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claims.




Recovery Audit Contractors (RAC) —implement a
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Comply with Chapter 287 except in emergency
situations
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available for off-the-shelf products
72) | Design and implement an “E-Mall” system for off- N/A N/A Pg. 139
the-shelf commodity purchases
73) | Reduce number of agency procurement officers N/A N/A Pg. 140
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Section I1: Maximizing Federal Revenue
80) | Reestablish and enhance the Grants Clearinghouse $200.00 $200.00 Pg. 151

Office within the Governor’ s Office




81) | Useacontingency contract to drawdown federal $150.00 $150.00 Pg. 154
funds already earned by Florida
82) | Improveoversight of indirect cost allocation plans N/A N/A Pg. 155
Section I11: Generate New State Revenues
83) | Sell adson DOT dynamic messaging highway signs | $75.00 $75.00 Pg. 155
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opportunities
Chapter Total: $507.00 $572.00
Chapter 7: General Government Operations
Report Pg. 159-
161
Recommendations L ower Upper
Savings Savings
Estimate Estimate
($millions) | ($millions)
Section |: Utilize Available Guidelines and Benchmarksto I ncrease Efficiency
85) | Adjust annual budget appropriations to reduce "fourth | $80.00 $80.00 Pg. 162
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86) | Benchmark operating expenses for each state agency | $149.00 $149.00 Pg. 162
Section I1: Optimize the State Real Estate Portfolio
87) | Fully utilize state owned space $1.00 $2.50 Pg. 164
88) | Maximize use of leased space $1.90 $1.90 Pg. 165
89) | Increase the use of competitive procurement for leased | $1.10 $4.00 Pg. 166
space
90) | Consolidate and Co-locate N/A N/A Pg. 168
91) | Lease Renegotiation N/A N/A Pg. 168
92) | Improve the negotiation of tenant improvementsand | $1.00 $3.00 Pg. 169
"TI" for private sectors |eases
Section I11: Standar dize the Business Process
93) | Standardize sick and annual leave accrual $1.80 $10.10 Pg. 170
94) | Standardize payroll cycle N/A N/A Pg. 171
Section I V: Reduce Cost of Communications
95) | Expand the use of debit cards to eliminate, to the $23.10 $23.10 Pg. 171
fullest extent possible, the use of paper checks for state
disbursements
96) | Further increase use of electronic receipts $1.00 $1.50 Pg. 173




97) | Implement a statewide web based mass notification $0.60 $0.60 Pg. 174
system for messages and general communi cations

98) | Create an e-learning based centralized learning $3.70 $7.40 Pg. 175
academy

99) | Modernize printing and mailing operations through $4.70 $7.00 Pg. 176
outsourcing

Section V: Reduce State Travel Expenditures

100) | Reduce state travel costs $0.60 $0.60 Pg. 178

101) | Explore potential to consolidate boards and N/A N/A Pg. 178
administrative support costs

102) | Expand use of teleconferencing (including online $7.50 $19.00 Pg. 178
meetings and video conferencing) to reduce state
travel expenses

103) | Consolidate management of small state vehicle fleets | $0.37 $1.80 Pg. 180

104) | Increase use of rental vehiclesinstead of purchased $1.80 $1.80 Pg. 180
vehicles

105) | ReviseF.S. 286.29 to include rental vehicles N/A N/A Pg. 181

106) | Explore metricsfor fleet fuel efficiency and N/A N/A Pg. 181
implement a minimum standard

107) | Improve oversight of state air fleet (and non-vehicular | N/A N/A Pg. 182
fleet)

Section VI: Other

108) | Increase use of owner controlled insurance programs | $6.30 $6.30 Pg. 182
(OICPs) for construction projects

109) | Implement managed print servicesto reduce costsand | $12.00 $18.00 Pg. 183
improve service in state office environments

110) | Increase state employee parking fees to make the $0.75 $3.60 Pg. 184
parking system self-sufficient

111) | Expand use of Department of Corrections land for N/A N/A Pg. 185
agriculture and other productive purposes

112) | Form compensation commission to determine actual N/A N/A Pg. 186
competitiveness of state compensation with other
states, local governments, and private sector (weighing
each differently to determine an actual comparison

113) | Implement fraud deterrent system for child care $44.40 $44.40 Pg.186
providers

114) | Require reimbursements of the training costs for N/A N/A Pg. 187
certified law enforcement/corrects officers that
terminate employment with the state prior to
completing two years of service with the state

115) | Implement centralized statewide power $3.10 $3.10 Pg. 188

monitoring/management for PCs




116) | Manage and control the use of overtime through the $2.30 $11.50 Pg. 188
implementation of a statewide integrated time and
scheduling system
117) | Modernization and outsourcing of call centers $1.50 $1.50 Pg. 189
118) | Transition to afour-day workweek $4.70 $5.10 Pg. 191
119) | Implement aweb-based volunteer management system | N/A N/A Pg. 193
for K-12 through higher education
Chapter Total: $354.22 $406.80
Chapter 8: Productivity Enhancement and Wor kfor ce Optimization
Report Pg. 196-202
Recommendations L ower Upper
Savings Savings
Estimate Estimate
($millions) | ($millions)
120) | Implement "organically grown efficiencies' program N/A N/A Pg. 203
121) | Expand participation in the Prudentia - Davis N/A N/A Pg. 204
Productivity Awards program and increase replication
efforts across state government
122) | Implementation of adaptable Prudential-Davis N/A N/A Pg. 204
Productivity Awards Program achievements
throughout state government
123) | Expand use of agency savings-sharing program N/A N/A Pg. 204
124) | Require each agency to review size and structure of N/A N/A Pg. 204
workforce
125) | Create benchmarks for administrative costs and N/A N/A Pg. 205
overhead across agencies
Chapter Total: N/A N/A
L ower Upper
Savings Savings
Estimate Estimate
($millions)  ($millions)
Report Total: $3,508.63 $4,376.45
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Government Cost Savings Task Force
Executive Summary

As the nation recovers from one of the worst economic recessions in history, Florida continues to battle
unprecedented fiscal challenges and budget shortfalls that have made business-as-usual in state
government an unsustainable course. In response to this crisis, Florida TaxWatch and leaders from
across the state undertook the monumental task of finding innovative solutions to some of the most
costly and complex problems facing Florida. Through quantifiable analysis, renowned leadership, and
on-the-ground field research, this report presents more than $4 billion worth of immediately actionable
ideas to not only improve the operation of state government, but also revive the prosperity and position
of Florida as an economic leader.

In July 2010, Florida TaxWatch brought together the Government Cost Savings Task Force for FY2011-
12, composed of dozens of community and business leaders along with current and former elected
officials, to utilize and apply their acumen and expertise to the problems of state government. The Task
Force provides a unique forum to thoroughly examine the operation and cost of government in key
areas where efficiency enhancements and policy alterations should be made to reduce waste, contain
costs, and improve taxpayer value.

The Report and Recommendations of the Government Cost Savings Task Force for FY201-12 provides
124 recommendations worth more than $4 billion in eight core policy areas that span from pensions to
procurement and workforce optimization to health care reform. These recommendations will generate
savings to help close the budget gap without compromising core services and programs that Florida’s
most vulnerable populations rely upon and provide much needed capital reserves for state government.

Each of the eight chapters features a comprehensive report on its policy area that details the specific
issues and complexities facing the field as well as up-to-date figures and statistics that illustrate the
current situation in Florida. The reports also feature highlights of best practices from states across the
nation that have faced and dealt with similar problems. The important area of Education reform will be
covered in a separate, forthcoming Florida TaxWatch report.

Pension Reform

In these tough fiscal times, the vulnerability of state and local governments in their pension liability is
growing with a mounting burden on the taxpayers to fund it. The Task Force took a tough approach
toward investigating and analyzing the increasing costs of the Florida Retirement System (FRS) and state
public pension policy to produce ten comprehensive recommendations for reform to align Florida’s
pension system with other states and the private sector. Recommendations to reform the Defined
Benefit pension plan — the system’s key cost driver — and the Deterred Retirement Option Program

Improving taxpayer value, citizen understanding, and government accountability
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(DROP) — whose provision cost the state more than $S97 million annually and cost more than $300
million in “double-dippers” — would save the taxpayers hundreds of millions in the upcoming fiscal year.

Justice Reform

The Task Force gave special attention to the rapidly escalating costs of Florida’s criminal and juvenile
justice systems, especially the Department of Corrections. Last year, Florida spent $2.4 billion on a
prison population of more than one hundred thousand — a population that has increased 11.4-fold since
1970. Florida has experienced an exponentially growing prison population that has far outpaced
population growth and occurred despite a significant downward trend in national and state crime rates.
The widespread use of short state prison sentences, prison incarceration for technical probation
violations, and high rates of recidivism have been identified among others as the main drivers of prison
population growth in Florida that has cost the state billions without a corresponding increase in public
safety or accountability in the system. Injecting accountability mechanisms, redirection programs, and
rehabilitation treatment into the justice system would save taxpayers hundreds of millions and enhance
public safety.

