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Abstract
This article is an analysis of 31 defined benefit police and fire pension plans of 20 municipalities in
Florida. The authors conducted a similar assessment of these same plans ten years earlier to
determine the fiscal impact of these plans due to state mandates that accompany state funding for
each of these plans. The current study analyzes key measures of fiscal health over the last ten years
for these same plans to ascertain whether the fiscal condition of these plans remained constant,
that is, whether underfunded plans continued to be questionably managed and whether well-
funded plans continued to be fiscally stable considering economic trends and the lessening of state
mandates on the use of state funding for these plans. The findings show that the overwhelming
majority of the plans neither significantly changed their financial condition nor their general
ranking among the plans evaluated.
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Introduction

Across the United States, governments have
consistently underfunded their defined benefit
(DB) pensions. It is estimated that pensions
in the United States are underfunded in an
amount somewhere between US$934 billion
and US$3.4 trillion dollars, depending on
estimates used (Anzia, 2019). Unfortunately,
this is not a recent trend. Johnson (1997) de-
termined that governments have an incentive to
offer generous, poorly funded pensions be-
cause underfunding can reduce tax burdens
for residents who expect to leave their com-
munity before those retirement benefits are
paid. A decade earlier, Leonard (1986) ex-
pressed concerns regarding chronic under-
funding of public pensions during a time when
such concerns received limited attention in the
literature and/or in accounting tables. During

that time, Leonard contrasted how private
sector funds, unlike their public sector coun-
terparts, needed to be fully funded to comply
with the Employee Retirement Income Secu-
rity Act of 1974 (ERISA); arguably, a key
reason behind the subsequent elimination of so
many private sector-DB plans. Private firms
were further mandated with the more recent
and most significant legislation since ERISA
when the Pension Protection Act of 2006 was
passed. The PPA 2006 required that, among
other things companies who underfunded their
plans had to pay higher premiums to the
Pension Benefit Guaranty Corporation
(Campbell and Dhallwal, 2010; Klaft, 2007).
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Again, this was not applicable to public
pension plans.

Most recently, Paul (2019) underscored the
concern about chronic underfunding by con-
cluding that governments are their own worst
enemy because there is evidence that these
decisions to underfund were for political ex-
pedience and their decisions to delay properly
funding these plans has caused an inevitable
fiscal imbalance. However, not all public
pensions are underfunded causing one to
question whether the same underfunded local
government DB plans have a history of fi-
nancial instability and, conversely, whether
the same plans that are properly funded have
a history of meeting annual funding require-
ments and, moreover, whether factors such
as market trends and state mandates have
an impact on the history of a plan’s fiscal
condition?

According to Munnell (2012), economic
trends, such as changes to the discount rate, are
too narrow a focus for understanding the
complexities of the fiscal health of pensions;
rather, more attention should be given to the
plan sponsors that made their annual required
contributions to their plans each year and how
those plans were better off than other plans that
did not receive those required contribution
levels. Munnell further emphasizes this posi-
tion when she concludes that governments
tend to cut pension funding in difficult times
and reduce taxes and pension contributions in
favorable economic times.

The fiscal condition of public pension plans
has come under increased scrutiny since the
late 1990s when the Government Accounting
Standards Board (GASB) substantially in-
creased the amount of reporting that was re-
quired (Clair, 2013). The scrutiny has been
further heightened with the 2008-2009 re-
cession and the current economic impacts
from COVID mandates. These recent changes
in government accounting assure that Leonard’s
concerns (1986), formally given only limited
attention in contemporaneous accounting foot-
notes, is now transparent to public officials and
citizens (Ali and Frank, 2019).

Background of the Study and
Research Objectives

Ten years ago, the authors examined the rel-
ative fiscal health of thirty-one Florida mu-
nicipal government’s DB plans for police and
firefighters. Those governmentswere each chosen
because, together, their populations represented
a normal distribution of Florida municipalities,
and because each had taken advantage of Florida
Statutes allowing the imposition of a local tax to
provide supplemental funding for those first
responders’ pension plans. That study (Lee &
Vonasek, 2011) was motivated by limitations
placed upon the use of funds for those groups’
DB pensions generated through a special use tax
upon property and casualty insurance policies
issued in a jurisdiction’s boundaries.

