Increasing
Concerns
About
Mandatory
Social
Security

An important topic
of discussion in
Washington, D.C. is
reform of the federal
Social Security
system. It’s been
discussed before,
but this time both
Congress and the
White House are
serious about it.

Many changes

to the system are
being considered,
but one of particular
importance to FPPA,
its members and
employers is the
mandatory inclusion
of all public
employees in the
Social Security
system.
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Areview of your retirement benefits.

At present, most public employees in
Colorado and numerous other states do not
participate in Social Security. They do not
pay into the system nor do they accrue credit
for Socid Security benefitsaspublicemploy-
ees. Ingtead, they participatein other pension
plans, such asthe statewide plans adminis-
tered by FPPA, which are directly designed
to meet their needs for retirement, death
and disability benefits.

Thesepension plansareworkingwell for
firefighters, police officers and other public
employees. Despite that fact, since these
employees are not paying into Social
Security, they arebeing viewed asapossible
source of revenue for a Social Security
system that faces insolvency somewhere
around the year 2032. Studies have shown,
however, that revenues from bringing
non-participating public employeesinto
Social Security would only extend that
system’ s solvency an additional two years
while adding new liabilities to the Social
Security system.

Most of the Social Security reform
proposa sareamed at future public employ-
ees. Current employees would not be
required to participatein Social Security, but
in most proposals employees hired after
January 1, 2000 would have to participate.

FPPA for many years has opposed the
mandatory inclusion of police officers and
firefightersin Socid Security, and continues
to participate in federal lobbying efforts
opposing mandatory Social Security. The
impact of mandatory Socia Security would
be detrimentd in severd ways.

For starters, fire and police pension
plans, like other public plans, provide better
benefits for the dollars contributed than
does Socia Security. Fire and police plans
are actuarialy funded and are ableto invest
in stocks and other diversified investments

providingamuch higher returnthanthe U.S.
Treasury bonds held by Socia Security.

If Social Security were mandated for
Colorado police officers and firefighters, in
order to maintain the current level of
benefitsfor theseempl oyees, pension contri-
butionswould have to be increased. We do
not know wherethe required funding would
comefrom. If additional funding were not
available, then the current pension system
would haveto berestructured around Socidl
Security, and the benefit package would be
decreased.

A preliminary study by FPPA’ sactuarid
conaulting firm hasfoundthat if Socid Secu-
rity becomes mandatory, the tatewide plans
would haveto either reduce benefitsfor em-
ployeesin Socid Security by 15%t0 40%, or
increase costs by 4% to 8% of payroll.

Also, the lack of participation of future
employeesinthecurrent planswould havean
adverseeffect on current plansbecause of the
diversion of revenuesinto Socia Security.
Current memberslikely would not have their
benefits reduced, but revenues and invest-
ment income would not be available for fu-
ture plan improvements.

Further, Socid Security does not meet
the unique needs of firefighters and police
officers. Dueto the physica demands and
risksof public safety work, they need pension
plansthat allow them to retire earlier than
other employees, and that provide more
extensive disability and survivor benefits.
The normal retirement age under FPPA’s
statewide defined benefit planis55, with 25
years of service. Full retirement benefits
under Socia Security don’t begin until age
65. FPPA’ sdeeth and disability plan provides
both occupational and total disability
benefits. Socia Security disability benefits

continued on next page
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Legislative
News

FPPA Initiates
Four Bills and
One Resolution in
1999 Legislative
Session

are only available upon tota disability.
Therearemany reasonswhy mandatory
Socia Security isabad ideafor Colorado
police officers and firefighters. Our state
legislators recognize the problems, and a
resolution (Senate Joint Resol ution 99-006)
isnow making itsway through the Colorado
General Assembly urging Congress to

oppose the mandatory inclusion of police
officersandfirefightersinthe Socia Security
system. Upon passage, theresolutionwill be
sent to Colorado’ s membersin Congress.

FPPA membersand employersmay dso
want to contact their representatives in
Congress, or the White House, expressing
their concern about thisimportant issue.

T hefollowing legidation, initiated by FPPA, haseither already been approved or iswork-
ing itsway through the 1999 session of the Colorado General Assembly.

House Bill 1062
Thishill improvesthetota disability benefit for members of the Statewide Death and Disabil-
ity Plan. It has already been approved by the legidature and signed by the governor, with an
effective date of January 1, 2000. Previoudy, members received a“tiered” benefit of 40% of
sdary, plusan additiona 10% for aspouse and another 10% for any dependent children, for a
maximum benefit of 60%.