Medicaid Reform

The rising costs and enrollment of the Medicaid program in Florida presents one of the most challenging
fiscal problems facing the state today. As the government’s medical safety net, Florida spent more than
$20 billion on Medicaid this year alone. Medicaid costs are rapidly rising and the state will soon need to
finance a steep increase in the federal revenue-sharing contribution rate with the imminent cessation of
stimulus funding. Over the next three years, it is projected that the state’s general revenue expenditures
for Medicaid will increase by 74.2% while state general revenue collections are expected to grow by only
21.7% during the same period. The number of people receiving Medicaid benefits is also increasing as a
result of federal health care legislation and aging baby boomers. At the same time, Medicaid fraud and
abuse plagues the state and costs the taxpayers billions. The Task Force report analyzes several areas
and ideas to reduce the cost of Medicaid and create a sustainable system including expanding Managed
Care; implementing Dual Eligible Managed Care for Special Needs Plans (SNP); reducing Fraud and
Abuse; expanding Payment Reform; and evaluating alternatives to Medicaid provider rate reductions.

Healthcare Reform

While the Medicaid program dominates Florida’s overall health expenditures, the provision of health
care to public employees is a critical yet expensive responsibility of the state. Unsustainable health care
costs have placed a growing burden on the state to finance healthcare-related services, such as
prescription drugs, which cost the state more than $2 billion annually. In FY2008-09, taxpayers
contributed more than $1.3 billion to non-Medicaid health insurance to state employees. With heath
costs throughout the nation skyrocketing, the state needs to modernize its health insurance system to
be more competitive and cost-effective in comparison with other states and the private sector without



cutting core services with reforms to expand auditing, revaluate purchasing systems, and implement
incentive programs.

Procurement Reform

For many years, Florida has attempted to institute uniform procurement rules among state agencies and
departments for the purchase of large quantities of goods and services to achieve the best price
possible. However, a lack of adherence to and enforcement of these rules and procedures have allowed
numerous state purchases to occur without the proper cost-savings safeguards in place, such as the
utilization of MyFloridaMarketPlace (MFMP),competitive bidding, or state term contracts. Of the more
than $4.8 billion goods and services purchased by state agencies, only $1.6 billion was procured through
the MFMP system. Furthermore, only 13 percent—or $507 million— of state contract purchases were
negotiated through state term contracts. The current system seems to operate with centralized
administration and decentralized execution. While this report does not address the entire situation,
these recommendations will help to alleviate this worst-of-both-worlds situation. Enhancement of
enforcement, transparency, and linearity in the state’s current procurement processes would not only
save taxpayer dollars, but promote a more competitive environment for businesses and provide a higher
quality of goods and services for Floridians.

Revenue Enhancement

Florida has a revenue stream that has not been fully accessed. Collection of tax revenues that are
rightfully owed to the state will help address the current fiscal challenge. Enhancing tax collection
compliance is a crucial component in bringing new revenue to the state without devastating tradeoffs.
Collecting just a small portion of the state sales tax owed on internet purchases could yield upwards of
S50 million in the upcoming budget year alone. There are also a considerable amount of federal dollars
that Florida is legally eligible to collect but has not applied to do so. Enhanced efforts to collect federal
dollars could bring more than $150 million to Florida, most of it recurring, in FY2011-12.
Recommendations for diligent, coordinated programs and efforts have been analyzed by the Task Force
that could be implemented in the upcoming budget year to begin collecting tax revenue currently owed
to the state immediately.

General Government Reform

Waste and duplication in everyday government operations spans across most state agencies,
departments, and related parties due to lack of coordinated policies and proper incentives to be
efficient. Over the past three years, state agency discretionary spending on office supplies and travel
expenditures has grown, exceeding growth in inflation and full time equivalents (FTEs). In FY2009-2010,
state agencies spent more than $1.9 billion above the 2006 benchmark. To reverse these trends, the
Task Force has provided more than 30 recommendations to alter agency policy and programs to
promote efficiency without sacrificing quality through the optimization of the state’s real estate



portfolio; standardization of the business process; reduction in the cost of communications and travel;
and various other streamlining techniques to reduce the operating cost of government.

Productivity Enhancement and Workforce Optimization

Cost-savings and efficiencies cannot be achieved without a productive and diligent workforce
implementing and enforcing the types of ideas made in this report. Incentivizing productivity and
innovation is a key ingredient to a well-functioning, lean government that is responsive to its citizens.
Incentive programs that reward superior employee performance and innovation — such as the
Prudential-Davis Productivity Awards — can lead to greater cost-savings when their achievements and
ideas are adapted across state agencies. To further increase the productivity of government, the size,
structure, and functioning of the bureaucracy needs to be assessed through employee-manager ratios
and benchmarked administrative and overhead costs across state agencies. This chapter outlines state
entities, most notably the Florida Lottery and the Department of Financial Services, that have taken
diligent steps to reduce the employee-manager ratio and ‘right-size’ the workforce that has generated
several millions in savings to the state.

Overall, this report has been presented with the hope of enhancing the operation of government,
improving taxpayer value, and promoting a better Florida for tomorrow through the implementation of
these 124 recommendations. The Task Force recognizes that each elected official must serve broad and
varied constituents, and would like to remind the readers of this report that all involved in this effort
also represent the families and businesses of this state — friends and neighbors who use the available
services and resources of this great state. As these services are vital to the families, businesses, and
communities of Florida, it is even more imperative that smart, discrete, and judicious revisions and
reductions be made to the state budget to create a more financially sound and modern government
under which each family, business, and community may prosper. The cost-saving recommendations
made in this report are intended to help be the means to this end.
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The 2011 Florida Legidlature is facing yet another in a series of tough fiscal years with a multi-
billion dollar projected budget shortfall. This year, Florida faces new challenges while
continuing to solve the problems of yesterday. The imminent cessation of extended stimulus
funding and generous federal match contributions pose the threat of further shortfalls; recent
federa hedth care legidation is projected to dramatically increase the state’s Medicaid
enrollment; and significant financial obligations are coming due, such as the unemployment
compensation fund whose first payment will be made in September 2011.

In order to assist the state's elected officias address the continuing fiscal crisis, and for the
benefit of Florida's taxpayers, citizens, and visitors, the Florida TaxWatch Government Cost
Savings Task Force for FY 2011-12 has provided 125 well-researched recommendations aimed
at achieving significant cost-savings and cost-containment in several areas of state government.
Only by looking closely at the base budget, reducing unnecessary spending, increasing
efficiency, maximizing current revenues, and revisiting problematic programs and policies can
the state get its fiscal housein order.

The Report and Recommendations of the Government Cost Savings Task Force for FY2011-
12 is the product of more than 40 concerned Floridians, on behalf of all of Florida's taxpayers,
working for six months to find constructive, pragmatic, principled cost-savings and judicious
spending reductions with special emphasis on key areas where implementation would not only
improve efficiency, but also promote effective, sound fiscal policy without jeopardizing critical
services for Floridians.

The recommendations of the Task Force for FY2011-12 are built upon previous cost-savings
efforts by more specifically concentrating its analysis on key areas that are ripe for reform
including criminal justice, pensions, procurement, and health care. The recommendations are
grouped into eight chapters, all of which include a comprehensive report that identifies the key
issues and problems currently facing each policy area.

The total estimated savings for al 125 recommendations are $3.5 billion - $4.4 billion in FY
2011-12.These estimates are based on the best available data and assumptions made by the Task
Force and experts in the public and private sectors. While the Task Force believes full
implementation should produce similar actual savings, the focus should be on the substance of
the cost savings ideas, not the estimates.

Florida TaxWatch has aready shared the preliminary recommendations of its Government Cost
Saving Task Force for FY2011-12 with legislative committees, state agencies, and the executive

Improving taxpayer value, citizen understanding, and government accountability
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office. We look forward to working with the Legidlature and the incoming Administration of
Governor Rick Scott to implement many of these recommendations for realized cost-savings in
the upcoming fiscal year.

This report builds on the success of previous Florida TaxWatch efforts that have generated more
than $3 billion in cost savings since the publication of the first cost-savings report in January
2009. Last year, the Government Cost Savings Task Force for FY 2010-11 published 88 specific
recommendations worth $3.2 billion that targeted reducing state government operating
expenditures, increasing productivity, and maximizing state revenue collections in the report
titled the Report and Recommendations of the Florida TaxWatch Government Cost Savings
Task Force to Save More Than $3 Billion.

At the close of the FY2010-11 legislative session, twenty-seven, or more than one third, of the
recommendations made by the Task Force were enacted by the Legisature. According to
published estimates, the recommendations implemented in legislation or as part of the FY 2010-
11 Budget are worth more than $1.1 billion in cost-savings to the state.

Among the enacted FY 2010-11 recommendations:

Class Size Amendment — The Legislature sent a proposed constitutional amendment to the
voters to change the 2002 class size amendment to provide greater flexibility to school districts
and save approximately $350 million. Under the current amendment, individual class sizes
would be limited to 18 students through third grade, 22 students in grades fourth through eight,
and 25 students in high school. The rewrite would soften the standard by limiting the school
wide average class size to those totals, but allows individual classes to go as high as 21, 27, and
30 students, respectively. This Florida TaxWatch supported amendment went voters in
November 2010 and failed to receive the 60% support threshold.

Florida Tax Credit Scholarship — SB 2126 expanded the Florida Tax Credit Scholarship, a
program that gives businesses a tax credit in exchange for paying for a scholarship. The bill
added new tax sources that are available for the credit and increased the total amount of
scholarship money that can be awarded. It expanded the income digibility for students and
increased the per-student award gradually. It aso added important accountability provisions for
private schools. Florida TaxWatch research on the scholarship program was cited severa times
on the floor. That research has found that in addition to increasing school choice, the savings
from reducing the number of public school students will more than offset the tax credits.