These special use taxes are allowed for
pension plans by the State of Florida through
Chapters 175 (Fire) and 185 (Police) of its
Statutes. Those Statutes require municipalities
employing those funding sources to establish
minimum benefit levels and employ specific
pension plan management criteria. Further, it
subjects them to state oversight (State of
Florida DMS, 2009). Those criteria provided
a degree of uniformity between these selected
pension plans, enhancing comparability. The
study’s conclusion was that, although most
plans were then solvent, their history of de-
clining funding ratios had to be curtailed.

The present study provides an assessment
and comparison of the same police and fire
pension plans that were examined ten years
earlier using, largely, the same data sources as
the original study. The justification for their
use and comparability in this present study is
consistent with the reasoning provided in the
previous study. Using generally accepted key
measures of fiscal health of pensions (GAO,
2008), this present study examines whether the
fiscal condition of these plans have remained
relatively constant; specifically, whether the
underfunded plans continued to be poorly
managed and, conversely, whether well-
funded plans continued to be fiscally stable,
regardless of economic trends or legislative
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mandates. There are some substantive ele-
ments of the municipalities that have changed
over time; notably, population and service
providers. These changes have been accounted
for in the data analysis section of this article.

Market Trends Impacting
Investment Revenue for
Pension Plans

Since the time of the original study, the general
economic condition of the nation, as well as
the debt and equity markets, experienced
positive growth, especially during the period
of 2016 through 2019 when the stock market
experienced phenomenal growth (Macrotrends,
n.d.). An important component in funding
pension plans is investment returns, most no-
tably in established plans where interest earn-
ings are often the major revenue source for
these types of plans. Within this sample, the
average of the plans’ investment income com-
ponent represented 61.4% of total annual
plan contributions (Florida Department of
Management Services., n.d.).

At the end of December 30, 2015, the Dow
Jones Industrials (DJI) Averagewas 17,462. On
December 30, 2018, the DJI Average ended at
28,538, an increase of over 63% (Macrotrends,
n.d.). An important factor to consider in as-
sessing solvency of a pension plan is the plan’s
funding ratio. The funding ratio represents “the
ratio between the value of the assets in a fund to
the present value of its liabilities” (Brown,
2020). Based upon the exponential increase
in the Dow Industrial Average, it would be
expected that the funding ratios of the subject
plans should reflect observable positive
changes from those of the initial study due to
these investment returns. A higher funding ratio
represents a greater probability that a plan will
meet the benefit obligations made to plan
participants.

One notable offsetting factor involves the
percentage of investment funds that were in
the market during the stock market boom.
Starting in 2012, the percentage of pension
funds in the S&P Index dropped signifi-
cantly due to moving from equities to other

investments, such as market neutral funds.
Unfortunately, this moved caused pension
plans to lose 15% relative to what they could
have earned had they remained in equities
(Brown, 2020).

In order to keep perspective on the above, it
must be considered that annual contributions
to any pension plan have four major compo-
nents. The first is contributions by the em-
ployer, the second are contributions by the
employee, the third is funding from “other”
funding sources, and the fourth is the annual
earnings from investments. The special use tax
funding from F.S. 175 and F.S. 185 falls into
the third component. This source is, in effect,
a subsidization of a plan’s minimum annual
contribution.

Florida Chapter 175 and 185 for
Police and Fire Plans

At the time of the original study, plan funding
through Chapters 175 and 185 was limited. It
could only be used to meet minimum state
mandated benefit standards. Any excess had to
be used for “extra benefits.” “Extra benefits”
were considered as those benefits over and
above those provided to general employees
and additional to those already in existence for
the plan’s firefighters and police officers. That
is, excess revenue after funding existing
benefits could only be used to provide “extra
benefits.” This mandate was reinforced by
opinions from the Florida Attorneys General
(Attorney General, 2001). Under this in-
terpretation, the availability of excess rev-
enues from the Chapter 175 and 185 special
use sales taxes motivated the implementation
of numerous benefit changes that affected
plans’ funding ratios.

In its 2011 legislative session, the Florida
legislature amended the described restrictive
use of F.S. 175 and 185 state special use tax
revenues by eliminating the “extra benefits”
requirement for these funds. As described
above, this ability to utilize F.S. 175 and 185
revenues to contribute to existing obligations
should be expected to be reflected by im-
proved funding ratios of the subject pension
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plans and decrease in the frequency of plan
benefit changes.

Description of the Study Samples

The current study uses the same array of
municipalities as the original study and,
largely, the same data sources. The substantive
elements of the municipalities that have
changed over the intervening time are de-
scribed and discussed below, allowing the
readers to grasp the validity of this compar-
ative study.

