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On May 7, 1999, FPPA received afavorable determination letter from the IRSfor the
Statewide Defined Benefit Plan Deferred Retirement Option Plan (DROP).

Under the plan any member who becomeseligiblefor anormal retirement may chose
to participate in the DROP. Instead of terminating employment and receiving normal
retirement benefits, amember may choose (with employer approval) to continue empl oy-
ment for aspecified period of time not to exceed fiveyears. A written agreement between
the member and the employer isrequired. During this period of time the member’ snor-
mal retirement benefits as well as employee contributions (8%) are paid into a DROP
account. Theseamountsareinvested with the FPPA Members Benefit Fund. At theend
of the specified period of time, the member ceases employment and receives the amount
accumulated in the DROP account. Payments from a DROP account may be made in
monthly periodic paymentsor alump sum distribution. The member also beginsdirect
receipt of normal retirement benefits and his/her SRA account. While participating in
the DROP, amember earns no additional service credit toward retirement. Therearea so
no further contributions made to amember’ s SRA account.

Contact your own local retirement coordinator or FPPA for more information about

the DROP.

Planning has begun for elections on
possible amendments to the Statewide
Defined Benefit (“New Hire”) Plan and
Statewide Money Purchase Plan. The
New Hire Plan election is projected for
early next year, and the Money Purchase
Plan election is currently underway.
Details of the voting outcome will be re-
ported in future issues.

The purpose of the New Hire Plan
election will beto give participating mem-
bers and employers an opportunity to
consider improving pension benefits by
increasing the current 2% per year benefit
accrual rate and eliminating the current
70% maximum benefit. One or more
other items could be included on the
ballot. Costsof the planimprovements, if
adopted, would be paid by reducing future
allocations paid into members’ SRA
accounts.

The purpose of the Money Purchase
Plan election will beto give participating
members and empl oyersan opportunity to

consider giving responsibility to members
for investment of all plan contributions.
Members currently direct the investment
of their own contributions among certain
investment options, but employer contri-
butions are invested into FPPA’s “total
fund”. If adopted, the plan amendment
would allow members to decide how to
invest the employer contributions made on
their behalf, asthey do now with their own
contributions. A second ballot itemwould
allow members and employers to elimi-
nate a mandatory lump sum distribution
provision for accounts under $3,500.

The elections and ballot items are
being planned pursuant to suggestions
made by plan members. |n order to
become effective, an amendment must be
approved by an affirmative vote of at |east
65% of active plan members and more
than 50% of their employers. Aselection
plansarefirmed up, FPPA will befurnish-
ing completeinformation to all participat-
ing members and employers.
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Thefollowi ng isasummary of the legidative proposals approved by the Police Offic-
ers and Firefighters' Pension Reform Commission at itsannua meeting on September 27,
1999. These proposalswill be brought before the Colorado General Assembly in 2000.

With respect to the Statewide Money Purchase Plan, two billsare proposed. Thefirst
would authorize optionsto increase contribution rates above the current statutory rates of
eight percent from the employer and eight percent from employees. For mandatory
contributions, aloca ordinance or resolution could increase the contribution rate or rates
for aparticular department, subject to approval by 65% of the employer’ sactive members
inthe plan. Also, the legidlation would allow the plan to accept voluntary contributions
from membersand employersat any time, aslong as such contributions do not exceed the
limits on annual additions under the Internal Revenue Code.

A second changeto the Statewide Money Purchase Plan would clarify the standard of
careapplicableto the FPPA Board with respect to the administration, investment and man-
agement of the Statewide Money Purchase Plan Benefit Fund. This bill recognizes that
the Board is governed by the Uniform Prudent Investor Act only with respect to those
assetsdlocated to the Fireand Police Members Benefit Fund, or FPPA “total fund,” which
isaninvestment aternativefor the Statewide Money Purchase Plan. TheBoard retainsits
duties with respect to the selection and monitoring of the variousinvestment alternatives
for the Plan. The bill recognizes, however, that the Board is not liable for losses caused
by the member’ sexercise of control over the assetsin the member’ saccount. Thebill also
clarifiesthat amember isnot afiduciary by reason of exercising control over assetsinthe
member’ saccount.