Cap Bright Futures Scholar ships — The Legislature reduced the future cost of Bright Futures,
through steps including increasing test score requirements to qualify for the program, reducing
the number of credits covered, and reducing the time of utilizing the award from 7 years to 5
years.

Vi



Reduce Exemptions from Competitive Bidding — SB 2386 removed certain types of services
from the list of services exempted from competitive bidding requirements, including auditing
services, academic program reviews, health services, and Medicaid services.

Increase use of electronic payment disbursements and receipts — SB 2386 directed all
agencies and the judicia branch to use electronic payment disbursement and receipts for all state
payments where possible.

I mprove Enforcement of the Preferred Pricing Clause — SB 2386 required each state agency
to review its contracts to determine if each contractor complies with the applicable preferred
pricing clause. Contracts, which include a preferred-pricing clause and were executed, renewed,
extended, or modified on or after July 1, 2010, must require an affidavit by the contractor
attesting that the contract isin compliance with the preferred pricing clause.

Renegotiate Non-Client-Service Contracts — SB 2386 required each state agency to review and
renegotiate existing contracts renewal s to reduce contract payments by 3 percent.

Ensure only eligible dependents receive health insurance — SB 2374 directed the Division of
State Group Insurance to competitively procure dependent eligibility verification services.
Based on information from the Department of Management Services and the experience of other
states, Florida TaxWatch estimates such an digibility audit could save as much as $30 million.

Reduce Corporate Filing Fees but Stop Waiving Late Penalties — HB 5505 removed a
provision that results in the Department of State routinely waiving the supplemental corporate
late fee, making the fee mandatory. It is estimated to bring in an additional $16.8 million for the
new budget.

Reducing Medicaid Fraud — SB 1484 included a major fraud reduction initiative — the
Medicaid and Public Assistance Fraud Strike Force Act. The bill added additional staff to the
Chief Financial Officer’s (CFO) office and created a Fraud Strike Force to pursue Medicaid and
public assistance fraud. It directed the state to enter into a contract with third-party vendors to
provide areal time, front-end database to decrease inaccurate payment to Medicaid providers and
improve the overal efficiency of the Medicaid claims-processing system. It also required a
thorough review of the state’ s fraud processes.

Tax Amnesty — HB 5801 created a three-month Tax Amnesty program from July through
September 2010. This amnesty provides taxpayers the opportunity to pay overdue taxes without
late penalties, with reduced interest charges, and with avoidance of criminal prosecution. The
Revenue Estimating Conference estimated it would bring in $82.9 million.

Adding Department of Revenue Tax Auditorsto Increase Tax Compliance — HB 5801 also
provided 25 new auditors to the Department of Revenue (DOR).

Vi



Reducing Textbook Costs — HB 5101 required that instructional materials adopted after 2012-
13 be adopted in an electronic format.

Reducing office supply costs — The budget implementing bill (HB 5103) provided for office
supplies to be competitively procured through a multiple vendor state term contract.

Automated Verification System of Child Care Providers — The Task Force recommended a
point-of-sale verification system, rather than the current self-reporting system, to verify
attendance and cut down of fraudulent child care clams. SB 2014 required the Agency for
Workforce Innovation, which houses the state’'s subsidized child care program, to establish a
single statewide information system to track child attendance, among other things.

Reducing Pension Costs — HB 1307 reduced the Florida Retirement System contribution rate
for administrative costs that is paid by employers. This is estimated to save the state $4.2
million.

Financial Institution Data Match — HB 7157 allows DOR to do electronic data matching with
financial institutions for those taxpayers that already have tax liens in the public record for
matching and recovery of funds owed to the State of Florida. Any financia records obtained may
be disclosed only for the purpose of enforcing the tax laws.

Require All State Employees to Contribute to their Health Insurance — While most state
employees contribute to the cost of their health insurance, more than 25,000 employees,
including legidators, do not. The Legidature eliminated the free health care coverage by
requiring them to pay $100 a year for individual coverage and $360 a year for family coverage.

Increase the Number of Lottery Selling Points — Both the House and Senate budgets provide
authority to acquire up to 500 additional ticket terminals to increase the size of the retail
network. The budgets also provide $3.9 million to purchase 750 automated vending machines.

Expand the Redirection Program — The Legislature added $1.6 million to the Redirection
Program in conference to maintain the expansion that was funded last year. Also, the Agency for
Health Care Administration was given authority to seek a walver to provide mental health
servicesto juvenilesin the program.

Maximize Lease Space — The budget contained proviso that holds Master Lease Space
Improvement Funds in reserve until the Department of Management Services provides a report
detailing the projects and their justification.

Promote Alternatives to Incarceration and Reduce Recidivism — The budget authorized the
Department of Corrections to contract to implement an risk/needs analysis pilot program to focus
treatment and services on those most likely to re-offend and to determine alternatives to
incarceration for low risk inmates.

viii



Promote Alternatives to Incarceration — The budget also provided funding for pilot programs
for offenders who would be sentenced to prison but could be diverted to other programs. The
budget authorized the Department of Juvenile Justice to contract for services to divert youth from
secure detention to alternative community based services.

Outsource Recovery of Aberrant Medicaid Claims — The Senate budget authorized
contracting out on a contingency basis for post-audit claims analyses to identify and recover
Medicaid overpayments.

Purchasing — The budget required a business case plan for the competitive solicitation of the
state purchasing system, MyFloridaM arketPlace, by July 1, 2010. Upon approval of the business
case plan by the Legidative Budget Commission, a contract will be competitively solicited.

Most importantly, the work of the Government Cost Savings Task Force builds upon the 31-
year-old mission and successful track record of Florida TaxWatch to improve taxpayer value,
citizen understanding, and government accountability. This mission has never been more vital as
Florida must solve complex structural problems to create a more prosperous and sustainable
economic environment. Now is the time to enact reforms that will save taxpayer dollars this
fiscal year and beyond through increasing efficiency, reducing fraud, and enacting smarter ways
to stretch available revenues as far as possible without further cutting core services for Florida's
most vulnerable. Our elected officials and policy makers have a chalenging and difficult job —
and it is hoped that work of this Task Force will help chart a path for a leaner, more efficient
government in Florida.
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Chapter 1: Pension Reform
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Recommendations ..........couuiiniie i el PL 19
1. Eliminate or reduce defined benefit (DB) plan and increase use of defined contribution
(DC) plan

A. Eliminate defined benefit (DB) plan and switch all FRS members to defined
contribution (DC) plan

B. Reduce defined benefit contribution and offer optional matching defined
contribution supplement

Require FRS members to contribute to their retirement plans
Consolidate employee retirement classes into two classes

Limit Special Risk class membership within law enforcement, firefighters, and
corrections officers

Increase vesting period for FRS Pension Plan from six to 10 years
Reform the methodology used in calculating average final compensation (AFC)
A. Use only base salary earnings when calculating the AFC

B. Place a cap on the AFC so that the five highest earning years do not exceed a certain
limit to avoid abuse of the system

C. Increase the number of years used to calculate AFC or use lifetime average salary

7. Increase the normal retirement age (and minimum required years of service
accordingly) for “regular” and “special risk administrative support” employee classes

A. Regular, Senior Management Services, Elected Officers Class Members
B. Special Risk, Special Risk Administrative Support Class members

8. Tie automatic COLA increase for public pension recipients to inflation
with a 3% ceiling

9. Eliminate Health Insurance Subsidy (HIS) for FRS members

10. Reform or eliminate the Deferred Retirement Option Program (DROP)
A. Reduce annual guaranteed rate of return for DROP participants from 6.5% to 3.0%
B. Require Governor’s approval to rehire individuals who have completed DROP

C. Eliminate HIS for DROP participants and retiree who resume active employment
with FRS employer

D. Eliminate DROP

Improving taxpayer value, citizen understanding, and government accountability
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Introduction

These trying economic and fiscal times demand the highest scrutiny of government expenses and
extraordinary efforts to find cost efficiencies, yet Florida has overlooked one area that is ripe for
reform: the Florida Retirement System (FRS). In its current form, the system is unsustainable
and presents a growing fiscal burden on state and local governments. Over the past decade, the
state has spent more than $5 billion to maintain the existing retirement system. During this
uniquely challenging fiscal time, the need to make significant improvements to the FRS cannot
be ignored.

While the provision of retirement, disability, or death benefits is important to maintain
competitiveness as an employer, benefits offered by the FRS are more generous than those
offered by non-public sector employers (e.g. the private and non-profit sectors). Generally,
compared with the private sector, state and local government employees are able to retire at an
earlier age and with no required contribution towards their pensions. These benefits are provided
in addition to Social Security retirement payments, which most state and local government
employees are eligible to collect because of contributions made by the public employer on their
behalf (in the form of federal payroll taxes).® Florida state government employees are also not
required to contribute toward their retirement and many do not share in the risk if the system
experiences low investment returns (if the employee chooses to participate in the defined benefit
plan).

In order to successfully provide core programs and services to Floridians, state and local
governments cannot continue to utilize the current mechanism to determine and fund employee
retirement benefits. This section thoroughly examines the FRS, analyzes areas in need of
modernization, discusses successful reform efforts around the country, and recommends cost-
saving reform options to create a more efficient and competitive retirement system for state and
local government in Florida.