Thislegidation:

» Changesthe total disability benefit to a“flat” 70% percent of salary, regardless of

family status.

« Offers a payment option that protects surviving family members as beneficiaries.

» Will be available to current and prospective benefit recipients.

House Bill 1063

Thishill improvesthe benefit for surviving spouses of members of the Statewide Death and
Disability Planwho diewhilein activeservice. Under exigting law, thebenefittoasurviving
spouse of amember who diesin active service terminates upon remarriage.
Thislegidationwould allow thesurviving spouse of themember to continueto receive abenefit
until death, regardless of marital status.

Senate Bill 032

Thishill smply relocates cross-referenced materid. Itisatechnica bill, making no subgtantive
changesto ether the Statewide Defined Benefit Plan or the Statewide Death and Disability Plan.
It has been approved by the legidature and signed by the governor, effective January 1, 2000.

Thebill makesthe Statewide Death and Disability Plana“ stand dlone” plan; in other words,
memberscanread al significant plantermsin onepart of the state statutesrather than having
to refer back to another plan in another part of the gatutes.

Senate Bill 005

Thishill authorizesmembersof the Statewide (“ new hire”) Defined Benefit Plan to purchase
sarvice credit. Similar authority isfound in many other public pension plans. Specificaly,
thebill allowsmembersto purchase service credit for non-covered public safety employment
within the United States, aswell asup to five years of military time. It has been approved by
the legidature and signed by the governor, effective January 1, 2000.

Senate Joint Resolution 006

Findly, thisresolution asks our representativesin Congressnot toimpose socia security cov-
erage on public safety officers. Fire and police pension plans have been long established as
an dternativeto socia security and provide benefitsthat are designed to addressthe physica
demandsand high risksof public safety work. Theexisting plansareworking. Mandatory socid
security will significantly reduce benefits for public safety officers. (See page 4 for more
information about the mandatory socia security issue.)
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1998, FPPA's total
assets exceeded $2.19
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You' veno doubt read or heard somethi ng
about what' sbeing called theY 2K, or Year
2000, problem. It'saproblem, or potentia
problem, with computerswhich began years
ago when computers had very limited,
expensive memory and storage space.
Computer programmers saved some of this
space by storing the minimum amount of
datanecessary.

Oneway computer storage space was
saved was by abbreviating areferenceto a
year from four digits to two digits. For
example, theyear 1976 wasrepresented and
stored as 76. This approach works fine as
long asthe century does not change. How-
ever, whentheyear gopearsas00, acomputer
may treat the year as 1900 instead of 2000.
This could cause confusion and mistakes
for any business.

Like other businesses, FPPA facesthis
potential problem and the task of determin-
ing theextent to whichitscomputer systems
might be affected by Y2K. FPPA has been
aware of this problem and began taking
stepsin 1993 to expand to four digits the
years referenced in our custom designed
computer gpplications. Thesecustom appli-
cationsinclude the retiree payroll system,
membership contribution system, and
deferred compensation system.

Currently we rereviewing FPPA’ sather
interna systems, and doing a survey of the
products and systems of FPPA’ s suppliers
and service providersto obtain their assur-
ances of Y 2K preparedness. The survey,
together with our own internal systems
review, will enable usto continue to assess
FPPA’ sreadinessfor the year 2000.

FPPA’ saudit and remediation program

st quarter 2nd quarter 3rd quarter 4dth quarter

includesthefallowing phases, someof which
are dready underway and al of which we
intend to have completed before January 1,
2000:

v/ Taking stepsto increase avareness of the
Year 2000 problem within our organiza-
tion, and among our membership, suppli-
ersand service providers.

v/ Developing lists of internal and external
sourcesthat may be affected.

v/ Assessing our computer software and
hardware, aswell asal other systemsthat
rely on year-dated components.

v/ Surveying our suppliers and service
providers about their Year 2000 compli-
ance, and ensuring that al new products
and services purchased are Year 2000
compliant.

v/ Providing for the correction or replace-
ment of non-compliant products and
systems.

v/ Securing backup suppliersintheevent our
current suppliers are not and will not be
Year 2000 compliant by January 1, 2000.

v/ Testing corrected software and hardware
systemsto ensure Year 2000 compliance.

v/ Implementing the operation of corrected
items.