Data Sources

The data for this revisiting of the fiscal
soundness of local Chapter 175 and Chapter
185 pension plans are from a combination of
two reports. First is the State of Florida’s
Department of Management Services (DMS),
which annually gathers information on such
plans through an actuarial report. This re-
quirement comprises an oversight review re-
quired by Chapter 112.63 of the Florida
Statutes (Florida Statutes, 2019). Whereas the
original study’s data had to be manually
gathered from the files of DMS, the Local
Retirement Section of the Department’s
Workforce Operations has since summarized
the contents of the key actuarial measures of
the annual reports and posted them to the
DMS0website (State of Florida DMS, 2019) as
“fact sheets.”

The second source of information involves
the actuarial reports for each municipality.
These are available for each municipality
through a link posted on each “fact sheet” by
the DMS0 Local Retirement Section (State of
Florida DMS, 2019). The actuarial reports are
compiled consistent with the requirements
of the Governmental Accounting Standards
Board Summary Statements 25, 67, and 68
(GASB 25, GASB 67, and GASB 68) (GASB,
2020).

Population Change

The municipalities were chosen in the original
study to provide a representative array of

populations among Florida cities. In order to
provide comparability, the same array of
municipalities is retained. Since the time of the
original study, the populations of the munic-
ipalities have increased. The 2018 population
ranges reflect a low of 25,085 (Key West) and
a high of 878,907 (Jacksonville) (US Census
Bureau, 2019). The amount of direct pop-
ulation change has varied, dependent upon the
individual municipality. Calculation of the
standard deviation (SD) for the 2018 sample
indicates that, statistically, the sample’s pop-
ulations are still normally distributed.

Provision of Service

The provision of municipal police and fire
services has predominantly been provided by
cities themselves. However, there are options
for the provision of such services. A county
sheriff typically has constitutional authority
for law enforcement throughout the bound-
aries of their county. In some cases, a sheriff,
through interlocal agreements for services,
will provide day-to-day enforcement of mu-
nicipal ordinances. While the cooperating
municipality typically pays for the services,
either through general property tax revenues or
some type of special taxing district revenues,
the law enforcement officers carrying out the
services are employees of the county sheriff;
therefore, the fiscal framework of a pension
plan for municipal police officers is affected.

Since the original study, the law enforce-
ment agency of one of the original munici-
palities has chosen to engage in an interlocal
agreement for law enforcement services. The
City of Deerfield Beach (2018 population
79,854) has entered into an agreement with the
Sheriff of Broward County for the provision of
day-to-day law enforcement services within its
incorporated limits (Broward County, 2018).

As above, a similar arrangement can be
provided for fire services. Since the original
study, the City of Sarasota (population 56,102)
entered into an interlocal agreement with the
Sarasota County Board of County Commis-
sioners for those services (Sarasota County,
2018). As with law enforcement, the personnel
carrying out the services are employees of that
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County. The fiscal framework of a pension
plan for fire (and fire/rescue) personnel is also
affected.

The inclusion of these two municipalities’
data without consideration of their service
provision changes may disproportionately
affect some subsequent computations and thus
conclusions. In order to not irrationally skew
supporting computations made here, these
changes in service provision are considered
wherever appropriate.

Statistical Measures

The level to which local governments have
met their funding obligations for pensions and
other post-employment benefits (OPEB) is
generally evaluated by a combination of 3
factors (GAO, 2008):

1. The funded ratio; the extent of actu-
arially accrued benefit liabilities of
their trust funds, compared to the ac-
tuarial value of each trust fund.

2. The amount of the unfunded accrued
liability for each trust fund; the extent
to which trust fund obligations meet or
exceed a fund’s assets.

3. The status of annual required con-
tributions made to their pension and
OPEB trust funds; the extent to which
the local government has met an ac-
tuarially determined plan for its pen-
sion and OPEB requirements.

Providing additional depth to the above
structural framework are a plan’s market value
of assets (the plan’s actuarial value of the trust
fund), and a review of any additional benefits
added during the 2018 plan year. Combined,
these measures present a fairly comprehensive
picture of the sample plan’s fiscal health.

In the process of outlining the issues of
interest in this analytical exercise, the basis of
evaluating certain factors was questioned. The
product of this internal discussion was that it
became necessary to decide whether some
evaluative measures would be more accurately
posed in “per plan participant” context than in
terms of their gross values. Specifically, the

statement of market value of plan assets
(MVA) and unfunded liabilities were ques-
tioned. While these factors have been analyzed
in both of the contexts being discussed, the
analytical value of the per plan participant
measurements are dependent upon their use-
fulness in assessing a plan’s fiscal soundness.