Defined Benefits Drive the Cost of Public Retirement in Florida

At present, state and local government employees have the option to participate in either of two
retirement programs offered through the FRS: the defined benefit (DB) plan or the defined
contribution (DC) plan.? The receivable benefits earned through DC plans (e.g. 401(k) or 403(b)
plans) are based on the fixed annual dollar contributions placed into each participant’s
personalized investment portfolio and the associated investment returns.® DB plans, however,

! Many public employers in other states do not participate in Social Security and therefore the employees are
ineligible; however, Florida participates.

% The DB plan is officially referred to as the Pension Plan and the DC plan is officially called the Public Employee
Optional Retirement Plan (PEORP) by the FRS. Additionally, FRS employees have the ability to do a one-time shift
from DB to DC or vice versa.

%26 U.S.C. 414(i) defines DC plans as the following: ““...plan which provides for an individual account for each
participant and for benefits based solely on the amount contributed to the participant’s account, and any income,
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statutorily obligate employers to pay specified benefits based on annually revised employer
contributions. The high cost of public employee retirement in Florida is driven by the DB plan,
which places the responsibility of paying set pensions on state and local government employers,
regardless of investment performance.

In order to meet their long-term benefit obligations, state and local governments must make
significant contributions on behalf of each DB plan member. Employees are not required to
match any portion of the contributions made towards their retirement, placing the entire cost of
funding the FRS on employers, and ultimately taxpayers.

According to the Bureau of Labor Statistics (BLS) National Survey, as of March 2009, 78% of
all state and local governments required their employees to contribute to their DB plans and of
those that have DC plans, 58% required employee contributions. This places Florida’s state and
local government employers among a minority that do not require any employee contribution.”

Although the state incurs the cost of associated contributions, the DC plan alleviates the fiscal
impact of the costly DB plan as it removes the state’s obligation for paying future retirement
benefits for those employees that select DC membership. Figure 1 shows that the majority of
FRS employees, however, opt for DB plan membership.

Figure 1: A Majority of Active FRS Members Opt for DB Membership (As of June 30, 2009)

Plan Number of FTEs | Average Salary
Defined Benefit 572,887 $41,763.09
Defined Contribution 95,529 $40,429.02

Source: Data provided by the Florida Division of Retirement

All retirement contributions made by employers on behalf of DB and DC plan members are
initially pooled into a common savings account called the Florida Retirement System Clearing
Trust Fund. The contributions made on behalf of DB plan members are then forwarded for
deposit into the Florida Retirement System Trust Fund whose assets are aggregately invested and
managed by an oversight panel called the State Board of Administration. While benefit payments
are not directly linked to the market performance of the Trust Fund, as will be subsequently
explained, investment returns play a vital role in the assets available to pay owed benefits.

After initially being placed into the FRS Clearing Trust Fund, DC plan contributions are
removed and placed into an individual account where they are managed with input from the
recipient. Figure 2 chronicles the total contributions made by employers into the FRS Trust
Fund for both DB and DC members as of the end of each fiscal year between 2000 and 2007.

expenses, gains and losses, and any forfeitures of accounts of other participants which may be allocated to such
participant’s account.”

4 U.S. Bureau of Labor Statistics, National Compensation Survey (NCS), available at www.bls.gov/ncs/home.html.
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Figure 2: Total Employer Contributions Are Rising
(FY 2000 — FY 2009 Inflation Adjusted)
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Employers aggregately spend billions of dollars each year to maintain the FRS defined benefit
plan. During the final seven years of the observation period, the real value® of employer
contributions into the FRS Trust Fund continuously increased, although there was a slight
decline in the real value of the state’s contribution between 2007 and 2008.° Even as Florida’s
General Revenue collections declined by 22% during the last four years of observation and the
number of active FRS members shrank by 2.25% during the final year, the state’s retirement
contributions increased by 26%.’

Annual contributions made towards the FRS Trust Fund are actuarially determined for each
fiscal year. To establish annual contributions, actuaries use several factors to estimate total future
benefit obligations, including: employees’ life expectancies, payroll growth, and the assumed
rate of return on investments. Once the amount of total contributions needed to meet all projected
future benefits is determined, this figure is disaggregated for employers as a specified percentage
of each of their respective employees’ monthly salaries to form contribution rates.®

The contribution rates are only necessary to cover the long-term obligations of the DB plan;
however, DC plan contribution rates are set to be reflective of the established DB rates so that

® Using Consumer Price Index provided by the Bureau of Labor Statistics

¢ Nominally, total contributions have continuously increased during the period of observation.
"In 2009, the state contributed approximately $679 million to the FRS, while non-state sources (i.e. local

governments and school districts) contributed a combined $2.6 billion. The disparity in contributions between state
and non-state employers is because non-state members constitute a much larger portion of the FRS. As of June 30,
20009, there were 668,416 total employees participating in the FRS, of which 116,001 (17.4%) were state employees.

8 Florida Division of Retirement Bureau of Enrollment and Contributions



the decision of employees to join one plan over the other is not influenced by disparities in
contribution. Hence, the DC plan would be cheaper if its contributions were not tied to the DB
plan. At the end of this section, Florida TaxWatch offers ideas for decoupling the contributions
of the two plans.

Contribution rates vary by employee class designation. Figure 3 disaggregates the blended
contribution rates for both retirement plans by employee class. The featured contribution rates
include a 1.11% rate made from each employee’s salary towards a health insurance subsidy
(HIS) which retired members are also provided; these contributions are placed into the HIS Trust
Fund.

Figure 3: Blended Contribution Rates by Class and Retirement Plan Type for Both
Retirement Plans (As of July 1, 2010)°

Percentage
of FRS Average
Contribution | Employees | Weighted

Class Rate (%) (%) Salary
Regular 10.77 87.17 | $39,297.23
Special Risk Admin. Support 13.24 0.01 | $44,973.76
Senior Management Services
(SMS) 14.57 1.16 | $81,203.98
Governor/Lt.
Gov./Cabinet/Legislators/State
Attorneys/Public Defenders 16.34 0.03 | $48,612.08
Elected County/City/Special
District Officers 18.64 0.19 | $44,548.42
Judicial 21.79 0.13 | $138,887.98
Special Risk 23.25 11.32 | $53,894.94

Source: Florida Division of Retirement

As the table shows, employee classes with higher average salaries receive a greater contribution
towards retirement making the current system regressive, especially in the case of DC plan
membership where contributions are directly linked to future retirement benefits.

Considering that the average cost of retirement to private employers is only about 5% of an
employee’s wage, ™ even the lowest contribution rate is more than double that of the private

® Florida Division of Retirement: https://www.rol.frs.state.fl.us/forms/irLl0-142 rates only.pdf. These rates include a
1.11% Health Insurance Fee, and a .03% administrative fee.

19 Data provided by National Compensation Survey (NCS) of the U.S. Department of Labor Bureau of Labor
Statistics.
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sector average. Additionally, other state and local government systems that allow their members
to collect Social Security only offer a median 8% employer contribution. **

Figure 4 further illustrates that the average real value of state and local government contribution
per working employee in the FRS grew continuously during the previous seven years.*?

Figure 4: Average Employer Contribution per Worker (Inflation Adjusted)
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In every aspect, Florida state and local government employers contribute too much towards
retirement.

The assumptions used by actuaries to keep the FRS Trust Fund functional and solvent are a
crucial part in determining the amount of assets available to pay benefits and how much should
be contributed each year. Additionally, contribution rates must be approved by the state
legislature. Legislators may choose to enact contribution rates that are below those actuarially
determined to cover the normal cost®of the DB plan. Unrealistic assumptions and the
implementation of contribution rates that are below what is actuarially recommended can result
in assets that are insufficient to fund actual benefits owed, adding to the future costs of the
system.

1 Munnel, Alicia; Golub-Sass, Alex; Haverstick, Kelly; and Wiles, Gregory. “Why Have Some States Introduced
Defined Contribution Plans?” Center for Retirement Research at Boston College. January 3, 2008.

2The per employee contribution was established by dividing the total contributions made to the FRS Trust Fund
during a given fiscal year with the number of active employees in the system as of June 30 of that respective year.
While this number for employees only offers a snapshot of the total employees in the system in a given year, Figure
3 is intended to serve as a benchmark for the increase in employer contributions.

13 Cost of fully funding all future benefits owed to current members in the FRS.



In FY 2008-09, the FRS Pension Plan’s total liabilities passed total assets for the first time in
more than 10 years. As of July 2010, the FRS Pension Plan was estimated to be 87% funded.
Even though the unfunded liability in the FRS only recently appeared, the assets-to-liabilities-
ratio (also known as the funded ratio) has experienced a steady decline during the past decade.

Figure 5: The Decline in the Funded Ratio (As of June 30" of each year)
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Figure 5 shows that the funded ratio declined during the previous decade, while contributions as
a percentage of the total payroll rose after 2003. The recent economic downturn pushed the FRS
Trust Fund into a hole as investments cumulatively lost 13% ($27 billion) in fair value between
FY 2007-08 and FY 2008-09;'* however, the steady decline in the funded ratio of the FRS Trust
Fund over the past decade has been fueled by several factors.

During the early 2000s, the legislature kept contribution rates below the actuarially determined
rates because the FRS Trust Fund was experiencing a surplus and positive investment returns. In
2001, the legislature also voted to increase benefit payments by 12% for certain members of the
“Special Risk” class.™

The decision to underfund the FRS Trust Fund during more sound economic times has resulted
in the need for more taxpayer dollars to be expended during a period of poorer financial health
for the state in order to prevent the unfunded liability of the FRS Trust Fund from widening.
These growing costs need to be reined in or the FRS could become an even greater fiscal burden
for the state.

