adoption of Ordinance No. O-18383 Adopted February 25, 1997 and Ordinance
No. O-18392 Adopted March 31, 1997; subsequently the improvements were
approved by a majority vote of System Members in April 1997. Those changes

include the following:

A. Effective August 1, 1997, a Post Retirement Health Benefit is established for
Health Eligible Retirees and Non Health Eligible Retirees. A Health Eligible
Retiree is any retired Member who: (1) was on the active payroll of the City of San
Diego on or after October 5, 1980; and (2) retired on or after October 6, 1980, and
(3) is eligible for and is receiving a retirement allowance from the Retirement

System.

Health Eligible Retirees may choose to participate in a City sponsored health
insurance plan or any other health insurance plan of their choice. The Retirement
System will pay or reimburse the applicable Medicare-eligible or non-Medicare
eligible retiree-only premium up to but not to exceed the cost of the retiree-only
premium for the highest cost HMO plan which is also a City sponsored health
insurance plan made available to Health Eligible Retirees.

Additionally, the Retirement System will reimburse the Part B Supplemental
Medical Expense Premium for those Health Eligible Retirees enrolled in Medicare.

Effective August 1, 1997, the “sliding scale” health benefit with a $2,000 cap is
eliminated and replaced with the Post Retirement Health Benefit for Health

Eligible Retirees.

The City agrees that it will not diminish the benefits contained in its current retiree
HMO plans without mutual agreement with the exclusive bargaining
representatives; nor convert to a blended premium for active employees and
retirees without mutual agreement with the exclusive bargaining representatives.

B. The Disability Income Offset provision is eliminated. There will be no reduction
retirement benefits if the retiree has other income.

C. A five year purchase of service credit provision is established effective January 1,
1997. Under this provision, the Member may purchase up to five years of service
credit by paying both employee and employer contributions in an amount and
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manner determined by the San Diego City Employees Retirement System Board to
make the System whole for such time. [n addition, members retiring on or after
January 1,1997, may purchase probationary periods, military and veterans code
leaves, waiting periods for the 1981 Pension Plan, actual time worked hourly or
part time, special leaves without pay occurring prior to January 1, 1997, the
difference in time between part time and full time prior to January 1, 1997, long
term disability, vocational rehabilitation maintenance (VRMA) and temporary total
disability (TTD), FMLA periods, special leaves of absence with job to be saved
periods and any preceding reinstatement by the Civil Service Commission

following a termination appeal.

D. A Deferred Retirement Option Plan (DROP) is established effective April 1, 1997.
DROP provides an alternative form of benefit accrual while allowing a Member to
continue working for the City. During the DROP period, a DROP Member retains

all rights, privileges and benefits of being an active City employee, except as
specifically modified in the DROP Plan Document, and is subject to the same
terms and conditions of employment including disciplinary actions up to and
including termination. The Member continues to be eligible for the active
employee Flex Benefits Program for the classification and is not eligible for
“retiree” health benefits until such time as the Member completes or terminates the
DROP period. Under DROP, a monthly service retirement allowance along with
any COLA increases, Supplemental Benefit checks and any adjustments to such
payments applicable to retirements effective on the date the Member entered the
DROP are deposited into a trust account. These SDCERS benefits are calculated as
if the Member were retiring on the date the Member enters the DROP. The
Member’s contributions to the Retirement System cease. The Member and the City
each contribute 3.05% of the Member’s salary each pay period that the Member
participates in the DROP. The Member’s contribution is made on a pre-tax basis
pursuant to [nternal Revenue Code Section 414(h)(2). These monies are placed in a
trust account and are distributed to the DROP participant upon termination of
employment or completion of the DROP period whichever occurs first. No
withdrawals may be made from the DROP account until the Member completes or
terminates his or her DROP period. Interest will be credited to the Member’s
DROP account in the same manner and at the same rate that interest is credited to
employee CERS accounts. The Member is 100% vested in the DROP from its

inception.

A DROP participant who becomes disabled may apply for conversion of their
deferred retirement allowance to a disability allowance calculated at the date of
entry into the DROP, and the employee shall retain all of the DROP and matching
contributions. A Member who participates in DROP irrevocably designates a
specific consecutive period of months for participation, not to exceed sixty months.
The Member must terminate City service at the end of the designated period.

At the completion of the DROP period, the DROP account will be distributed as a
lump sum, or in any other manner permitted by the IRS as soon as those options
are developed by the Retirement Administration.

E. For retirements effective on or after January 1, 1997, the 50% continuance is
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available to the spouse to whom the Member was married on the date of retirement.
The requirement that the member be married to his or her spouse at least one year
prior to retirement for the spouse to receive the 50% continuance is eliminated.

F. The surviving spouse of a Member who is killed while in the performance of duty
is entitled to continued health coverage as provided in California Labor Code

Section 4856.

G. The modified special death benefit provided to the surviving spouse of a Member
killed in the line of duty is amended to eliminate the requirement that the benefit be
discontinued if the spouse remarries. Any benefit terminated to such spouse as a
result of remarriage shall be reinstated effective January 1, 1997.

7. A retirement allowance cap of 90% of Final Compensation (high one year salary) is
established for Police Safety Members.

8. 2000 Retirement Benefit Changes

The City and the POA, having met and conferred, and having participated in the
settlement of a class action lawsuit challenging the calculation of “compensation
earnable” have agreed to benefit changes to SDCERS. The benefit changes resulting
from this class action settlement were approved by the SDCERS active and retired

membership in June, 2000.

