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Summary:

This bill allows closed local law pension plans with five or fewer members under the Municipal
Police Officer’s Retirement Trust Fund to use state premium tax revenues to repay any advance
payments made by the municipality to purchase annuities to fund accrued liabilities.

The bill provides that these plans would not be deemed to be “fully funded” until the full cost of
the advanced payment has been repaid to the municipality.

This bill substantially amends section 185.35 of the Florida Statutes.
Present Situation:

The “Marvin B. Clayton Firefighters and Police Officers Pension Trust Fund” Acts

The Marvin B. Clayton Firefighters and Police Officers Pension Trust Fund Acts, located in
chapters 175 and 185, Florida Statutes, declares a legitimate state purpose to provide a uniform
retirement system for the benefit of firefighters and municipal police officers, in implementing
the provisions of s. 14, Art. X of the State Constitution. Pursuant to ss. 175.021(1) and 185.01(1),
F.S., all municipal and special district firefighters, and all municipal police officers retirement
trust fund systems or plans must be managed, administered, operated, and funded to maximize
the protection of firefighters’ and police officers’ pension trust funds.! The Division of Retirement
within the Department of Management Services is the primary state agency responsible for

L See ss. 175.021(1) and 185.01(1), F.S., (2006).
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administrative oversight, including monitoring for actuarial soundness, of the funds in the Municipal
Police Officers’ Retirement Trust Fund and the Firefighters’ Pension Trust Fund.?

Municipal Police Officers Retirement Trust Fund

The Police Officers Retirement Trust Fund is funded through an excise tax on casualty insurance
policies that amount up to .85 percent of the gross receipts on premiums for policies issued
within the municipality boundary.® This excise tax is payable to the Department of Revenue and
the net proceeds are transferred to the appropriate fund at the Division of Retirement. In 2008,
premium tax distributions to municipalities from the Police Officers Retirement Trust Fund
amounted to $63.96 million.*

Additional revenues for both funds come from a five percent employee contribution through
salary, employer contributions, and fines for employees violating board rules and regulations,
and other sources.”

Insurance Premium Tax

Each qualified insurer must pay an annual tax on specified insurance premiums received during
the preceding calendar year.® These taxes must be paid to the Department of Revenue on March
1 of each year in an amount equal to 1.75 percent of the gross amount of receipts on the specified
policies and 1 percent on annuity polices or contacts, to be distributed into the General Revenue
Fund. Pursuant to s. 624.51055, F.S., the insurer is allowed to take credits for the municipal taxes
imposed on property and casualty insurance policies used to fund firefighter and police pension
trust funds.” Each time a municipality that is currently not imposing the tax enacts an ordinance
to impose the tax, a credit is taken by the insurer against the tax paid to the department for
deposit into the General Revenue Fund.

Board of Trustees

The Municipal Police Officers Retirement Trust Fund is administered by a local governing board
of trustees that is created in participating cities and special fire control districts and subject to the
regulatory oversight of the Division of Retirement.® The membership of the board consists of
five members: two residents, two police officers or firefighters selected through the active
membership, and one member selected by the other four members and approved by the
appropriate governing body pro forma that are subject to two-year terms.

Section 185.06, F.S., provides the board of trustees with the authority to invest and reinvest
pension trust fund assets into annuities and life insurance contracts in amounts sufficient to
provide entitled benefits and initial and subsequent premiums. Under current law, if the trust

% See ss. 175.121 and 185.10, F.S.

¥ Section 185.08, F.S.

* Division of Management Services, Municipal Police Officers and Firefighters’ Retirement Forms: Facts and Figures
Premium Tax Distribution History Police, available online at: https://www.rol.frs.state.fl.us/forms/Police_2008.pdf (last
visited on March 14, 2010).

> See ss. 175.091(1)(a)-(g) and 185.07(1)(a)-(g), F.S.

® Section 624.509(1), F.S.

" Section 624.51055, F.S., (“There is allowed a credit of 100 percent of ... However, such credit may not exceed 75 percent
of the tax due under s. 624.509(1) after deducting such tax deductions for ... credits for taxes paid under ss. 175.101 and
185.08 ...”).