Y Florida Department of Management Services, Division of Retirement. The Florida Retirement System Pension
Plan and Other State-Administered Systems Annual Report July 1, 2008- June 30 2009, available at
www.rol.frs.state.fl.us/forms/2008-09 _Annual_Report.pdf

15 1bid.



https://www.rol.frs.state.fl.us/forms/2008-09_Annual_Report.pdf�

If all of the assets in the FRS Trust Fund disappeared due to poor investment decisions and
flawed assumptions, the responsibility of paying owed retirement benefits would still remain
with employers. This means that without proper adjustments and adequate long-term recovery in
investment losses, closing the gap in the FRS Trust Fund will fall on backs of taxpayers. Further
deterioration in the market could deplete the assets of the FRS forcing lawmakers to raise taxes
on the rest of Florida’s labor force to fund the DB plans of government retirees.

Most importantly, paying outstanding benefit obligations takes statutory precedent over the
funding of any other government function in the budgetary process. This means that prior to
allocating tax revenue dollars to any other public services; state and local governments are
required by law to meet their pension benefit, even if that leaves no money for other important
programs.

The bottom line is that the expensive contributions needed to maintain the FRS Trust Fund are a
direct function of the benefits promised to FRS members. The following segment expounds the
benefits side of the FRS to provide a better idea of how tax dollars placed into the system are
distributed.

Generous Benefits Make the Focus: Private versus Public Sector Compensation

System Expensive Defined benefit plans have become less frequent in the private sector as
they are generally very costly and have forced many businesses to go
) . ) bankrupt. According the Pension Benefit Guaranty Corporation (PBGC),
the Florida Retirement System is a [ESYNTSAapoes private sector pension plans, approximately 4,000 companies
[{01gTe1(To]o No) - W oo 00l o[V [o] MO I M since 1974 have filed for “distressed” termination of their defined benefit
features that make the FRS plans because they could no longer stay in business and fund their pension
expensive for employers, including: obligatiops. Additio_nally, approximate!y 172.,000 companies during the
. same period discontinued defined benefit pension plans through “standard”
a generous annual benefit formula, . : :

] . termination to cut operating expenses. In 1980, 84% of private sector
CHCEENE VARG NEVENCUMIE o ojoyees were covered by defined benefit pension plans. By 2009,
(o]To] o NE=oTa[OF:1 I oTo o) MR [\Vi e [s MMl however, only 21% of private industry workers had access to defined
adjustments. In extreme cases, state benefit pension plans. Despite this fact, 84% of state and local government
and local retirees have been able to employees, including those in Florida, still have access to defined benefit
plans according to the Bureau of Labor Statistics (BLS).

The high cost necessary to sustain

collect in excess of $400,000 in
lump sum pension benefit in Historically, state and local governments have provided more generous
.- . benefit packages than the private sector. A frequent validation for higher
addition to annual benefit payments : > .

16 . benefits received by public employees generally centers around the
of more than $100,000.™ Reducing perception that state and local government wages are on average lower
(LR {Fe=| Mo [N (e [Ta Mol RS Y (RO M (oo I than those paid to private workers, and that providing greater benefits
governments could be ensures that state and local governments are able to compete with the
accomplished by adjusting private market for high-quality employees. This argument falls apart at the
root, however, when examining data provided by the Bureau of Labor

elements factored into final Statistics (BLS).

benefits. Simply modifying

(Continued on next page...)

®http://articles.orlandosentinel.com/2009-11-18/news/os-seminole-college-mcgee-retires-for-month-
111809 1 retirement-benefits-lump-sum-mcgee
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contributions  without adjusting
benefit calculations will only
widen the gap between assets and
liabilities in the FRS Trust Fund.

Breaking Down the Annual
Benefit Formula

The annual pension benefit
received by a vested member, an
employee who has served the
minimum time necessary to retain
benefits at retirement, is calculated
retrospectively and is based on that
member’s years of service, average
final compensation (AFC), and
accrual rate. Figure 6 shows how
these variables are used to
calculate annual benefits:

Figure 6:
Annual Benefit Formula

Yearly Retirement Benefit =
Accrual Rate*Years of
Service*AFC

The accrual rate is a multiplier
used to determine each member’s
total benefits and varies between
1.60% and 3.33% depending on
employee classification and years
of service at retirement. Member
classes with higher average
salaries tend to have higher
multipliers. For example, the
Regular class members with an
average salary of $41,804 have an
accrual rate of 1.60% to 1.68%,
while Judges with an average

As Figure A shows, state and local government employees in the United
States earned nearly $7 more in hourly wages during the period between
2004 and 2009 than their counterparts in the private sector. Further, state
and local government employees cost employers almost $2 more in hourly
retirement contributions.

The disparity in private and public sector compensation is also present when
looking at Florida level data. The average annual salaries of active FRS
members as of June 30, 2009 was more than $2,000 above the state average
annual salary of $39,440 for all sectors as documented by the Bureau of
Labor Statistics National Compensation Survey in May 2009. As mentioned
in this section, active FRS members also receive annual retirement
contributions that are more than double the national private sector average.

Figure A: National average salaries and cost of retirement benefits by
state and local government and private employers between 2004 and
2009

- $2.72 g9 |
.

Average total  Average wage Average Cost of
compensation per hour worked Retirement per
per hour worked hour worked

B State and Local Government Employees
OPrivate Industry Employees

Source: U.S. Department of Labor Bureau of Labor Statistics

The bottom line is that state and local governments aggregately spend
considerably more on employee compensation than the private sector and
have mechanisms in place that guarantee very generous retirement benefits.

The fact is that private companies use market signals to determine
compensation and other input costs or else they risk going out of business.
For Florida to continue to function successfully in the long-term, taking a
cue from the private companies is a means to solving current fiscal
problems.




salary of $138,826 are given a flat accrual rate of 3.33%.'" Thus the system is especially
generous to those with the highest salaries.

The AFC is the average of the five highest earning fiscal years (also referred to as the “High
Five” years) which tend to be during a member’s final years of service and include over time and
any unused annual leave accrued (not to exceed 480 hours).*® As a result, giving the most senior
employees overtime and saving unused leave during the final years have been identified as
common methods to inflate the AFC.Y This practice is especially common among local
government “Special Risk” employees. Thus, including these certain non-state employees in the
FRS inflates the contributions that must be made to keep the system afloat; effectively draining
taxpayer dollars.

The final component of the benefits formula is the years of service. To attain full benefits, vested
Regular, SMS, Elected, and Judges’ class members must have 30 years of service, while Special
Risk and Special Risk Administrative Support members need 25 years (or reach their respective
minimum retirement ages). Additionally, Regular and Special Risk Administrative Support class
participants receive a .03% increase in their accrual rates for every year that they serve beyond
the minimum, although this increase in the accrual value for each additional year is capped at
three years past the normal retirement date. Aside from reaching the minimum years of service
necessary to attain full pension benefits, vested members can also fully retire if they reach the
relatively low retirement age.

Low Minimum Retirement Age

The current system allows most individuals to retire normally at age 62 (or with 30 years of
service), and, in the case of certain “special risk” employees, as early as age 55 (or with 25 years
of service) with unreduced benefits. The “normal” retirement age, the age at which an individual
is able to receive social security benefits in the U.S., was originally set at 65; however, in 1983,
the normal retirement age was increased incrementally for persons born after 1938 through 1960
until it reaches 67. The original retirement age of 65 was set during a period when life
expectancies were lower, yet the state still currently allows its employees to retire at the age of
62 (or age 55) with full benefits. This also applies to the minimum years of service required to
obtain full retirement benefits. As of June 30, 2009 the average time of service worked by
beneficiaries in the FRS was approximately 21 years. As the average life expectancy increases,
the average work life should be adjusted accordingly.

17 Based on data provided by the Florida Division of Retirement
18 Section 121.021(24), FI. Stat.

19 pew Center for the States, “The Trillion Dollar Gap,” The Pew Charitable Trusts - Non Profit Organization
Serving the Public, February 18, 2010; available at
http://downloads.pewcenteronthestates.org/The_Trillion_Dollar_Gap_final.pdf.
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Ungrounded Cost of Living Adjustments

Along with the components of the annual benefit formula, an additional cost-raising determinant
is factored into annual benefits received by annuitants. Each year the FRS adds a Cost of Living
Adjustment (COLA) to compensate for inflation. In 1980, the automatic increase in the annual
COLA provided to all beneficiaries in the FRS was limited to 3% of current benefits, but not
more than the annual increase in the Consumer Price Index (CPI). In 1987, the COLA was
established at 3%, regardless of the CPI.

Unlike Florida, most public pension plans tie post-retirement increases in benefits to CP1.%
Likewise, Federal Social Security is based on CPI-W-Urban Wage Earners and Clerical
Workers. For the period August 2008 — August 2009, the national CPI was -1.9 percent and the
CPI-W for Miami-Ft. Lauderdale was -2.5 percent. Additionally, the national inflation rate
during the previous 10 years was only 2.7%.%* Capping the automatic annual cost of living
adjustment (COLA) increase to the lesser of CPI or 3% would produce significant long-term
savings while bringing Florida in line with other state pension plans and public benefits. The
purpose of COLA:s is to keep pace with inflation, not to exceed it.