A. Formula Change For Calculation of SDCERS Monthly Retirement Benefit

The Retirement Calculation Factor to be applied to the Police Safety Member’s
high one year salary at specified ages may be increased from the current levels to
those shown below for all retirements effective on or after July 1, 2000 if the

Police Safety Member selects this option.

Retirement Calculation Retirement Calculation

Retirement Age Factor effective Factor effective

1/01/97-6/30/00 7/01/00
[Current] [New]

50 2.50% 3.00%

51 2.60% 3.00%

52 2.70% 3.00%

53 2.80% 3.00%

54 2.90% 3.00%

55+ 2.99% 3.00%

Member Option: Pursuant to the class action settlement, a Police Safety Member
may choose, upon application for retirement, one of the following two options:

(1)The Retirement Calculation Factor in effect on July 1, 2000 with no change in
the Police Safety Member’s Final Compensation OR
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(2) A ten percent (10%) increase in the Police Safety Member’s Final
Compensation, with the Police Safety Member’s Unmodified Service
Retirement Allowance calculated using the Retirement Calculation Factor in

effect on June 30, 2000.

This election must be made with SDCERS at the time of application for retirement.

B. Police Safety Member’s SDCERS Contribution Rate Change

(1)On July 1, 2001, Police Safety Members’ contribution rates to SDCERS will be
increased by 0.53%.

(2)Effective July 1, 2000, Police Safety Members’ Contribution rates will increase
by an additional 0.16% to pay for the cost of providing the choice of Retirement
Calculation Factors described above. The additional 0.16% increase will be paid

Section 24.1507 until

from the Employee Benefit Reserve described in SDMC Section 2

the Reserve is exhausted.
C. Eligibility for Industrial Disability Retirement Change:

A Police Safety Member may be eligible for an industrial disability retirement if it
has been medically determined that the Police Safety Member has become
psychologically or mentally incapable of performing his or her normal and
customary duties as a result of a violent attack on the member with deadly force,
such as a shooting or stabbing that causes great bodily injury, and that resulted in a
nervous or mental disorder. This provision shall sunset on June 30, 2010, and no

such applications may be made after that date.

9. Health Eligible Retiree Benefits

The City and POA, having met and conferred, have agreed to benefit improvements
to the City Employees Retirement System for Health Eligible Retirees.

1. Effective July 1, 2002, a Health Eligible Retiree, as defined in the Municipal
Code, will have the applicable Medicare eligible or Non-Medicare eligible
insurance premiums paid for the Health Eligible Retiree-only insurance, or the
Health Eligible Retiree will be reimbursed the actual cost incurred from the
Medicare eligible or non-Medicare eligible retiree-only premium up to the
maximum amount allowed in the Municipal Code Division 12. Municipal Code
Division 12 will be amended to set the maximum amounts to be paid on behalf
of or reimbursed to a Health Eligible Retiree for retiree-only Medicare eligible
or non-Medicare eligible health insurance premiums based on the premium for
the City-sponsored PPO plan for Fiscal Year (FY) 2003 and annually adjusted
thereafter based on the Centers for Medicare & Medicaid Services, Office of the
Actuary, projected increase for National Health Expenditures for the full year
period ending in the January preceding the start of the new plan year; such
adjustment shall not exceed 10% of such Medicare-eligible or non-Medicare
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eligible retiree-only premium. Pursuant to this provision the based monthly
maximums are established for FY 2003 as follows:

a) For non-Medicare eligible retirees: $489.16
b) For Medicare eligible retirees: $460.67

10. 2003 Retirement Changes

Effective July 1, 2003, the City agrees to amend the Municipal Code to provide
Safety Member retirement status for Police Recruits on day one of the police

academy.

On or before January 1, 2004, the POA shall have the right to notice the City in
writing of the intent to implement a medical expense reimbursement plan to
provide a tax-favored benefit to retirees in accordance with the Plan’s Trust

document. The POA notice shall specify the proposed date of implementation,

which shall be no later than January 1, 2005. The notice shall include a copy of
the trust document and other pertinent operational documents that are sufficient
for the City to determine compliance with IRS regulations. It is understood that
the trust shall be established, governed and administered by the trust and POA.
The City shall not be responsible for the trust and appropriate hold harmless and
indemnity provisions shall be endorsed by the POA prior to implementation. All
costs associated with the formation and administration of the trust shall be borne
by the POA or trust as appropriate by IRS regulations. Once the City has
approved the trust, the City agrees to implement payroll withholding from all
employees in the bargaining unit in an amount designated by the trust and
approved by the POA for deposit to the trust. The POA will not authorize payroll
withholding from employees on a unit wide mandatory basis that has not been
approved by the POA membership in the bargaining unit covered by this contract.
Membership approval shall be determined by a majority of ballots cast following

the notice of election.

ARTICLE 45
LONG TERM DISABILITY PLAN

A. The City will continue to offer a Long Term Disability Income Plan to eligible
members of the Police Unit. This Article generally describes the benefits available
under this Plan. Specific provisions are set forth in the Plan on file with the City
Clerk. To apply for this benefit employees must be disabled (unable to work as a
result of injury, accident, illness or pregnancy), subject to medical disablement
certification. Benefits do not start for 30 calendar days from the date of disability and
continue for the next 12 months. The benefit is 70% of basic biweekly earnings, less
all other income benefits while totally disabled. To qualify for benefits you must file a
claim on an approved form available from the Risk Management Department or the
Police Personnel Office. The claim must be submitted within 60 days of disability
date, or within 60 days of the date an employee is first aware of the disabling
condition. If a claim is denied, the employee may appeal the decision to the City
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