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Iuly 24,2013
The Honorable Judge James Ritchie
Marin County Superior Court
P.O. Box 4988
San Rafael, CA 949T3-4988
Re: Marin's Retirement Health Care Benefits: The Money Isn't There
Dear Judge Ritchie,
Attached is the requested response form to the Marin Grand Jury's report "Marin's Retirement Health Care
Benefits: The Money Isn't There". Below are the specific response explanations as requested.

FINDINGS

Fl.

We find that many of Marin's local govemments and special districts are failing to pre-fund future costs
for retired employees by making investments to cover promised benefits for active employees. This
jeopardizes the certainty that retiree health care benefits promised to current employees will be paid.
Response:

SMFPD agrees with this finding.
F2,

The failure of the majority of entities studied in this investigation to begin an investment program to
provide a portion of the needed funds to pay for retiree health care benefits leads to generation shifting
of the pa¡rrnent responsibility. Thus it appears to be, at the least unethical, and even a breach of fiduciary
responsibility.
Response:
SMFPD partially agrees with this finding. SMFPD agrees that failure to properly fund investments for
future healthcare cost will shift responsibility to future generations. While the SMFPD has begun
aggressively funding for retiree health care benefits, we do not believe that categonzingthose agencies
that haven't as unethical or accusing them of breach of fiduciary responsibility is a fair assessment
without understanding their complete financial situation, priorities or fiscal intentions.

F3

The extreme 3O-year anortization period used by most entities minimizes the annual cost of funding the
liability gap and further defers to future generations the compensation owed to present employees who
provide services to present taxpayers and customers. Shorter amofüzation periods should be required for
reasons of equity and to ensure that the promised benefits will be provided.
Response:

SMFPD agrees with this finding.

F4,

By capping retiree health care benefits, the City of San Rafael has reasonable certainty as to what those
costs are. Other entities studied here that promise to pay for future retiree health care with uncertain and
likely rapidly increasing costs are accepting an unknown and potentially very costly risk.
Response:

SMFPD agrees with this finding.
F5

Because a few Marin County cities and other entities studied provide very limited benefits yet still
appear able to meet community service needs, and because providing such benefits is increasingly rare
in the private sector, such benefits appear to be unnecessary for attracting and retaining employees.
Accordingly, for active and newly hired employees, the benefits should be trimmed and costs should be
shared between the employees and their employer.

Response:
SMFPD partially agrees with this finding. SMFPD believes that there is insufficient data to fully support
this finding. The experience of a few agencies over a short-term does not constitute an absolute for all
agencies.
F6.

Marin entities using "Pay-Go" funding are paying only the current year health care benefits of those
already retired. This ignores the reasonably known rising costs to cover future retirees who are already
heading for retirement. Some actuarial valuation reports the Grand Jury studied provide those future
'oPay-Go" estimates year-by-year, so they should be readily available from the actuary's valuations.
Estimates of those annual costs for each of the next 10 years should be provided to the public so that
those who will incur the costs can know those costs.
Response:

SMFPD agrees with this finding.
F7

Employers studied for this report should include an age-60, or even later, date for retiree health care
benefits to commence in firture negotiations with employees and their representatives.
Response:

SMFPD does not agree with this finding. An age-60 date for health care benefits is inconsistent with
safety employee retirement system ages.
F8.

The results of retiree health care actuarial cost analyses are summarizedif at all only in obscure notes to
annual financial statements. The public is entitled to more readily accessible explanation of these costs
because the public will bear those costs.

Response:

SMFPD does not agrce with this finding. While this may be true of many agencies, this blanket
statement does not apply to all. Specifically, the SMFPD for the last two years has clearly identified the
post-retirement medical liabilities in our financial audit which is readily available on our web site.
F9

There is a wide range of retiree health care benefits offered among the entities studied in this
investigation. No clear explanation for the range from minimal to extremely generous is readily
available. Those entities that are promising relatively generous benefits should provide clear
justifications to their citizens and customers.
Response:

SMFPD agrees with this finding.

Fl0.

Most of the entities the Grand Jury investigated are using fairly reasonable discount rates of 4o/o - SYo per
year to bring back to today in actuarial valuations the future annual costs of retiree health care benefits.
However, some are using higher and highly questionable rate assumptions that are not justified by the
investments (if any) that they have made to grow and fund the future benefits. The result is to understate
the total funding needed today and in future years, to pay for those future benefits.
Response:

SMFPD agrees with this finding.

RECOMMENDATIONS
The Grand Jury recommends that each Marin County local govemment, special district and school district:
R1

Begin setting aside in separate investment accounts, if it is not already doing so, each yearos funds for
amortizing its retiree health care benefits' UAAL, in addition to its "Pay-Go" funding of those benefits
for present retirees.
Response:

This has been implemented. SMFPD already complies with this recommendation.
R2

Begin a program to lower the amortization period for funding its retiree health care benefits UAAL from
as much as 30 years presentl¡ to approach (within l0 years), the commonly used l7-year amortization
period for retiree pension funding.
Response:

This recommendation has been implemented. SMFPD is working towards lower the atnofitzation period
by committing funds beyond our required ARC to our UAAL investment account.
R3

Negotiate caps on the amounts it commits to pay existing and new employees for retiree health care
benefits.
Response:

This recommendation has not yet been implemented. Although SMFPD has alreadybegun this
recommendation, it is in process and requires negotiations. We are hopeful that this will be achieved
within the next contract negotiations.
R4.

Negotiate a higher retirement age than the currently applicable age for the cornmencement of retiree
health care benefits.
Response:

This recommendation has not yet been implemented. SMFPD will consider this in future ernployee
negotiation processes.
R5

Require active employees to make a contribution towards the cost of their retiree health care benefit.
Response:

This recommendation has not yet been implemented. SMFPD will consider this is future employee
contract negotiation processes.

R6

Place a link on its website to provide the latest actuarial valuation of its AAL, its UAAL, its consequent
percent funded, its discount rate (annual percentage) used to determine these valueso and a projection of
outlays ('oPay-Go") for retiree health care benefits for each of the cunent and subsequent 10 years.

Response:

This has been implemented. SMFPD already complies with this recommendation.

Respectfrrlly submitted,

Jim Irving Fire Chief
Southem Marin Fire Protection District
308 Reed Blvd, Mill Valley,C[g4g4l
Phone (415) 388-8182 Fax (415) 388-8181