Other Post-Employment Benefits

The largest post-employment benefit provided to all FRS members, aside from pensions, is the
Health Insurance Subsidy (HIS). FRS employers spent an additional $308 million on health
insurance subsidies for retirees in Fiscal Year 2009-10. Retirees receive $5 per month for each
year of service with a cap of $150 per month in total health benefits. State retirees are already
given the option to buy-in to the state’s health insurance plan at a rate set by the state, a figure
that is significantly lower than these individuals would find in the private market. In FY 2009-
10, Florida aggregately charged $67 million less to FRS retirees in health premiums than the cost
of services provided to the state. Additionally, those retirees who are above the age of 65 also
receive Medicare payments. Tacking on HIS contributions to this already generous implicit
subsidy is superfluous and constitutes even greater costs for the state. Furthermore, most private
sector employers (approximately 85%) do not offer post-retirement health benefits beyond what
is statutorily mandated by COBRA, let alone similar subsidies.??

0 Based on the results of a Public Funds Survey of 102 public retirement systems that administer pension and other
benefits for 12.8 million active public employees and 5.9 million retirees and other annuitants, and that hold more
than $2.1 trillion in trust for these participants and represent more than 85% of the nation’s total public retirement
system community. The survey is sponsored by the National Association of State Retirement Administrators and the
National Council on Teacher Retirement.

2! Data provided by the U.S. Department of Labor Bureau of Labor Statistics.

22 Department of Labor Bureau of Labor Statistics National Compensation Survey of health-related benefits,
conducted March 2010.
http://www.bls.gov/ncs/ebs/benefits/2010/ownership/private/table39a.htm
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The Deferred Retirement Option Program Increases the Cost of the FRS

Originally intended as an early retirement incentive to bring employment costs down, the
Deferred Retirement Option Program (DROP) actually costs millions of taxpayer dollars
annually to sustain. The program allows FRS members to officially “retire,” but continue to work
as an active employee while accumulating pension benefits in an escrow account for up to an
additional five to eight years. DROP participants receive a brazen 6.5% guaranteed annual
interest rate return on their deferred pension payments in addition to the COLAs that all DB
annuitants are provided. Even if the FRS Trust Fund experiences a decline in investment
earnings, as it has during the recent recession, the FRS is statutorily obligated to pay this rate of
return. Furthermore, the FRS provides additional retirement contributions on behalf of DROP
participants during their enroliment in the program.

Together, these features make DROP an extremely expensive program. Figure 7 breaks down
the added cost of funding DROP by employee class.

Figure 7: DROP Costs FRS Employers More to Fund®

Employee Class Total Contribution
Upon Entering
DROP With DROP Without DROP Net Difference
Judicial $3,382,623.89 $5,560,177.48 -$2,177,553.59
Legislature, Gov.,
Cabinet, State
Attorneys $385,263.60 $741,541.24 -$356,277.64
Local Elected
Officers $1,145,062.36 $2,484,106.39 -$1,339,044.03
RegularClass | $299,074,031.85 | $179,506,673.22 | $120,468,258.63
SMS $10,601,438.63 $12,698,484.54 -$2,097,045.91
Special Risk
Admin. Support
$79,413.45 $123,809.00 -$44,395.56

Sl $36,084,320.71 | $53,344,397.73 | -$17,260,068.02
Total $351,653,063.47 | $254,459,189.60 $97,193,873.88

Retirement contributions made on a member’s behalf once he or she enters DROP are reset at a
new standard rate regardless of previous employee classification. In 2010, the contribution rate
for DROP participants was set at 12.25% of an employee’s salary.?* FRS employers paid $97

2 Calculations based on data provided by the Florida Division of Retirement and from the following DMS actuarial
memo dated 1/15/10: Study to Revise Florida Retirement System (FRS) Funding Valuation to Incorporate Deferred
Retirement Option Program (DROP) Participation in Each Membership Class in Developing the Contribution Rates
for the Various Classes of Membership

 Benefits for DROP members are calculated using the same formula as for other members and use the assigned
accrual rate of their last class designation as an active member.
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million in FY 2008-09 to fund DROP including the normal cost (as previously mentioned, the
cost necessary to pay future owed benefits) and the unfunded liability cost, the additional
contribution needed to cover any unfunded liability in the system. The state’s portion of the
added cost was more than $10 million.

Additionally, many of these individuals return to the system as active employees after having
completed DROP. This entitles them to directly receive regular pension benefits, access to the
deferred benefits accrued while enrolled in DROP, and additional retirement contributions as
percentages of their salaries. The phenomenon of state retirees receiving pension benefit payouts
while actively working is called “double-dipping”. These individuals also collect HIS payments
in conjunction to receiving regular employee health benefits. As of June, 2010, there were 9,669
double-dippers in Florida of which a notable portion were previously enrolled in DROP. The
practice of double-dipping makes the cost of maintaining DROP even higher. In 2007, the cost
double-dippers to the FRS was over $300 million.?

While retaining a talented and experienced workforce is important to ensure the transfer of
knowledge needed to perform fundamental functions of government, the cost of DROP is too
high for the state to afford.

Reforms in Other States

The recent economic downturn has exposed the vulnerability of state and local government
defined benefit plans across the U.S. According to the Center for State and Local Government
Excellence, the aggregate funded ratio of 126 sample state and local government retirement plans
fell from 84% to 78% between 2008 and 2009. The mounting strain on state budgets,
exacerbated by the recession, has prompted many states to enact cost-savings legislation of their
pension plans.

During the previous three years, a successive number of states have implemented reforms of
their retirement systems. The pension reforms instituted in other states highlight possible
avenues for reform in Florida’s own retirement system. Prior to introducing cost-savings
recommendations for the FRS, this report presents some of the most relevant and timely reforms
in other states.

Figure 8 highlights states that have implemented any relevant cost savings measures during the
past three years. The counted cost-savings include: raising retirement age to 65 years or above,
increasing the vesting period to 10 years,?® requiring employees to contribute to their retirement
where they were previously not required/ increasing the employee contribution of existing
contributory systems, or adjusting factors in the benefit calculation formula to make benefits
more competitive (including capping or reducing COLASs). Additionally, some states have

2 http://www.naplesnews.com/news/2008/mar/29/hundreds-school-state-workers-draw-pension-top-sal/

%8 Some states increased the minimum retirement age and/or vesting periods, but these new thresholds are still below
65 years and 10 years, respectively; thus, such reforms were excluded in this analysis.
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multiple retirement systems; as long as an applicable reform was implemented in at least one of
such a state’s systems then it was included in the analysis.

Figure 8: Cost-savings Pension Reforms Implemented by States between 2008 and 2010%’
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The darkest shade indicates states that implemented all four of the relevant reforms, while the lightest shade
indicates states that implemented at least one of the reforms. The two shades in between the latter two
indicate states that implemented three and two of the counted reforms, respectively. The color white indicates
that none of the applicable reforms was executed during the observed three-year period.

Altogether, six states increased the retirement age in at least one of their systems to 65 years and
at least eight increased the vesting period in one system to 10 years. At least 21 states made
previously non-contributory systems contributory or increased contributions in already
contributory systems, and another 20 states made some adjustments to benefits or the benefit
formula to make pensions more competitive with the private sector.?®

Highlight of Relevant Reforms in Other States

27 Assembled from annual pension legislation updates provided by the NCSL and state retirement system reports

% In certain cases an increase in employee contributions was accompanied by a concurrent increase in employer
contributions or benefits.
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Arkansas: In 2009, Arkansas capped the AFC used in the pension benefit formula in the state’s
Teachers Retirement System at the largest of either 120% of the next highest earning year or an
additional $5,000.%

Colorado: In 2010, Colorado reduced the COLA used by the Public Employees’ Retirement
Association (PERA) to the lesser of 2% or inflation. Inflation will be calculated using 2009 as a
base. As a result of this reform, the COLA in 2010 was zero percent. During the same year, the
employee contribution will also be increased by 2.5% of annual salary. *°

Georgia: In 2009, Georgia implemented a hybrid pension system by offering a defined
contribution plan for the first time. Under this plan, new employees (hired after January 1, 2009)
in the Georgia Employee Retirement System are automatically enrolled in defined benefit plans
that reduce retirement benefits by half, but they have the option to simultaneously enroll in a
defined contribution plan. For those individuals who choose to participate in the defined
contribution plan, the state provides a 100% match for the first 1% that an employee puts into the
plan of his or her own salary. The state provides an additional 50% match for each additional
match that an employee decides to place into the defined contribution plan. The total state match
is 3% of salary, based on an employee contribution of 5%. Concurrently, this new pension plan
reduces the defined benefit accrual rate from 1% to 2%. Additionally, Georgia eliminated post-
retirement benefit increases for new employees participating in the defined benefit plan.®

lllinois: In 2010, Ilinois raised the normal retirement age and vesting period for new state
employees in the Illinois State Retirement Systems (SRS) from age 60 with eight years of service
to age 67 with 10 years of service. The state also replaced automatic 3% COLA increases with
adjustments that are half of annual increases in the CPI with a cap of 3%. Further, the state
increased the AFC from the highest four of the last 10 years with the highest eight of the last ten
years.>

lowa: lowa has made several changes to the lowa Public Employees’ Retirement System
(IPERS) during previous years. In 2010, the state increased the normal retirement age for
individuals not vested by July 1, 2012 in the IPERS from 55 to 65 years. Concurrently, the state
doubled the early retirement penalty from three to 6% of annual benefits for each year prior to
reaching normal retirement eligibility. Additionally, the vesting period was increased from four
to seven years. In 2010, lowa increased the number of years used to calculate the AFC from
three to five years for employees in the lowa Public Employees’ Retirement System (IPERS) for

# Snell, Robert. "2009 Enacted Pension Legislation.” National Conference of State Legislatures, August 17, 2009;
available at www.ncsl.org/default.aspx?tabid=17594.