Stating the value of a plan’s unfunded li-
ability on a per plan participant basis can
potentially be seen as representation of the
burden on each participant’s ability to receive
the entirety of the plan benefits promised them
in the future. However, the functional benefit
from stating MVA in a per participant context
appears to have limited worth. From an ana-
lytical point of view, interpretation of the value
of MVA, stated in a per participant context, is
limited without some uniformity in the vari-
able of plan benefits. MVA’s use in the process
appears largely limited to the determination of
fund growth and the subsequent development
of the required minimum annual contribution.
The minimum annual contribution is an ac-
tuarially determined value that inherently
considers the number of participants of each
type (e.g., active, retired, beneficiaries, and
disabled), the present values of future cash
inflows to a plan, and a number of de-
mographic factors of a plan’s participants (e.g.,
average age, average service, average com-
pensation, etc.) (State of Florida DMS, 2019).

MVAs

One of the underlying factors presented earlier
in this study is that the positive growth seen in
the investment markets during the periods
between 2008 and 2018 should be reflected by
corresponding increases in the values of the
individual funds. To determine whether this
has, in fact, occurred the change in MVA
between 2008 and 2018 may be compared.
The MVA represents the fair market value of
the assets of an individual plan if they were
liquidated (IRS, 2020). After a fund’s annual
distributions, the remainder is the fund’s
balance. This is equivalent to the MVA. It
represents growth or loss in a fund from the
combined values of employee contributions,
distributions to the fund from F.S. 175 and 185
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fee revenues, minimum annual contributions
of the employer, and changes the value of
investments. The sum total reflects a fund’s
ability to pay benefits in the future. This,
functionally, allows a plan’s fund balance at
the end of the actuarial year to be measured
after that year’s distribution of benefits. The
2018 MVA for each plan was taken from the
DMS0 fact sheets (State of Florida DMS,
2019). Then, a comparison was made with
plan fund balance (MVA) at the end of 2008
(State of Florida DMS, 2009). The change in
MVA over time is expressed as a percentage
change over the time period for each plan and

an average change may be expressed for the
sample as a whole (Table 1).

The average change in value over the ten-
year period was 86.1%, an annual average
growth in excess of 8%. In addition to an
increase in the mean (dollar) value for the
individual plans (52.4%), their median (dollar)
value also increased (75.1%). The sample used
for this analysis was adjusted to remove three
cities which had either changed the basis of
their provision of service (Sarasota and
Deerfield Beach) or whose plan was reported
on a different basis (Pompano Beach only
reported their fire service plan in 2008).

Table 1. F.S. 175 and F.S. 185. Market Value of Plan. Assets 2008–2018.

City Fund 2018 2008 Change

Boca Raton Police & fire 392,280,877 189,723,247 106.8%
Coral Gables Police & fire 402,426,005 236,890,990 69.9%
Daytona Beach Police & fire 184,817,431 109,405,015 68.9%
Deerfield BCH Fire 119,214,394 71,843,826 65.9%
Deerfield BCH Police 43,182,442 37,425,720 15.4%
Ft Myers Fire 100,813,840 40,485,349 149.0%
Ft Myers Police 135,039,894 50,786,145 165.9%
Gainesville Police & fire 253,221,825 162,669,660 55.7%
Hollywood Police 225,564,214 155,375,776 45.2%
Hollywood Fire 250,486,988 95,185,988 163.2%
Jacksonville Police & fire 2,007,821,892 780,619,952 157.2%
Key West Police & fire 108,032,111 49,551,072 118.0%
Miamia Police & fire 1,294,949,970 1,479,752,795 �12.5%
Orlando Fire 422,713,116 215,120,608 96.5%
Orlando Police 594,783,157 322,501,165 84.4%
Ormond BCH Police 35,115,699 18,470,622 90.1%
Ormond BCH Fire 31,434,016 14,370,069 118.7%
Panama City Police 34,632,074 21,965,943 57.7%
Panama City Fire 36,109,425 25,298,763 42.7%
Pensacola Fire 125,485,032 78,834,833 59.2%
Pensacola Police 101,955,040 51,700,850 97.2%
Pompano BCHa Police & fire 246,351,626 165,002,263 49.3%
Sarasota Police 246,484,418 134,441,894 83.3%
Sarasota Fire 156,297,297 91,253,654 71.3%
St Petersburg Police 430,119,356 261,851,791 64.3%
St Petersburg Fire 295,333,766 155,013,630 90.5%
Tallahassee Police 335,728,000 182,624,065 83.8%
Tallahassee Fire 215,884,000 136,335,317 58.3%
Tampa Police & fire 1,242,495,627 1,402,387,404 �11.4%
W Palm Beach Police 384,460,632 162,450,781 136.7%
W Palm Beach Fire 227,717,241 110,540,394 106.0%

