4 I I :i DEPARTMENT OF FIRE AND POLICE PENSIONS

360 East Second Street, Suite 400
Los Angeles, CA 90012
(213) 9784545

REPORT TO THE BOARD OF FIRE AND POLICE PENSION COMMISSIONERS

AUGUST 4, 2011 ITEM: A.2
F@OM-v:‘)\ Michael A. Perez, General Manager

SUBJECT: POSSIBLE ADOPTION OF AMENDMENTS TO BOARD POLICIES AND
PROCEDURES SECTION 3.2 DEFERRED RETIREMENT OPTION PLAN

RECOMMENDATION

That the Board approve the following proposed amendments to Board Operating Policies and
Procedures, Section 3.2 Deferred Retirement Option Plan (DROP) (Attachment 1)

1. Crediting of Interest
2. Revocation of DROP Enroliment Application

DISCUSSION

Crediting of Interest

In its July 21, 2011 report to the Board titled “Member Benefit Payment Process Audit and Possible
Board Action,” the LAFPP Internal Audit Section (JAS) recommended the adoption of policy for the
crediting of interest to DROP accounts to ensure consistency with Administrative Code Section
4.2102 (Attachment 2), and to specifically address the following:

a. the computation of interest for DROP accounts;

b. the designation of semi-annual dates for the crediting of interest to DROP accounts; and,

c. the proration of interest for DROP participants exiting between the semi-annual interest-
crediting dates.

The Board is authorized to adopt rules and regulations to the extent necessary or appropriate to
administer DROP, per section 4.2109 of the Administrative Code.

Staff proposes an amendment to the Board Operating Policies and Procedures, Section 3.2, to
describe how interest will be calculated and credited to DROP accounts:

DROP accounts shall earn interest in the amount of 5%, compounded annually. Interest will
be calculated each month using a monthly factor of 0.004167 (1/12 of 5%), applied to the prior
end of month inception-to-date deposits balance. Interest will be credited to DROP accounts
semi-annually on June 30 and December 31. For members exiting DROP between the semi-
annual interest-crediting dates, the account shall be credited with the monthly interest earned

as of the exit date (Attachment 3).



The effect of this policy will be to vest interest consistent with Administrative Code provisions, and to
ensure that DROP payments do not accrue interest the month before each payment becomes due.
The proposed interest calculation changes will take effect once our pension administration system
consultant 1s able to program and test the changes. The Board is reminded that our system
consultant is also currently working to implement the additional 2% contributions as part of the
retiree health subsidy increase “opt-in.”

Revocation of DROP Enrollment Application

Per Administrative Code Section 4.2101(c), 2 member's election to participate in DROP is
irrevocable. Since DROP’s implementation in May 2002, members have been offered the
opportunity to revoke enrollment within seven calendar days of signing the DROP Application Form.
However, staff was recently notified by the City Atftorney that this seven-day window could
potentially result in revocation dates beyond the DROP entry effective date, at which time members
are considered full-fledged participants. LAFPP and City Aftorney staff reviewed the procedures in
place and developed a policy that offers a consistent administrative practice for DROP revocation.

Under the recommended policy, members must submit their written DROP revocation request no
later than the day prior to their DROP entry effective date. In addition, the policy also codifies the
existing administrative practice of allowing members to apply for DROP no earlier than 30 days prior
to their intended entry date. The recommended Board policy will ensure consistent application in
accordance with Administrative Code requirements.

BUDGET

There are sufficient funds available in the fiscal year 2011 - 2012 budget, in the appropriate
account, to address the system modifications required to implement the recommended changes to
the DROP interest calculation.

POLICY

The Board Operating Policies and Procedures are updated to reflect recommended
Departmental practices necessary to administer the DROP program. Plan members will be
provided a description of the modified DROP program requirements as well as the Department's
related adrninistrative practices as part of their DROP Entry package.

The City Aftorney reviewed this report and has advised that the Department has the authority to
make these changes. The Internal Audit Section has also reviewed this report and concurs with the
proposed changes to current practice.

OIS 4

Diana C. Andergon, Manager
Retirement Services Section

Attachments (3)
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Attachment 1

Los Angeles Fire & Police Pension System

3.0 - PENSION PROCESSING

APPLICATIONS AND DOCUMENTATION

3.1 All pension applicalions shall be filed in writing on forms prescribed by the Department of
Fire and Police Pensions. Applicants shall be responsible for furnishing all required
documenlts needed to process and verify pension eligibility. Pensioners, surviving
spouses and legally appointed guardians/conservators of pension beneficiaries shall be
responsible for notifying the Depariment of Fire and Police Pensions of any change of
stalus which affects pension eligibility, Failure te provide required documentation or
cooperate with processing requirements shall be the basis for denial of an application or
suspension of pension payments.