Therearetwo proposed changesto the Statewide Defined Benefit Plan. Thefirst would
eliminate the possibility of reducing members Separate Retirement Accounts to make
transfersto the death and disability account. Currently, Section 31-31-405 (4), C.R.S., as
amended, allows such deductions. At the present time, members of the Statewide Defined
Benefit Plan constitute|essthan one-third of the total members of the Statewide Desth and
Disability Plan. Other plans which have affiliated with FPPA for Death and Disability
purposes are not required to provide any subsidy or cushion for the Statewide Death and
Disability Plan. For example, old hire members do not pay into the Statewide Death and
Disability Plan at all. New hires, on the other hand, both contribute a percentage of
saary to the Plan and pledge their Separate Retirement Accounts, a part of their normal
retirement benefits, asaback-up source of funding for death and disability benefits.

The FPPA Board believesit istime to have the Statewide Death and Disability Plan
stand on itsown. The Plan isnow fully funded and receives no state assistance. Further,
the future funding of the Plan is assured by means of the requirement that employersand
members pay apercentage (currently 2.3%) of salary tofund the Plan. Last year, because
of thefavorable actuarial status of the Statewide Death and Disability Plan, the Board re-
duced the contribution ratefor the Statewide Death and Disability Plan from 2.4%to 2.3%.

A second change to the Statewide Defined Benefit Plan would give the FPPA Board
more flexibility in ng interest against empl oyerswhose contribution payments for
new accountsareddinquent. Currently, under Section 31-31-402 (4), C.R.S., asamended,
the Board isrequired to assessinterest on all delinquent contributions at the rate of one-
half of one percent per month. Thereisno flexibility to waive any portion of the statutory
interest charges. In the past there have been instancesin which small departments have
mistakenly paid into federal social security instead of FPPA. These plans were notified
of the problem, immediately took stepsto comeinto compliance, but had to get their money
back from social security in order to pay FPPA. The Board would like to have the
flexibility to reduce or waiveinterest paymentsin hardship cases such asthese, and would
promulgate rulesto guideits discretion.

Finally, atechnical bill is proposed to reinstate a deleted cross-referenceinto the
Statewide Desth and Disability Plan. Thiscross-reference wasinadvertently omitted during
the last legidative session, when amendments were made to the Plan. No substantive
changesto the Death and Disability Plan are proposed for 2000.



This year's annual rulemaking included more than just technical changes. If you hopeto
participate in the DROP feature of the Statewide Defined Benefit Plan or if you would like to
purchase service credit under that Plan, the new ruleswill be of particular interest to you. Also, if
you are receiving a benefit under the Statewide Death and Disability Plan, you may be affected
by therecent changes. If you arein the process of getting adivorce, you or your attorney will want
to review thelatest requirementsfor filing an order to divide pension benefits. Finally, if you will
begin receiving monthly benefit checkson or after April 1, 2000, you will berequired to receive
your paymentshby direct electronic deposit to your banking institution.

A public hearing to consider changes to the association’ srules and regulationswas held on
Wednesday, August 25, 1999. Most of the amendmentswere designed to bring FPPA rulesinline
with recently adopted state legislation. Other changes resulted from suggestions made by indi-
vidual members, employer representatives and FPPA staff. The new rule changeswill appear in
the latest edition of the member handbook which will be distributed next year. Inthe meantime,
complete copies of all rule changes aswell as statements of the basis, purpose and statutory au-

thority for each amendment are available upon request from FPPA’ slegal department.
Thefollowingisabrief overview of just some of the recent rule changes:

Drop Payment Options

A new rule has been enacted to implement
the Deferred Retirement Option Plan
(“DROP") that was approved for the Statewide
Defined Benefit Planin 1998. After receiving
afavorable letter ruling from the IRS earlier
this year, the Board proceeded to implement
the DROPfeature by setting forthinarulethe
payment options available for distribution of
the DROP benefit. Memberswhofail totimely
select an option will be paid inalump sum.