Asyou can see, FPPA istaking theYear
2000 matter very serioudy. Weare commit-
tedto making asmooth trangition tothe next
millennium.

This article is provided as a Year 2000
Readiness Disclosure under the Year 2000
Information and Readiness Disclosure Act.
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Fund Thisnewsetter sFund Profileistor the:
Profile State Street Daily EAFE (Europe, Australia and the Far East) Index Fund

Inthepast few years, low returnshave madethelong-term averagein thisindex unattrac-

Investment Option tive. However, in 1998, theinternational equity market rebounded. Asyou think about your

Information for & alocation strategy, wewanted you to be awarethat FPPA continuesto offer diversifica-
Members in a Section tion through the EAFE Index.

457 Deferred
Compensation Plan
or a Money
Purchase Plan

Type of Investor

Higher Risk Investor. Asan internationa stock fund, this Fund may be appropriate for
investorswho haveamediumtolonger investment timeframeor are seeking maximum growth
potential and arewilling to accept potentially largefluctuationsin valuethat often accompany
international investing.

Income Oriented  Income & Appreciation ~ Domestic Appreciation  Global Appreciation

Low Risk Returns

State Street Daily
EAFE Index Fund

Description

TheFundisapassively managed fund. TheDaily EAFE Index Fund typicaly investsin
all the stocksinthe Morgan Stanley Capitdl International (M SCI) EAFE Index in proportion
totheir weightingintheIndex. Thestrategy of investing in the same stocksasthe Index mini-
mizesthe need for trading and, therefore, resultsin lower expenses. Pleaserefer to the Fund
prospectusfor further detailed information.

The M SCI EAFE Index representsover 1,000 stocksinthemgjor foreign markets, includ-
ing Japan, the United Kingdom, Franceand Germany. Thelndex isused to represent the stock
markets of the world' s developed countries (countries that are economically, politically and
socially mature). It represents approximately one-half of theworld' s equity markets.

State Street Daily EAFE Index Fund
Rates of Return as of 12/31/98

% (past performance is no guarantee of future results)

25
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5
0 20.37% 9.17% 9.39% 5.52%
year year year year
average average average average

Thisinvestment option profile focuses on the State Street Daily EAFE Index Fund. Informa-
tion has been supplied by the Sate Sreet Daily EAFE Index Fund and has not been verified
by FPPA. For information on how you may change your investment options, call FPPA at
1(800) 332-3772 or (303) 770-3772 (in the Denver area).




Disability and death benefitsareanimpor-
tant part of the retirement programs admin-
istered by FPPA. Here’' s arefresher on
developmentsin recent years affecting the
Statewide Degath & Disability Plan.

During the 1995 legidlative session a
number of issuesarose concerning the State-
wide Death and Disability Plan. Oneissue
focused ontheleve of benefits provided by
the plan, particularly the lack of distinction
between benefitsfor on and off duty disabili-
ties, and the problem of duty rel ated disabil-
ity benefitsbeing subject toincometax. This
issue was of specia concern to the Senate
Loca Government Committee. Another is-
suewasraised by the Joint Budget Commit-
tee, whichwasprimarily oneof funding. The
committeemembersexpressed their concern
withthegateproviding al of thefunding for
the death and disability plan, and directed
FPPA to createatask force made up of mem-
bers and employers to develop a plan to
eliminate the necessity for state funding by
themiddleof 1996. The Statewide Desthand
Disability Plan has been funded amost ex-
clusively by state contributions sinceitsin-
ception in 1980.

Thereweretwo piecesof legidationgen-
erated by the task force that were later en-
dorsed by the Board of FPPA. Those two
piecesof legidation, which ultimately passed
through the legidative process, were House
Bill 1016 (1996) and House Bill 1370
(1996). While HB-1016 was unanimoudly
supported by the entire task force from the
beginning, thefina version of HB-1370was
the result of many discussions and compro-
miseson al sides.

House Bill 1016 established aseparate
statutory determination under the Statewide
Death and Disability Planfor thosemembers
whosedisabilitiesaretheresult of an on-duty
injury or occupationa disease. Thehill was
designed to take effect upon FPPA’ sreceipt
of an IRS ruling which determined that
disabilities awarded under the on-duty
gatutory provisonswill beexempt fromfed-
era incometax. FPPA received such arul-
ing in late 1996, and since that time has
processed applicationsfor adetermination of
on-duty status.