% Colorado Public Employees Retirement System. Senate Bill 10-001; available at
www.copera.org/pera/about/legislation/SB10-001.stm

%! ERSGA - GSEPS Home - Employees' Retirement System of Georgia,
www.ers.ga.gov/plans/ers/gseps/gsepsmain.aspx

32 1bid.
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all employees not vested as of July 1, 2012. In 2007, the state placed a cap on the AFC, where its
calculated value could not exceed 121% of the fourth highest earning year. A control year
outside of the five used to calculate the AFC will continue to be used to maintain a cap.*

Kansas: All members of the Kansas Public Employees Retirement System hired after July 1,
2009 will contribute 6% of their annual salaries towards retirement as opposed to the 4%
contribution made by employees who were hired prior to that date.*

Kentucky: In 2008, Kentucky legislators reduced benefits and increased contributions in their
own and judges’ retirement plans. The retirement contribution required by legislators increased
from 5% to 6% and the COLA cap was reduced from 5% to 1.5%. For personnel in the state’s
category equivalent to the FRS’s “Special Risk” class, the annual accrual rate was reduced from
a flat 2.5% to a rate that fluctuates from 1.3% to 2.5% depending on years of service. Similar
accrual rates reductions and contribution increases were made in retirement plans for teachers
and university professors.®

Louisiana: In 2010, legislation was passed increasing the contribution rates for new state police
officers by 1%, new school employees by .5%, and judges and some “special risk” members by
1.5%. Additionally, the accrual rates and AFC for certain employees were increased by the new
legislation.

Minnesota: In 1989, Minnesota increased its retirement age from 65 to 66 in its three retirement
systems, saving approximately $650 million during the subsequent 20 years. *’ In 2010,
Minnesota passed legislation that increased the vesting period for members of the Correctional
plan from three to 10 years, with 50% vesting after five years. The state also passed legislation in
2006 that increased employee and employer contribution in its three systems gradually over a
four year period (.25% to 1% annual employer increase, .25% to .70% annual employee
increase), with the final increase made on July 1, 2010. As a result of legislation in 2010, the
employee contribution rate in the State Patrol Plan will jump by 2% after July 1, 2011.
Additionally, 2010 legislation reduced the accrual rate for Correctional Plan members from 2.4
t0 2.2%.%

% 1bid.

% Kansas Public Employees Retirement System Membership Handbook;
available at http://www.kpers.org/membershipguidekpers.pdf

% Snell, Robert. "2008 Enacted Pension Legislation." National Conference of State Legislatures, July 31, 2008;
available at http://www.ncsl.org/default.aspx?tabid=13313

% Snell, Robert. "2010 Pension and Retirement Enacted Legislation," National Conference of States Legislatures,
July 19, 2010; available at www.ncsl.org/?tabid=20836.

%" Pew Center for the States, “The Trillion Dollar Gap,” The Pew Charitable Trusts - Non Profit Organization
Serving the Public, February 18, 2010; available at
http://downloads.pewcenteronthestates.org/The_Trillion_Dollar_Gap_final.pdf.

% bid.
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Missouri: In July 2010, Missouri’s governor signed a pension reform bill that is expected to save
the state approximately $662 million during the next 10 years. The new law will impact all
employees who enter the Missouri Employees’ Retirement System (MOSERS) on or after
January 1, 2011. Among the most significant provisions of the bill is a required 4% contribution
from employees; the plan for current employees is non-contributory. Additionally, the vesting
period for new employees is raised from five to ten years. Lastly, the law increases the normal
retirement eligibility for an individual to receive unreduced benefits to age 67 or to at least 55 if
the sum of the retiree’s age and credited years of service equal 90. This is a significant increase
from the comparable requirements of current employees, as the normal retirement age for those
individuals hired after July 1, 2000 is 62 or at least 48 if the retiree’s age and years of credited
years of service sum to 80.%

Michigan: In 2010, the state required members of Michigan Public School Employees’
Retirement System (MPSERS) to contribute 3% of their annual compensation towards retirement
and automatically enrolls public school employees’ in hybrid DB/DC pension plan. These
changes are expected to save MPSERS employers $3.1 billion over a 10-year period (including
upfront costs of an early retirement incentive package).

Nevada: In 2009, Nevada legislators made some crucial adjustments to benefits provided to new
members of the state’s Public Employees Retirement System as of January 1, 2010. The accrual
rate, which is uniform for all classes, was reduced from 2.67% to 2.5%. Additionally, the
retirement age for employees who have vested 10 years increased from 60 to 62. *°

New Hampshire: As of June 30, 2009, the employee contribution rate for members of the New
Hampshire Retirement System was raised from 5% to 7%. In 2008, the state also placed a cap of
$120,000 on annual retirement benefits.

New Jersey: In 2010, the New Jersey Legislature passed reforms of its numerous retirement
systems, including reducing the accrual rate for new members of the Teachers’ Pension and
Annuity Fund and Public Employees’ Retirement System from 1.82% to 1.67%.

New Mexico: In 2009, the state increased the employee contribution rate by 1.5% of salary for
members of the Public Employees Retirement System and increased the normal retirement
eligibility to age 67 or 30 years of service.

Texas: In 2009, Texas instituted several cost-savings reforms of it numerous retirement systems.
Perhaps most significantly, the state instituted an employee contribution rate of .5% of salary for
law enforcement officers, a group that was previously not required to make their own

¥ Hook, Brian R., "New state workers to start paying into pension system next year." Missouri Watchdog. July 19,
2010; available at http://missouri.watchdog.org/886/new-state-workers-to-start-paying-into-pension-system-next-

year/.

“0 pew Center for the States, "The Trillion Dollar Gap - The Pew Charitable Trusts," The Pew Charitable Trusts -
Non Profit Organization Serving the Public. February 18, 2010; available at

http://downloads.pewcenteronthestates.org/The_Trillion Dollar Gap_final.pdf.
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contributions. For the Employee Retirement System, the employee contribution rate was
increased from 6.00% to 6.45% of salary. Finally, the state also increased its normal retirement
eligibility to age 65 with 10 years of vested service; up from age 60 with 5 years of vesting.

Utah: The state will close the defined benefit plan to Utah State Retirement System members
hired after July 1, 2011. Instead, new employees entering the SRS will choose whether to
participate in a defined contribution plan or a hybrid retirement plan. The hybrid plan will consist
of both defined benefit and defined contribution elements. Employers will contribute up to 10%
of a member’s compensation into the defined benefit portion. The current defined benefit plan is
non-contributory with an employer contribution rate of 14.22% in 2010. The new hybrid plan
will require employees to contribute the remaining portion of the actuarially required amount.
Additionally, employers will contribute up to 10% (minus the % contribution made towards the
defined benefit portion) to each member’s defined contribution plan. Participants of the hybrid
plan will be eligible for unreduced benefits upon either reaching the age of 65 with four years of
service or at any age upon reaching 35 years of service. Members will have full control of their
investments in the defined contribution plan after four years. Annual COLA increases for defined
benefit payments will be tied to CPI with a cap of 2.5%.*

Vermont: In 2010, the employee contribution in the Teachers Retirement System was raised by
nearly 1.5% and by .5% for certain members of the Municipal Retirement System. Additionally
the minimum retirement age in the Teachers Retirement System was raised from 62 to 65 or
where the sum of age and years of service equals at least 90.

Virginia: In 2010, legislation was passed requiring state employees in the Virginia Retirement
System to contribute 5% of “creditable compensation” towards retirement.*?

Wyoming: Effective September 1, 2010, the employee contribution rate for all current and
future employees in the state retirement plan was increased from 5.57% to 7% of salary.

Conclusion

The escalating costs of the Florida Retirement System necessitate consideration of significant
reforms. Momentum for reform of public retirement systems is taking hold in an increasing
number of states and cities across the country, all of which serve as a blueprint for potential
initiatives and measures that could be implemented to improve and modernize Florida’s
retirement system. Providing an overly generous public employee benefits funded by taxpayers
IS a practice that Florida can no longer afford. Based on research and analysis of these state and
local initiatives and reforms, Florida TaxWatch offers twelve cost-savings recommendations
based on practices that have been successfully implemented to achieve cost savings in other
states and would well be suited to Florida.

*! Snell, Robert. 2010 Pension and Retirement Enacted Legislation," National Conference of States Legislatures,
July 19, 2010; available at www.ncsl.org/?tabid=20836.

2 1bid.
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Pension Reform Recommendations

1. Eliminate or Reduce DB Plan and Concurrently Increase Utilization of DC Plan

A. Eliminate defined benefit (DB) plan and switch all FRS members to defined
contribution (DC) plan

Florida’s defined contribution plan is currently an option for state and local government
employees in the FRS and removes the state’s obligation from paying predetermined retirement
benefits. Switching all FRS members to a defined contribution plan and eliminating the defined
benefit plan would save the state significant funds as contributions would no longer be
determined by the necessary amount needed to cover future pension payments. Most private
companies now only offer defined contribution retirement option and two states, Alaska and
Michigan, have mandatory inclusion in DC plans for their public employees, although no state
has currently eliminated their DB plans.*®

It should be acknowledged that two states, Nebraska and West Virginia, completely abandoned
their defined contribution plans because they produced lower returns than their defined benefit
plans; however, DC plans can also produce higher returns and thus higher benefits than DB
plans. 44

Studies have found that the median rates of return between DB and 401(k) plans in the U.S.
private sector from 1988 to 2004, DB plans aggregately earned only 1% more on investment
during the observed period.*

Research has also found that DC plans increase administrative costs for employers, as more
control by plan holders entails the need for increased education and guidance on how to allocate
investments.*® Further, the problem and costs of keeping the FRS Trust Fund fully funded would
be completely eliminated from the termination of the FRS DB plan.