aPlan not listed in 2008.
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Funding Ratios of Plans
A key indicator of the effect of plan management
over the 10 years is the results of investments on the
plans’ coverage ratios. The 2008 (State of Florida
DMS, 2009) and 2018 (State of Florida DMS, 2019)
Funding Ratios, as reported by DMS are presented
in Table 2 .

Of the 31 plans contained in this study, two are
unable to have their change presented because ei-
ther their 2018 plan’s presentation materially
changed from their 2008 plan (Pompano Beach) or
their 2008 plan coverage ratio was not reported
(Miami). Twelve plans reflected an increased

funding ratio over the study period. The remaining
seventeen plans’ funding ratios decreased from their
2008 levels. Overall, the effect of the favorable
investment market should be reflected in its effect
on the average coverage ratio. Over the term of the
study, a nominal decrease in the average coverage
ratio from 80.8% to 80.3% was experienced.

Net Liability of Plans

Another significant statistic is the change in-
curred on a plan’s net liability. That is, have
there been changes in the difference between

Table 2. F.S 175 and F.S. 185 Plan Funding Ratios 2008–2018.

City Fund 2008 percent funded 2018 percent funded Change

Pompano BCHa Police & fire 36.2% 70.0% 33.8%
St Petersburg Fire 84.6% 109.2% 24.6%
Ft Myers Fire 57.3% 76.5% 19.2%
Ft Myers Police 55.2% 70.7% 15.5%
Hollywood Fire 51.0% 63.9% 12.9%
Pensacola Fire 82.6% 95.5% 12.9%
W Palm Beach Police 91.0% 100.2% 9.2%
Ormond BCH Fire 71.1% 78.5% 7.4%
Coral Gables Police & fire 61.2% 67.2% 6.0%
Sarasota Fire 77.9% 83.4% 5.5%
Key West Police & fire 86.8% 92.1% 5.3%
Daytona Beach Police & fire 72.5% 74.0% 1.5%
St Petersburg Police 92.9% 93.2% .3%
W Palm Beach Fire 76.3% 75.7% �.6%
Hollywood Police 64.1% 63.4% �.7%
Pensacola Police 80.6% 77.6% �3.0%
Tampa Police & fire 99.7% 96.4% �3.3%
Panama City Police 82.9% 79.5% �3.4%
Sarasota Police 92.8% 89.2% �3.6%
Boca Raton Police & fire 81.7% 76.9% �4.8%
Ormond BCH Police 83.7% 77.2% �6.5%
Jacksonville Police & fire 79.1% 48.5% �8.6%
Deerfield BCH Police 79.1% 70.0% �9.1%
Panama City Fire 80.2% 70.7% �9.5%
Orlando Police 92.0% 81.7% �10.3%
Gainesville Police & fire 99.1% 88.6% �10.6%
Orlando Fire 92.2% 81.0% �11.2%
Tallahassee Police 104.8% 89.3% �15.5%
Deerfield BCH Fire 94.0% 77.0% �17.0%
Tallahassee Fire 99.0% 80.8% �18.2%
Miamia Police & fire N/L 73.9%

Cities’ avg 79.32% 79.73%

aPlan not listed in 2008
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a plan’s total liability for future payments and
the plan’s MVA? While the data for this
comparison were not available for the entire
10-year period, the DMS0 2018 Fact Sheets
summarize this for each plan (State of Florida
DMS, 2019). Of the 31 plans, 29 are utilized in
an examination of net liabilities. To alleviate
possible skewing of the distribution, the two
plans with the highest liability and the two
plans with the least liability were dropped
from a calculation of SD. The two munici-
palities with the largest levels of net liability
were both substantially in excess of 3 times the
calculated SD; thus, these values were outliers
in the distribution and their inclusion would
skew any conclusions that could be drawn.
To avoid skewing the low side of statistical

measures, the corresponding two lowest levels
of net liability were also excluded. Having
made these adjustments, the distribution of the
25 plans utilized can be considered normal
(Table 3).