DEFERRED RETIREMENT OPTION PLAN (DROP)
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Effeclive November 1, 2008, in addition (o the age and/or service requirements to enter-
DROP. a member must also be on aclive duty slatus on the DROP entry date. For
purposes of this provision active duty status shall include members working on light-duty
status, but exclude members on sick, vacation, injured-on-duty, administrative leave,
and all other types of non-working status.

A. The Gity Administrative Officer has been authorized to classify payroll codes as
“active” or "nol aclive” for the purposes of DROP

B. Al least one of the prescribed active duty payroll codes must be recorded on a
member's timesheet on their DROP entry date.

C. Verification of active duty status shall be made using the City's payroll system
(PaySR) at the lime of entry.

D. In the evenl a member elects a DROP entry date and is not on active duty status
on the DROP entry date 2s defined above, the member's DROP entry date will
automatically be advanced to the next qualifying entry date. The revised entry
dale will not be subject to further adjustment by the member. The DROP
Program Administrator shall notify the member of the approved DROP entry date
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in writing.
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AUTHORITY OF BOARD AND GENERAL MANAGER

33

The General Manager shall present 1o the Board all eligible pension applications. The
Board as a2 ministerial act shall approve all properly qualified service pension and
suwviving spouse applications. On August 7, 2003 the Board adopted Resolution 04008
delegating authority to the General Manager to perform Ihis function. The General
Manager's actions are reported to the Board at the next subsequent Board meeting. The
General Manager shall adopt procedures for the submission, verification and withdrawal
of applications and shall determine whether applicants meet the qualifications specified
in the Charter and Administrative Code.

DISABILITY APPLICATION PROCESS

34

The Board shall conduct hearings on disability pension applications. In order to expedite
the hearing process, the Board may appoint a hearing examiner to conduct preliminary
hearings as it deems necessary. The applicant has the burden of proof as to the
existence of disability.

A. The General Manager shall provide all relevant evidence and records, including
doclor reports that the Board requires for the hearing process, and shall make a
writlen recommendation to the Board on whether applicants should be granted or
denied disability or survivor benefits.

B. The General Manager shall be responsible for selecting physicians to examine
applicants. Physicians, preferably Board certified in their speciaity, shall whenever
possible be rotated considering geocgraphical and availability constraints. Refusal
by an applicant to be examined will cause suspension of disabiity application
processing. The General Manager may consider applicant objections to physicians
made for good cause to select a different physician.

C. Charges by physicians for missed appointments by an applicant or for new or
updated reports caused by the delay of an applicant shall be paid by the applicant,
unless the applicant can show good cause for the missed appointment or delay.
Failure lo pay for missed appoiniments may cause a suspension of processing.
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Appeals to the Board of the General Manager's decision regarding the selection of
a physician or physician charges to an applicant must be made in writing, within 14
days of the Manager's decision.

Al communication with pension physicians relating to any aspect of an
examination performed on behalf of the Departrnent of Fire and Police Pensions
shall only be through Department staff. Under no circumstances shall an applicant,
an applicant representative or operating department directly contact or provide
materials or documents to a pension physician without prior approval of
Department of Fire and Police Pensions staff. Afl materials or documents to be
reviewed by pension physicians shall first be submitted to staff for inclusion in the
administrative record and then forwarded to the physicians.,

Physicians who have performed disability examinations shall provide report
clarification or additional evidence as required by the applicant or Department of
Fire and Police Pensions staff. Such clarification shall be submitted in writing to the
Department of Fire and Police Pensions. This step may be repeated as often as
reasonable and necessary. If the applicant does not accept the wiritten response,
the applicant may then request a deposition of a pension physician. Staff and a
City Attorney shall attend each deposition, arranged by Department of Fire and
Police Pensions staff. The cost for the physician and court reporter shall be paid
solely by the party requesting the deposition. The Depariment of Fire and Police
Pensions will be responsible for the cost of the transcription service and deposition
documents provided by the court reporter. Staff will provide copies of the
deposition material. If the applicant fails to accept the resuits of the deposition, a
pension physician may be subpoenaed to appear for questioning at the time the
claim is considered by the Board.

