MEMORANDUM

Date: February 20, 2015

To:  The Honorable Chair and Members From: C.H. Huckelberry »,
Pima County Board of Supervisors County Admini%
Re:  Additional Adverse Impact to the County Budget

Attached is information from our Budget Manager regarding charges that will be assessed
against Pima County for the Public Safety Personnel Retirement System (PSPRS) in Fiscal
Year (FY) 2015/16.

In 2011, the State Legislature enacted laws that modified certain compensation formulas for
retired members of the PSPRS. In response to these changes, system beneficiaries sued.
The Court determined these reductions were not legally enacted and that plan participants
would now be required to fully contribute past payments that were due to retired members
of the system. The amounts varied by jurisdiction. For FY 201 5/16, Pima County will be
required to make an additional contribution of $5,176,351.

This additional and unanticipated cost to the County will primarily impact the General Fund,
on top of the nearly $10 million additional County budget transfer to the State to balance

their budget.
As you can see, this single budget payment increase to the PSPRS for primarily law

enforcement and correction personnel is basically the same cost as the entire County
employee compensation increase of last year to the General Fund.

CHH/anc

Attachment

c: Tom Burke, Director, Finance and Risk Management
Robert Johnson, Budget Manager, Finance and Risk Management
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PIMA COUNTY

DEPARTMENT OF FINANCE AND RISK MANAGEMENT

Date: February 9, 2015

To:  C. H. Huckelberry From: Robert W Johnson
County Administrator Budget Manager

RE: FY 2015/16 Public Safety Personnel Retirement System Contribution Rates & Costs

The Public Safety Personnel Retirement System (PSPRS) administers four public safety
retirement plans on behalf of Pima County:

-Pima County Sheriffs Department

-Pima County Corrections Officers
-Administrative Office of the Courts Probation Officers

-Pima County Attorney Investigators

Each year, the plan administrators complete individual actuarial valuations for each of the plans
and provide the County with the employer and employee contribution rates for the following
fiscal year. The rates for FY 2015/16 are shown in Attachment 1.

In 2011, the legislature instituted several pension reform changes to control costs as
promulgated in SB 1609. A later court decision in Fields vs. EORP reversed some of these
changes. Specifically, it reversed the new mechanism put in place for determining permanent
benefit increases (PBI) for those participants retired prior to SB 1609 becoming law. Because of
this reversal, the plan administrators were required to reinstate the old PBI formulas for those
who were retired as of July 1, 2011. This decision resulted in an adverse impact to the individual
retirement plans and resulted in significant increases in the average contribution rates paid by

jurisdictions.

The Board of Trustees in anticipation of the impact this decision would have on employer
contribution rates adopted a policy to allow jurisdictions to phase-in the increases over a three
year period. This policy allowed employers the choice of the rate that reflects the full effect of
the reversal in FY 2015/16 or to choose a rate that phases-in the effects over three years.
These two different sets of rates are included in Attachment 1.

Attachment 2 shows the estimated cost impact to the individual public safety retirement plans
for both the phase-in rates and the full rates based on the budget in development as of mid-
January and is subject to change. If the phase-in rate is followed, the total FY 2015/16 employer
cost increase to the County would be $1,266,750 of which $1,138,579 would impact the General
Fund with the remainder of the increase being paid by various special revenue funds and
grants. If the County were to absorb the full cost impact of the decision in FY 2015/18, the

Thomas E. Burke, Director
130 W, Congress Street, 10 Floor ,Tucson, Arizona 85701-1317 Ph: (520)-724-3030 Fax: (520) 770-4173
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employer cost increase would total $5,176,351 of which $4,804,843 would be the net increase
to the General Fund.

The plan administrators recommend that all employers contribute at the full rate before phase-
in. If the phase-in rate is chosen, the negative impacts in the long run would include:

-A temporary loss of contribution dollars into the plan

-A reduction in plan earnings

-A decrease in funded status as of June 30, 2016

-Possible higher required employer contributions in FY 2017/18 and beyond

The plan administrators have asked the individual jurisdictions to review these options and
determine which rates will used for the employer contributions in FY 2015/16. A decision needs
to be transmitted to the plan administrators by March 31, 2015. If no option is received by that
date, the full employer contribution rate will be implemented.

Recommendation: At first glance, the full rate options resulting in $5,176,351 of additional
employer costs in FY 2015/16 seems like the less palatable option. However, choosing the
phase-in option will most likely result in significantly higher future costs when the plan completes
actuarial valuations for FY 2017/18 and beyond. | recommend that the County notify and pay
the rates that recognize the full impact of the Fields decision in FY 2015/16 as likely the
least damaging option to the budget in the longer term.

By choosing the full rate option, Pima County will make $23,649,058 of employer contributions
to the four PSPRS retirement plans in FY 2015/16.

Cc: Tom Burke, Director, Finance and Risk Management
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