The nearly US$2 billion net liability of
Jacksonville is over 3.6 times the next highest
plan net liability (Miami). Both represent the
combined net liability of police and fire pension
funds. The St Petersburg Fire and West Palm
Beach Police plans both have negative liability
(surplus) values. The existence of a plan surplus
might allow a municipality to temporarily re-
duce its annual contribution to a plan, if needed,
to address short-term fiscal stress. Conversely,
a large plan net liability under the same cir-
cumstances may accentuate conditions that

Table 3. F.S. 175 and F.S. 185 Net Pension Liabilities 2018.

City Fund 2008 net pension liability

St Petersburg Fire (22,896,163)
W Palm Beach Police (927,725)
Pensacola Fire 5,905,959
Ormond BCH Fire 8,596,500
Panama City Police 8,935,883
Key West Police & fire 9,213,643
Ormond BCH Police 10,394,443
Panama City Fire 14,971,898
Pensacola Police 29,454,166
Sarasota Police 29,880,689
Ft Myers Fire 30,978,639
St Petersburg Police 31,365,019
Gainesville Police & Fire 32,757,861
Deerfield BCH Fire 35,678,785
Tallahassee Police 40,057,000
Tallahassee Fire 51,412,000
Ft Myers Police 56,101,187
Daytona Beach Police & Fire 64,835,851
W Palm Beach Fire 73,168,477
Tampa Police & fire 81,291,268
Orlando Fire 96,218,531
Pompano BCH Police & fire 104,598,541
Boca Raton Police & fire 117,745,858
Orlando Police 133,279,557
Hollywood Fire 141,360,733
Hollywood Police 176,714,224
Coral Gables Police & fire 195,521,162
Miami Police & fire 554,242,209
Jacksonville Police & fire 1,999,069,758
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require extreme actions for recovery, up to and
including bankruptcy.

The evaluation of unfunded liability in a
context of liability per plan participant was
undertaken in order to examine whether the two
municipalities excluded from the calculations
because of their status as an outlier were in-
appropriate due to the size of their fund, or
number of participants. The result of this
analysis provided an interesting result. While
Jacksonville remained an outlier in the context
of a per participant analysis, the City of Miami
did not. However, the City of Hollywood Fire
fund was found to be an outlier in this context.
The per participant liability of the Hollywood
Fire fund was approximately 3.4 times the
sample SD. Thus, it is observed that unfunded
liability, viewed in the context of per plan
participant, may have some valid effect on
evaluating plans’ fiscal health.

Minimum Plan Contributions

Another comparison must be made which
reflects upon the adequacy of a city’s dedi-
cation to meeting the required minimum total
annual funding of the plan. Under the terms of
F.S. 112.664(1) (d), plan managers are re-
quired to annually calculate and report the total
amount that is required to be contributed to
meet future needs (Florida Statutes, 2019), in
addition to any change in MVA (net in-
vestment revenues). Expected revenues from
member contributions and from F.S. 175/F.S.
185 (i.e., state revenues) are applied to the total
estimated amount; the cities are obligated to

contribute the remaining difference. The fol-
lowing describes the 2018 additional contri-
bution of each of the cities from each source, as
stated in a city’s Plan Annual Report (State of
Florida DMS Local Retirement Plans, 2019).

Of the 31 cities examined here, 16, shown in
Table 4, contributed less than their recom-
mended minimum required annual contribution.

Comparing the funding ratios of the cities
to the status of their annual contributions is
telling. An actuarially substantiated coverage
ratio of 80%, or more, is commonly consid-
ered the benchmark for evaluating adequacy of
fund coverage (State of Florida DMS Local
Retirement Plans, 2019; State of Florida
Reporting Standards, 2019). Of the 16 plans
making less than the required minimum annual
contribution, there were 12 with coverage
ratios of less than 80%. Conversely, 8 of the 15
plans making annual contributions in excess of
the required minimum had coverage ratios of
80% or greater (GAO, 2008) (Table 5).

Additional Plan Benefits

The individual plan’s 2018 Actuarial Reports
all indicate whether there have been benefit
changes to the plan being reported. As well,
they reported the impact of those changes on
the plan’s net liability, in either a positive value
(increasing plan net liability) or negative value
(decreasing plan net liability; Table 6).

The 2018 Actuarial Plans indicate that eight
of the thirty-one plans implemented benefit
changes during their 2018 actuarial years (State
of Florida DMS Local Retirement Plans, 2019).

Table 6. F.S. 175 and F.S. 185 Plan Benefit Changes 2018.