SUSPENSION OF DISABIL!TY PENSION PAYMENTS

3.5

It shall be the pensioner's duty to cooperate with the Board and Staff and to comply with
reasonable requests when the disability pensioner's medical status is under review.
Failure to cooperate or some other action that impedes or prevents completion of the
review process may constitute cause for a suspension of disability pension payments by
the Board. Suspended pension payments will be deposited in an escrow account,

A

Staff shall first ascertain if a hardship exists which prevents the pensioner from
cooperating with the review process. If there is no apparent hardship, the
pensioner shall be provided the opportunity to appear before the Board to present
reasons or evidence justifying the lack of cooperation or failure to comply with
requests made in conjunction with the review process. |If the pensioner fails to
appear at this hearing or is unable to demonstrate good cause for noncompliance,
the Board may suspend pension payments for a period of one to three months
pending compliance.

If the pensioner continues to refuse or fails to cooperate again, a second hearing
will be scheduled for the purpose of suspending disability pension payments until
the review process Is completed.

RESTORATION OF DISABILITY PENSIONERS TO ACTIVE DUTY
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3.6 A pensioner on service connected or non-service connected disability pension who is
found by the Board to be no longer disabled shall have the pension terminated upon
restoration to active duty, or failure to be restored as ordered by the Fire or Police
Department, or upen the date of the Board's determination if the retired member had
previously been terminated or resigned.

SURYIVOR BENEFIT 4APPLICATIONS

37 Applications for surviving spouse, minor or dependent children or dependent parent
benefits when members are deceased while on active duty due to indisputably service
connected causes shall be processed automatically by staff for service connected
benefits.

A.

When there is an issue whether the death is service connected, the application
shall automatically be processed as non-service connected, without prejudice
{recognizing that this is the minimum pension entitlement resulting from the death
of an active member.)

A hearing shall be conducted by the Board to determine whether the deceased
member's death was service connected, at which time the Board shall review the
autopsy report, if available, and a report of at least one qualified physician.

POST RETIRELENT SURVIVOR BENEFIT PURCHASE PROGRAM

3.8 Application for post retirement survivers shall be processed automatically by staif.

A,

A Retired Plan Member (Retiree) may elect percentage choices of 30% to 100%
continuances in 5% increments (service retirees and disability retirees) provided
the election does not exceed any limitations imposed by federal law. The cost
factors used to provide the continuance percentage elected shall be based upon
the monrtality tables as adopted by the Board in the most recent actuarial
experience study.

A Retired Plan Member may make an election to provide a survivor benefit
pursuant to Charter Section 1236 on the first day of any given month, provided
that all the documents necessary to make this election are provided to the Plan
no later than the fifth day of that month, and the Retiree’s monthly benefit shall
be reduced beginning with the payment due for that month. If the necessary
documents are not received by Plan by the fifth day, the election to provide this
benefit shall be made on the first day of the following month and the Retiree’s
monthly benefit shall be reduced beginning with the payment due that month.

In the event that a Retiree dies less than one year from the date that the Retiree
made an election to provide this benefit, as determined pursuant to the prior
provision, then no survivor benefit shall be provided unless the Board shall
determine that the Retiree’s death was accidental. A Retiree's death shall be
determined to be accidental if the preponderance of the evidence establishes
that an accident resulting in bodily injury caused the Retiree’s death. A death
due to sickness, bodily infirmity, suicide or an intentionally inflicted injury shall not
be considered accidental. If no survivor benefit is provided, a lump sum shall be
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paid as provided in Charter Section 1236.

D. The Retiree's entire benefit, to the extent such constitutes his/her separate
property, must be payable entirely to him/her at the time that he/she makes an
election under this program. A Retiree whose benefit is subject to a wage
assignment for support, a tax lien, a workers' compensation offset, or any other
lien that may legally be imposed on his/her retirement benefit shall not be eligible
to elect to provide a survivor benefit.

E. A Retiree shall not be precluded from electing this benefit due to a prior
community property division awarding a portion of his/her benefit to a former
spouse/domestic partner, as that person’s separate property, and the balance of
his/her benefit to the Retiree as the Retiree’s separate property. However, only
the Retiree’s separate property interest in his/her pension shall be subject to this
election. The Retiree's election to provide this benefit shall have no impact upon
the former spouse/domestic partner’s interest in the Retiree’s pension benefit or
the payment of other survivor benefits from the Plan. Since the Retiree is paying
the full actuarially determined cost of this survivor benefit through a reduction in
the Retiree’s separate property interest in his/her benefit, the Board shali not
subject this survivor benefit to a community property claim from a prior
spouse/domestic partner.