Service Credit Purchases

New rules implement Senate Bill 99-05,
which authorizes members of the Statewide
Defined Benefit Plan to purchase service credit
for public safety employment or military
service, subject to certain conditions. Mem-
bers desiring to purchase service credit must
pay alump sumwhichisequal to the actuarial
cost of the service. Service credit must be
purchased no later than the last day of active
membership inthe Plan. Thenew rulesinclude
definitions, procedures and Internal Revenue
Coderequirements.

Disability Payment Options

New rules have been promulgated to
implement House Bill 99-1062, which
increased thetotal disability benefit, provided
for anew payment option, and provided aone-
time 90-day window for persons already
receiving atotal disability benefit to select a
new payment option. Also, in recognition of
the fact that occupational disability benefits
and total disability benefitswill involve differ-
ent benefit structures with different payment
optionsstarting January 1, 2000, the Board has

provided procedures for electing payment
options based upon achangein disability sta-
tus (upgrades and downgrades).

Domestic Relations Orders

The Board has amended the rules
concerning domestic relationsordersfor divid-
ing pension benefitsto conform FPPA’ sfiling
requirementsto the new requirements of state
law. Also, anew rule statesthat FPPA cannot
administer aformuladividing pension benefits
that requires FPPA to recal cul ate the benefits
on an on-going basis, rather, the formulamust
enable FPPA to make a one-time calculation.
Any expensesincurred by FPPA inmaking the
calculation are to be paid by the member.
FPPA permits benefit adjustmentsto an alter-
nate payee’ s share such asrank escalation and
cost of living adjustments.

Mandatory Electronic Deposit

Finally, if you will begin receiving
monthly benefit checks on or after April 1,
2000, a new FPPA rule will require you to
receive your payments by direct electronic
deposit to your banking institution. This
proposed rule is consistent with practicesin
many other public pension funds, as well as
that of the federal social security administra-
tion. Theruleisintended to save FPPA time
and money aswell as provide increased secu-
rity to members. Affected members must either
sign an authorization, or show good cause for
awaiver. Memberswho fail to do either are
required to pay reasonable administrative
chargesfor theadditional cost to FPPA of issu-
ing checks.
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Weve previously discussed theY 2K, or Year 2000, computer problemin thisnews-
letter, and you’ ve no doubt also heard about it elsewhere. FPPA has been preparing for
Year 2000 for along time andisfinalizing efforts to avoid disruptions of our operations.

FPPA’sinternal preparations to insure the readiness of our own systems are virtu-
ally completed. We'll continue to test our internal systems to make sure they remain
ready for the arrival of Year 2000.

FPPA’ s operations also rely on outside sources, so we have been surveying our
external service providers, suppliers and advisorsto obtain assurance that they are tak-
ing the necessary measuresto preparefor Year 2000. Like FPPA, these outside sources
areworking hard toward avoidingY 2K problems.

In case problems arise despite all of these preparations, FPPA also has devel oped
detailed contingency plans to address such potential problems. We are committed to
making a smooth transition to the next millennium.

This article is provided as a Year 2000 Readiness Disclosure under the Year 2000
Information and Readiness Disclosure Act.

Employer Seminar Coming Soon!

In presenting this FREE seminar, FPPA will provide accurate and timely information
to the employers of FPPA members. Watch your mail for an invitation and registration
forms. Or contact GinaMcGrail at FPPA (1-800) 332-3772 or (303)770-3772.
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Colorado state statute establishes the
criteriafor a cost of living adjustment
(COLA) to statewide plans administered
by FPPA. The criteria states that it isthe
determination of the FPPA Board of Di-
rectors whether a COLA is granted and
what amount a COLA may be. The crite-
ria aso states that the maximum amount
a COLA may beis either the consumer
priceindex or 3%, whichever isless.

Based on the 1998 consumer pricein-
dex of 1.3%, the Board of Directors
granted the maximum allowable cost of
living adjustment of 1.3% for 1999.

COLA adjustments are effective
every year on October 1. Each percentage
announced is cumulative and compounds
upon the previous year’ s percentage. As
an example: a January 1998 retiree will
receive a 1.3% increase to his retirement
benefitsfrom 1998; aretiree from January
1990, due to compounding, is currently

receiving a30.1% increaseto hisoriginal
retirement benefits from 1990.