House Bill 1370 addressed the future
funding of benefits provided under the State-
wide Death and Disability Plan. It provided
that the state will fund the benefits of mem-
bershired prior to January 1, 1997, through
the payment of aonetimelump sum amount
of $39,000,000. For thosemembershiredon
or after January 1, 1997, the hill required
funding by themembersand/or their employ-
es. Onthe benefit side, the bill provided a
guaranteed codt of living adjustment for those
members who are found to be totally dis-
abled. Inaddition, thebill required distribu-
tion of a member’ s separate retirement
account under the Statewide Defined Benefit
Plan if the member is awarded a disability
retirement or the member dies and survivor
benefits are awarded. Any amounts paid
from the separateretirement account are off-
set against the benefits provided from the
Statewide Degth and Disability Plan. Findly,
thebill permitted an employer, withinalim-
ited time window, to withdraw from the
Statewide Death and Disahility Planand es-
tablishitsown disability and survivor benefit
plan.

Many of the terms of thislegislation
were the result of important compromises
reached by the empl oyee and employer rep-
resentatives who were on the task force. A
careful balance was reached by the two
groupswhich runsthroughout thelegidation.
For example, while employees opposed
permitting withdrawal from the state plan,
employers supported having an opportunity
to withdraw. The parties compromised,
agreeing that employerswould bedlowedto
withdraw, but that withdrawing employers
would only receive a proportionate share of
the $39 million lump sum payment fromthe
state. Employers would receive none of the
remainder, or corpus, of the fund.

The plan is actuarialy sound, with the
state relieved of both current and future
respongbility for thefunding of theplan. As
permitted by statute, the FPPA Board
approved the reduction of the required local
contribution rate to the plan on August 26,
1998, such reduction being effective

continued on next page
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PART THREE

Recent History and
Improvements to
Death and Disability
Benefits

This is Part Three of
a continuing series of
articles highlighting
the benefits under
the Statewide Death
and Disability Plan.
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Employers
NOTICE

\
Disability
Benefits

continued
from page 5

[E mployersarereminded to processin atimely manner the Statewide Standard Heal th
History Form for all new police officers and firefighters. The form must be filled out
completely, signed and notarized prior to the employee starting the job.

If you haveany questionsregarding proper completion and submission of thehealth
history forms please call FPPA’ s Accounting Department at (303) 770-3772 or 1-800-
332-3772 if caling from outside the Denver area.

January 1, 1999. Therequired contribution
for the next two yearshasbeen reduced from
2.4% 10 2.3%.

The past two yearshave resulted in two
potential program changesfor the Statewide
Death and Disahility Plan. In 1997, House
Bill 1213 authorized FPPA to offer asupple-
mental disability benefit program to mem-
bersof thestatewideplan. Participationinthe
supplementa program would be voluntary.
For those who choose to participate, a
monthly contributionfrom salary isrequired.
A member would select from coverage
providing either an additional 10% of pay or
an additiona 20% of pay in the event of a
disability. In 1998, FPPA’s actuary studied
the contribution amounts that would be
required for eachleve of coverageaswell as
the minimum participation required for vari-
ous contribution rates. FPPA will survey its
membersin 1999 to determinewhether there
isenoughinterestinthesupplementa benefit
to establish a program.

House Bill 1024 was passed in 1998. It
allowssurvivorsof policeand fire members
of the Statewide Deeth and Disability Planto
seek relief from state and federal income
taxes when the plan member’ sdeath wasin
the line of duty or the result of an occupa-
tional disease. Also, survivors of members
who died prior tothe effective date of thehill
aregranted atwo-year period to apply tothe
Boardfor a“ degth-in-the-line-of-duty” deter-
mination.

FPPA’ sinvestment earningshavebeenin
excessof itsactuarially assumed rate over the
past two years (since the state’s final
payment into the plan), which hasresulted in
actuarid gainsfor thestatewidedeathand dis-
ability fund. Thosegainshavebeendlocated
to pre-fund thediscretionary COL A for occu-
pationally disabled members and
survivors. FPPA’s Board of Directors
approved legidation whichwill utilizesome
of those actuarial gainsto enhance benefits
within the state plan. The two pieces of
legislation involving those benefits are
discussed in more detail elsawhere in this
newdetter. Oneseeksto diminatethe” remar-
riage pendty” for survivorsof memberswho
diewnhilein active service. The other hasal-
ready been approved by the legidature and
signed by the governor, and as of January 1,
2000 will improve the benefits for
totally disabled members from the current
tiered structure to aflat 70% of pay, regard-
less of marital status. Previoudly, asingle
member who becametotaly disabled (and by
definition, can no longer be gainfully em-
ployed), received 40% of his or her base
salary. The Board felt strongly that the
benefitsneeded to beimproved for thisgroup
of beneficiaries.