F. A Retiree receiving a disability pension from the Plan may elect to provide a
survivor benefit, but should be advised that this benefit will not be paid if his/her
disability pension is discontinued and he/she is returned to duty. Also, because
his/her disability pension could be subject to reduction In the future, only such
portion of the Retiree’s disability pension that represents the minimum that
he/she could be awarded shall be subject to reduction to provide for a survivor
benefit and any balance of his/her disability pension in excess of this minimum
amount shall continue to be payable to the Retiree in full.

G. Because a disability Retiree’s benefit may be subject to a Workers'
Compensation offset in the future, a disabilty Refiree shall provide an
authorization, signed by both the Retiree and his’her spouse/domestic partner,
allowing the Plan, in the event of the Retiree’'s death, to continue to offset any
Workers’ Compensation paid to the Retiree from the survivor's benefit until
recouped in full, This authorization is required because the survivor's benefit is
funded by a reduction in the disability benefit payable during the Retiree's
lifetime, which reduced the amount of the offset recoverable directly from the
Retiree.

H. The election to provide a survivor benefit must be signed by the Retiree unless
someone else has the legai authority to act for the Retiree in this regard. When
the Retiree lacks the capacity to make this election and there is no one else
legally authorized to act on the Retiree’s behalf, staff shall prepare a report
explaining the situation for the Board’s consideration prior to taking any final
action by the Board.

REINSTATEN,ENT OF SERVICE PENSIONERS

3.9  The General Manager shall provide a written recommendation to the Board on all
applications for reinstatement to active duty from a service pension and the Board shall
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conduct a hearing on such applications.
RECOVERY OF ERRONEOUS PAYMENTS

3.10  The Department of Fire and Police Pensions shall recover any payments made in error
exceeding $100, pursuant fo the IRS Employee Plans Compliance Resolution Sysiem
Section 6.06(3), or as a result of failure of a beneficiary to notify the Department of
discontinuation of entlitlement to benefits (e.g. due to death of a pensioner or surviving
spouse, atlainment of Charter/Adminisirative Code specified age for a miner, or
discontinuation of full-time student status of a2 minor).

HISTORY

3.11 Adopted: Circa June 13, 1896, Amended 11/02/06, 12/04/08, 05/07/09, 01/21/10, and

REVIEW

3.12  This policy shall be reviewed by the Board as needed and may be amended by the
Board at any time.



-1Sec. 4.2102. DROP Benefits and Accounts.

(a) A DROP account is a “nominal” account established within the Fire and Police Pension Plan on
behalf of each DROP participant. All benefits accrued pursuant to this Chapter shall be accounted for in
the DROP account. A DROP participant shall not have a claim on the assets of the Fire and Police
Pension Plan with respect to his or her DROP account, nor shall there be any assets set aside for any
DROP participant, which are separate from all other Pension Plan assets.

(b) All amounts credited to the member’s DROP account shall be fully vested.
(¢) A member’s DROP account shall be credited with:

(1) an amount, credited monthly, which s equal to the monthly service pension to which the
member would be entitled using the formula in the Tier in which the member is enrolled on the effective
date of the member’s entry into DROP.

(2) acostof living adjustment (COLA) each vear equal to the amount prescribed in the Charter for
the Tier to which the member belongs but not to exceed three percent (3%). Tier 5 members are eligible
to use their COLA banks while in DROP.

(3) interest in the amount of five percent (5%) annually. Interest will be credited to member
DROP accounts semi-annually on the dates specified by the Board. No interest shall accrue after a
member terminates DROP participation.

{(d) Until a member actually terminates employment as a sworn member of the City of Los Angeles
Fire Department or Police Department or Harbor Department, no money shall be paid to any persons
from the DRCP account. After the member terminates employment, the DROP account shall be subject

to court orders in the same manner as the monthly service pension entitlement and according to the
terms of the court order.

SECTION HISTORY
Added by Ord. No. 174,540, Eff. 5-8-02.

Amended by: Subsec. (d), Ord. No. 177,214, Eff. 1-4-06.

http://www.amlegal.com/nxt/gateway .dll/California/laac/administrativecode/divisiondempl... 7/21/2011
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