Statewide Defined Benefit Plan Retirees
The 1.3% COLA for 1999 will be
granted for all retirees of the Statewide
Defined Benefit Plan who were retired
before October 1 of last year. Those who
retired after October 1 of last year will
have their benefit adjusted by the COLA
percentage announced next October.

Statewide Death and Disability Plan
Membersand Survivors

Under the Statewide Death and
Disability Plan, totally disabled members
and survivors are guaranteed a COLA,
while occupationally disabled members
and survivors may be granted aCOLA at
thediscretion of the FPPA Board of Direc-
tors. The 1999 COLA announced for both
totally and occupationally disabled
members and their survivorsis 1.3%.

IFor Colorado Firefightersand Police Officers hired on or after 1/1/97, their employer
isrequired to contribute 2.3% of the member’ s base pay for coverage under the
Statewide Death & Disability Plan. Who actually paysthe contributionisdecided by the
employer, in conjunction with their members. The 2.3% required contribution was
established for 1999 and will remain the same for 2000. After that time period, the
contribution may be increased or decreased by 0.1% every two years. The contribution
rate for 1997 and 1998 was 2.4%.

The FPPA Board of Directors has set the 2000 Separate Retirement Account
contribution rate for members of the Statewide Defined Benefit Plan at 7%. Thisisthe
percentage of salary that will be added to the accounts of new hire members. The new
SRA contribution rate will go into effect January 1, 2000.

A Separate Retirement Account (SRA) balanceis calculated in the following way.
After the 16% combined employee and employer contributions are received to fund the
Statewide Defined Benefit Plan and after all of the plan costsare paid, any surplusamount
isallocated to an SRA account in each member’ s name. Each member’s SRA will have
earnings or losses posted to his/her account on amonthly basis. The SRA allocation will
vary from year to year based on the cost of the Statewide Defined Benefit Plan from the
previousyear.

The chart below shows the historical percentage rates added to the SRA
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Statement of Plan Net Assets
Assets
Cash and Cash Equivalents
Total Investments

$ 206,834,749
2,329,605,026

Total Receivables 13,993,707

Properties and Equipment, at Cost,

Net of Accumulated Depreciation 1,603,516

Other Assets 86,801
TOTAL ASSETS $ 2,552,123,799

Liabilities

Accounts Payable & Accrued Expenses $ 336,786,742

TOTAL LIABILITIES $ 336,786,742

Net Assets Held in Trust for Pension Benefits/
Fund Balance Reserved for Withdrawals

Statement of Operations
Investment Income
Administrative Expenses

&

80,980,051
(12,839,815)

NET INVESTMENT INCOME

Net Appreciation in Fair Value of Investments

68,140,236

INCOME FROM INVESTMENT ACTIVITIES

Statement of Changes in Net Assets
From Investment Activities
Increase in Net Assets Derived from Investment Activities

From Unit Transactions
Funds Invested by Members
Funds Withdrawn by Members

$
$ 182,760,062
$ 250,900,298

$ 250,900,298

107,805,699
(95,521,436)

$ 12,284,263

Net Assets
Beginning of Year $ 1,939,117,451
End of Year

This Statement of Net Assets which certifies the financial condition of FPPA’s benefit fund at
the close of 1998 is based on the official audit report on the fund prepared by Bondi & Co. LLP.

1998 1998 1998
Asset Revenues Revenues
Allocation International by Source Allocation Benefit
Equities 23% All Plans Employers All Plans Payments
Domestic 16% 5%
Bonds 13.3%
IGlobal Bonds
8.4% it
Us Investment . Additions Refunds &
Eauiti Earni to Fund
3g.u5l‘%fes Real Estate 8.2% 75012'/szgs Funding 8% Bi;l:nnce Withdrawals
73% 3%
High Yield Bonds 4.8%
igh Yield Bonds ggzployees Administrative
3 ° Expense 1%
Non-Traditional 2.6%
Affiliations 3%

Cash & Short Term 1.2%