City Fund Net liaba amount change

Boca Raton Police & Fire 1,270,260
Coral Gables Police & Fire 15,359,754
Hollywood Police 54,812,570
Hollywood Fire 2,830,293
Tallahassee Fire (1,850,000)
Tallahassee Police (5,904,000)
Tampa Police & fire 2,549,451
W Palm Beach Police 2,595,355

aFrom plan actuarial reports.
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Six of these plans’ benefit changes had the
effect of increasing the net liability of the plan,
two decreased plan net liability. Adding plan
benefits increases future obligations. This can
only be offset by increased contributions from
one of the four primary revenue sources dis-
cussed above. The failure to do so will have the
effect of decreasing a plan’s coverage ratio.

Summary of Changes
and Conclusions

The expectation that the increased opportunity
for profitable investment of pension plan as-
sets in the market, combined with the ability to

utilize revenues from F.S. 175 and F.S. 185
special use tax revenues for all plan benefits
appears to have been generally met. The plan
funding ratios of over 40% of the sample plans
have increased over the 10-year study period.
However, the range of changes in coverage
over the study period varied from 93.4% to
18.4%. In short, almost 59% of the sample
plans incurred decreased coverage ratios. In
that the MVA of all but two of the sample
plans experienced positive growth in value
(averaging approximately 8% per year for ten
years) it may be assumed that, despite market
growth and the ability of plans’ trustees to
utilize special use tax revenues more

Table 7. Change in Rank of Funding Ratios 2008–2018.

City Fund 2008 % funded rank 2018 % funded rank

St petersburg Fire 12 1
W Palm Beach Police 10 2
Tampa Police & fire 2 3
Pensacola Fire 15 4
St petersburg Police 6 5
Key West Police & fire 11 6
Tallahassee Police 1 7
Sarasota Police 7 8
Gainesville Police & fire 3 9
Sarasota Fire 20 10
Orlando Police 9 11
Orlando Fire 8 12
Tallahassee Fire 4 13
Panama City Police 14 14
Ormond BCH Fire 23 15
Pensacola Police 17 16
Ormond BCH Police 13 17
Deerfield BCH Fire 5 18
Boca Raton Police & fire 16 19
Ft Myers Fire 26 20
W Palm Beach Fire 21 21
Daytona Beach Police & fire 22 22
Miami Police & fire 31 23
Panama City Fire 18 24
Ft Myers Police 28 25
Deerfield BCH Police 19 26
Pompano BCH Police & fire 30 27
Coral gables Police & fire 25 28
Hollywood Fire 29 29
Hollywood Police 24 30
Jacksonville Police & fire 27 31
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effectively in addressing plans’ liabilities, the
plans’ trustees have either continued to in-
crease the level of plan benefits beyond the
ability of plan assets to cover benefit costs,
failed to make adequate contributions, or both.

An aspect of additional interest concerning
the changes in plan funding ratios is whether
the individual plans have improved their po-
sition in the ranking among sample coverage
ratios over the study’s term. Using the sample
municipalities funding ratio rankings for 2018
as a base, the upward mobility of each fund
from the lower half of the sample to the upper
half was examined. The central point of the 31
funds within the sample would include the
15th and 16th ranked funds of the sample.
Table 7 compares the funds’ 2018 and 2008
funding ratio rankings. Only a single fund
moved from the lower half of the 2008 ranking
to the upper half of the 2018 ranking; the
Sarasota Fire fund moved upward from the
20th highest 2008 ratio to the 10th highest
2018 funding ratio. Similarly, a single fund
moved downward; the Deerfield Beach Fire
fund moved from the 5th highest 2008 ratio to
the 18th highest 2018 ratio While the City of
Sarasota’s Fire fund movement is probably
attributable to the transition of its provision of
fire service from the City to Sarasota County,
the change in the Deerfield Beach Fire ranking
is not as simplistic. The Deerfield Beach Fire
fund’s coverage ratio has decreased sub-
stantially over the study period; decreasing
from a 2008 ratio of 94.0% to a 2018 ratio of
77.0%. This decrease is likely due to in-
adequate annual contributions. The fund’s
2018 contribution was almost US$700,000
below a required ∼US$7.5 million minimum.

What appears critical to this analysis is, in
fact, the discrepancies in minimum annual
contribution. The status of plans of the sample
municipalities contributing less than their 2018
recommended minimum finds 12 of the 16
(75%) have funding ratios of less than 80%. In
comparison to the status of the cities contributing
more than their 2018 recommendedminimum, 7
of the 15 municipalities have funding ratios of
less than 80% (47%). While there may be rea-
sons justifying a lower than required contribu-
tion by a city with a funding ratio over 80%,

a less than minimum contribution with
a deficient coverage means that the path to
financial stability only grows increasingly
more difficult.