8 See ss. 175.061 and 185.05, F.S.
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fund is not sufficient to provide entitled benefits, any additional contributions necessary to
maintain the plan actuarial soundness, must be paid by the municipality.®

Actuarial Soundness and Minimum Funding Standards
Article X, s. 14, of the State Constitution, requires public retirement benefits to be funded on a
sound actuarial basis.

SECTION 14: State retirement systems benefit changes.- A governmental unit
responsible for any retirement or pension system supported in whole or in part
by public funds shall not after January 1, 1977, provide any increase in the
benefits to the members or beneficiaries of such system unless such unit has
made or concurrently makes provision for the funding of the increase in benefits
on a sound actuarial basis.™

The “Florida Protection of Public Employee Retirement Benefits Act” located in part VII, of

ch. 112, F.S., provides minimum operation and funding standards for public employee retirement
plans. The legislative intent of this Act is to “prohibit the use of any procedure, methodology, or
assumptions, the effect of which is to transfer to future taxpayers any portion of the costs which
may reasonably have been expected to be paid by the current tax payers.”

Il. Effect of Proposed Changes:

Section 1 amends subsection (1) of s. 185.35, F.S., to allow insurance premium tax revenues to
be used to repay an advance payment from a municipality which used funds to purchase an
annuity to fund the accrued liabilities of the pension plan. This would only apply in a closed plan
that has fewer than five active members where police services have been transferred or merged
with another governmental agency. This section also states that these plans would not be deemed
“fully funded” until the full cost of the advanced payment has been repaid to the municipali‘[y.12

Section 2 provides an effective date of July 1, 2010.
V. Constitutional Issues:
A. Municipality/County Mandates Restrictions:
None.
B. Public Records/Open Meetings Issues:

None.

% Section 185.07(1)(d), F.S., See also s. 185.04, F.S., stating that, “For any municipality, chapter plan, local law municipality,
or local plan under this chapter, actuarial deficits, if any, arising under this chapter are not the obligation of the state”.

19 Art. X, section 14 of the Florida Constitution.

' Section 112.61, F.S.

'2 The Department of Management Services, defines “fully funded” to mean, “that the present value of all benefits, accrued,
and projected, is less than the available assets and the present value of future members contributions and future plan sponsor
contributions on an actuarial entry age cost funding basis”. See Department of Management Service, Fiscal Analysis of SB
2160 at 3 (March 15, 2010) (on file with the Senate Committee on Community Affairs).
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VI.

VII.

VIII.

C. Trust Funds Restrictions:
None.

Fiscal Impact Statement:

A. Tax/Fee Issues:
None.

B. Private Sector Impact:
None.

C. Government Sector Impact:

In limited circumstances, premium tax revenue will be diverted to repay a municipality
that purchased an annuity to fund accrued liabilities of the plan.

Technical Deficiencies:
None.
Related Issues:

The Department of Management Services has raised the following issues:

e This bill only addresses Municipal Police Pension Plans without addressing similar
provisions in ch. 175, F.S., pertaining to Firefighter’s Pension Plans. Chapters 175 and
185, F.S., currently have a relatively uniform application of laws pursuant to the Marvin
B. Clayton Firefighters and Police Officers Pension Trust Fund Act.

e The provisions of this bill would be in direct conflict with s. 185.04, F.S., stating that:
“For any municipality, chapter plan, local law municipality, or local plan under this
chapter, actuarial deficits, if any, arising under this chapter are not the obligation of the
state.”

e The amendments proposed in this bill would cause state premium tax revenues to
continue to be paid to closed plans with a decreasing number of participants. This will
have a negative impact on the General Revenue Fund.™

Additional Information:

A. Committee Substitute — Statement of Substantial Changes:
(Summarizing differences between the Committee Substitute and the prior version of the bill.)

None.

3 The Department of Management Services, Senate Bill 2106 Analysis (March 15, 2010) (on file with the Senate Committee
on Community Affairs).
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B. Amendments:

None.

This Senate Bill Analysis does not reflect the intent or official position of the bill’s introducer or the Florida Senate.