Inthefuture, theBoard plansto utilizeany
actuarid gainstofirst reducetherequired con-
tribution rate as dlowed by state Setute, then
to improve benefits for the state’ s disabled
public safety officersand for survivors.

Direct deposit is the safest and most convenient way
to secure your pension each month.

Thousands of your fellow retirees are already enjoying the safety and convenience of
direct deposit. To join them, call Joyce Nelson or Eloy Maes at (303) 770-3772 or
1-800-332-3772 if calling from outside the Denver area.




Colorado state statute establishes the
criteriafor a cost of living adjustment
(COLA) to statewide plansadministered by
FPPA. The criteria states that it isthe deter-
mination of the FPPA Board of Directors
whether aCOLA isgranted and what amount
aCOLA may be. Thecriteriaa so statesthat
the maximum amount a COLA may beis
either the consumer price index or 3%,
whichever isless.

Based on the decision of the FPPA
Board of Directors, and the 1997 consumer
price index of 2.3%, a cost of living
adjustment for 1998 was granted for 2.3%.

COLA adjustments are effective
every year on October 1. Each percentagean-
nounced iscumul ative and compoundsupon
the previous year's percentage. As
an example: a January 1997 retiree will
receivea2.3%increaseto hisretirement ben-
efitsfrom 1997; aretireefrom January 1990,
dueto compounding, iscurrently receivinga

26.7%increasetohisorigind retirement ben-
efitsfrom 1990.

Statewide Defined Benefit Plan Retirees

The 2.3% COLA for 1998 was granted
for dl retireesof the Statewide Defined Ben-
efit Plan who were retired before
October 1 of last year. Thosewhorretired af -
ter October 1 of last year will havetheir ben-
efit 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 survivorsareguaranteedaCOLA, while
occupationally disabled members and
survivors may be granted a COLA at the
discretion of the FPPA Board of Directors.
The 1998 COLA announced for bothtotally
and occupationally disabled membersand
their survivorswas 2.3%.

The Government Finance OfficersAssociation of the United Statesand Canada (GFOA)
awarded a Certificate of Achievement for Excellencein Financial Reporting to FPPA for its
comprehensive annual financia report for the fiscal year ending December 31, 1997. The
Certificate of Achievement isaprestigiousnational award recogni zing conformancewith the
highest standards for preparation of state and local government financia reports.

In order to be awarded a Certificate of Achievement, agovernment unit must publish an
easily readable and efficiently organized comprehensive annual financial report,
whose contentsconformto program standards. Thereport must satisfy both generally accepted
accounting principles and applicable legal requirements.

The FPPA Board of Directors has set the 1999 Separate Retirement Account
contribution rate for members of the Statewide Defined Benefit Plan at 6.5%. Thisisthe
percentage of sdary that will be added to the accounts of new hire members. The new SRA
contribution rate went into effect January 1, 1999.

The chart below shows the historical percentage rates added to the SRA
sinceinception.
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Fire& PolicePenson
Asociation of Colorado

5290 DTC Parkway, Suite 100
Englewood, CO 80111-2721

1(303) 770-3772
in metro Denver

1(800) 332-3772
nationwidetoll free

1(303) 771-7622 fax

front row fromleft to right
Beth Vega
MarieHinds, Chair
KrisGardner, Vice Chair

middle row from left to right
David McConndl
Ron Lappi
Gary West

back row from eft to right
Ray Mitchell
Randy Atkinson
Edward Lujan

FPPA Executive Director (not pictured)
Ruth Sieler

Basic Investing ¢ Thursday Evening « May 6th
This seminar is presented by Putnam Investments.

Retiree Seminar ¢ Thursday Morning « August 12th
This seminar coversfinancia and lifestyleissuesin retirement aswell as socia
security and medicare information.

Wills, Estates, Taxesand Trusts ¢ Thursday Evening ¢ November 4th
This seminar will offer practica information on developing financid strategieswhile
planning for the future.

Waetch your mail for the announcements and registration forms! For more information con-
tact GinaMcGrail at FPPA (1-800) 332-3772 or (303)770-3772.
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