To some degree, the contention that plan
benefits have been increased is supported by
the actuarial reports for 2018, indicating six of
the eight changes in plan benefits increased
their net liability. Stunningly, historic under-
contribution to plan assets by some munici-
palities is supported by the finding that the 8
cities (27.6% of the sample) with net liabilities
over US$100 million represent 83% of the
total net liability of sample plans. These two
study findings, unfortunately, reflect a failure
in either trustees’ or municipalities’ long-term
decision-making or failure by both.

In summary of the above, it may be stated
that while the average of plan MVA increased
substantially over the 10-year interval between
the two studies, the plan’s funding ratios did
not change commensurately. It is most likely
that the cause of that discrepancy is not due to
inadequate net investment income. While plan
trustees may have some responsibility for
agreeing with municipal elected officials’
decision to grant extra pension benefits, the
most significant impact appears to have been
annual under-contributions to plan assets.

As noted earlier with the analysis of net
liability, MVAwas also reviewed in the context
of a per plan participant format to examine
whether the use of gross asset value was
misleading. In this case, it is necessary to ex-
amine the logic of whetherMVA per participant
has any functional meaning. Growth in gross
MVA allows a judgment to bemade concerning
long-term efficacy of investment decisions. It
is, however, in a final analysis, always offset by
liabilities. Plans that may have substantialMVA
per participant may also have plan benefits that
are exceptionally high. This is likely to produce
unfunded liabilities per participant that more
than offset the MVA measure. In sum, until
a scale that considers some long-term com-
parative uses of a measure based uponMVAper
participant is available, it seems to provide no
better evaluation of plans’ fiscal condition than
that of a gross MVA and may serve to only
confuse the GAO (2008) evaluative measures.
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A fundamental issue that should be ad-
dressed by the underfunded pension plans
studied here is how they can restore their fiscal
condition and alleviate the risk imposed upon
their plan of participants’ retirement security.
The individual participants face a future, in the
more poorly funded plans, of reduced pay-
ments and benefits. For long-term employees,
such an outcome would become known at
a point too late in their careers for them to
recover their loss by starting over. It would be
a basic failure in trust by the employer and by
their pension board. Certainly, the basic ap-
proach to restoration of a plan’s funding ratio
is to not only annually make their full required
Minimum Annual Contribution but to contribute
additional amounts that would restore an ac-
ceptable funding ratio in some reasonable pe-
riod of time (e.g., 10 years). However, in some
of the worst cases, even a 10-year correction
period may be fiscally impossible. Additionally,
since it appears that much of the problematic
underfunding comes from an employer failing
to make adequate Annual Contributions, it must
be considered whether employers are likely to
faithfully begin and continue the practice.

There are some who suggest adoption of
a plan’s modification from a Defined Benefit
(DB) to a Defined Contribution (DC) structure.
Endres (2019) contends that a solution might be
found by allowing current employees with DB
Pensions to continue in their DB Plan. New
hires would, however, have pension benefits
through a DC Plan. The model Endres presents
is one that the Jacksonville/Duval County
Sheriff’s Office (JSO) (a plan that is studied
here) has implemented. New hires at the JSO
receive a 401(a) DC plan and an optional 457(b)
deferred compensation plan. An employee
makes contributions to the DC plans withheld
from their paycheck that are matched by set
contribution ratios (up to set maximums for
employee contributions) by their employer. The
positive aspect of these alternatives benefit the
employees in the DB plan by not increasing the
funding level required for the plan’s minimum
annual contribution. The new hires on the DC
plan annually receive benefits equal to those in
the DB plan and have retirement accounts that,
once they are vested in the plan, they can take

with them, in their entirety, if they leave before
full retirement. In contrast, an employee vested
in the DB plan who leaves prior to full re-
tirement is only entitled to receive substantially
reduced amounts. This is similar to a program
initiated by the Florida Retirement System
(FRS). The FRS offers two “retirement plan
options.” Employees may choose the “FRS
Pension Plan,” which, essentially, is a DB plan,
or the “FRS Investment Plan,” which an em-
ployee can take with them if they leave, after
vesting and retain control over. The FRS
Investment Plan allows an employee to
choose from a number of different payment
options, lump sum and periodic payments
(FRS, n.d.). Both of these options require
employee contributions.
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