Using FY 2008-09 data, if all active members were switched to DC plans and state
contributions were standardized at 5% for all employees the FRS could have saved $1.8

** Munnel, Alicia; Golub-Sass, Alex; Haverstick, Kelly; and Wiles, Gregory. “Why Have Some States Introduced
Defined Contribution Plans?” Center for Retirement Research at Boston College. January 3, 2008.

* Madden, Ed and Vaughn, Linda. "FRS Defined Contribution Plan Costs Are Typically More Predictable; the
Fiscal Impact of Requiring New Employees to Enroll in the Plan Is Influenced by Many Factors." The Florida
Legislature’s Office of Program Policy Analysis and Government Accountability. Report 10-29. March 2010.
Available at www.oppaga.state.fl.us/MonitorDocs/Reports/pdf/1029rpt.pdf.

** Munnel, Alicia; Golub-Sass, Alex; Haverstick, Kelly; and Wiles, Gregory. “Why Have Some States Introduced
Defined Contribution Plans?” Center for Retirement Research at Boston College. January 3, 2008.

% Madden, Ed and Vaughn, Linda. "FRS Defined Contribution Plan Costs Are Typically More Predictable; the
Fiscal Impact of Requiring New Employees to Enroll in the Plan Is Influenced by Many Factors." The Florida
Legislature’s Office of Program Policy Analysis and Government Accountability. Report 10-29. March 2010.
Available at www.oppaga.state.fl.us/MonitorDocs/Reports/pdf/1029rpt.pdf.
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billion, of which the state’s portion would have been $337 million (savings calculations do
not include costs associated with transferring all members to DC plans).

Recommendation: The legislature should close the DB plan for all active members of the FRS
and switch them to a DC plan.

B. Reduce defined benefit contribution and offer optional matching defined
contribution supplement

Currently the risk associated with investment loss in the defined benefit plan is borne by the
state. Florida could implement a hybrid pension system where current contributions made by the
employer into the defined benefit plan are reduced by half. Employees are then required to make
contribution into a separate defined contribution plan (example: 401(k)). This reduction in the
employers’ contribution should be accompanied by an appropriate reduction in annual defined
benefits; however the portion contributed by the employee into a separate plan can make up
some of the difference. Additionally the state could match employee contributions as was done
in the recently implemented “hybrid pension” model in Georgia. Using FY 2008-09 figures, a
25% percent reduction in FRS contributions towards retirement as a result of
implementing such a program could have saved the state $169.75 million.

Recommendation: The legislature should implement a “hybrid pension” plan for all active
members in which current defined benefits for active members are reduced by half; however,
the option to concurrently join a matching DC plan is offered.

2. Require FRS members to contribute to their retirement plans

Modifying the FRS pension fund to require newly hired employees contribute to their DB or DC
plans would dramatically reduce state and local government contribution requirements.

Most other state-sponsored defined benefit programs require an employee match, with the
average amount being 5% of the employee’s average salary.*’ Using FY 2008-09 contribution
figures, if employees were required to make an equivalent match on their respective
employers’ retirement contributions, the system could have saved as much as $1.59 billion,
of which the state’s savings would have been approximately $281 million.

For both plans, employee contributions would be reimbursed upon termination if the employee
does not meet the associated vesting requirements.

Recommendation: The legislature should require that all active FRS members contribute at
least of half of their employers current contributions to their respective retirement plans.

*" Based on the results of a Public Funds Survey of 102 public retirement systems that administer pension and other
benefits for 12.8 million active public employees and 5.9 million retirees and other annuitants, and that hold more
than $2.1 trillion in trust for these participants and represent more than 85% of the nation’s total public retirement
system community. The survey is sponsored by the National Association of State Retirement Administrators and the
National Council on Teacher Retirement.
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3. Consolidate employee retirement classes into two classes

As previously mentioned, “Regular” and “Special Risk Administrative Support” class members
have accrual rates of 1.6%, which are incrementally increased by .03% for each additional year
of service over the respective minimum retirement age or minimum years of service.”® The
accrual rate, however, cannot exceed 1.68%. “Senior Management Service” class members
receive a flat accrual rate of 2.00%. Judges currently have a higher accrual rate than other
members of the “Elected Officers’ class. The accrual rate for judges is 3.33%, while other
elected officials have accrual rates of 3.00%. Additionally, the accrual rate for “Special Risk”
class members is currently 3.00% and 2.00% for service prior to September 30, 1974,

A cost-savings recommendation made in OPPAGA’s January 2010 report*, proposes a
consolidation of state employees into two categories. Employees who are currently members of
the regular, elected officers, and SMS classes would compose the first category. Employees who
are currently in the special risk class and certain members of special risk support services classes
would be in the second category. This recommendation would return to the employee class
structure that was present during the formation of the FRS. The accrual rates could be
standardized at 1.60% and 2.00% for class 1 and class 2, respectively.

OPPAGA estimates that implementing a similar measure could save the state and local
governments a combined $359 million, annually.

Recommendation: The legislature should consolidate employee classes into two classes based
on the model that was present during the creation of the FRS.

4. Limit Special Risk class membership within law enforcement, firefighters, and
corrections officers

In the Report and Final Recommendations of the Florida TaxWatch Government Cost Savings
Task Force to Save More Than $3 Billion, one of the key recommendations was to reevaluate
who is considered “special risk” for pension benefits. OPPAGA made its own cost-savings
recommendation in January 2010, to limit participation in the special risk class to only law
enforcement, firefighters, and corrections officers. According to the study released by
OPPAGA®, these three groups comprised the original membership of the special risk class
during the creation of the FRS in 1970. Current Florida statutes (151.051; Fla. St.) allow for
other individuals who may not be exposed to the same level of risk to be included in this
classification (e.g. crime lab technicians, public health nutrition consultants). According to both

8 Age 62 or 30 years of service for “Regular” class members; Age 55 or 25 years of service for “Special Risk
Admin. Support” class members

% Madden, Ed and Vaughn, Linda. "Several Options Are Available for Modifying the Florida Retirement System’s
Class Structure to Reduce System Costs. ." The Florida Legislature’s Office of Program Policy Analysis and
Government Accountability. Report 10-15. January 2010. Available at
www.oppaga.state.fl.us/MonitorDocs/Reports/pdf/1029rpt.pdf.

% 1hid.
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Florida TaxWatch and OPPAGA research, a 10% reclassification of special risk class
members to regular class could save more than $40 million of which approximately $8
million would be realized by the state.

Recommendation: The legislature should amend 151.051; Fla. St. to redefine positions that
are considered “Special Risk.”

5. Increase vesting period for FRS Pension Plan from six to 10 years

As of June 30, 2008 there were 476,031 vested FRS members (nearly 70% of total employees
with FRS membership) entitled to benefits upon termination.”* If the vesting period was
increased from six to 10 years, significant savings could be realized by the state of Florida. Many
other states, such as Georgia®? and Alabama,* have 10-year vesting periods, thus increasing this
period to 10 years would not be out of line with already existing policies in neighboring states.

In FY 2008-09, approximately 5,322 vested employees were terminated from state employment
alone. Of these terminated employees, approximately 1,315 employees would not have been
eligible to keep their FRS retirement benefits had the vesting period been at least 10 years.
Assuming these figures are applicable for FY 2010-11 and beyond, the state would save an
estimated $16 million annually from increasing the vesting period for members. The
Legislature should amend current statutes to increase the length of the vesting period for current
members of the FRS Pension Plan from six to 10 years.

Recommendation: The legislature should increase the vesting period from six to 10 years.

6. Reform the methodology used in calculating average final compensation (AFC)

The AFC is a key component of the formula used to calculate average benefits owed and making
adjustments to how it is calculated could mean significant cost savings for the state. A 1%
reduction in the average AFC at retirement of current beneficiaries would have reduced
the FRS’s benefit obligation by nearly $50 million for FY 2008-09.%* The following options
can be used to reform how the average final compensation is calculated:

A. Use only base salary earnings when calculating the AFC

The AFC (average of the five highest earning fiscal years) used to determine the final benefit
currently includes overtime and up to 500 hours of accrued annual leave in the calculation.

%! Department of Management Services, Division of Retirement Services, "The Florida Retirement System Pension
Plan and Other State-Administered Systems Annual Report," Fiscal Year 2007-08.

52 «“Explanation of Benefits”, Employees Retirement System of Georgia, 2009;
www.ers.ga.gov/plans/ers/formspubs/ERS Handbook 06302009.pdf

%% Employee Retirement System, State of Alabama, 2008; www.rsa-al.gov/ERS/Active%20Members/Vesting.pdf

> Calculated from data provided by the Florida Division of Retirement. The Florida Retirement System Pension
Plan and Other State-Administered Systems Annual Report July 1, 2008- June 30 2009, available at
www.rol.frs.state.fl.us/forms/2008-09 _Annual Report.pdf.
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Removing all non-base salary earnings from the final benefit calculation could result in
significant cost-savings for the state. A similar measure was undertaken in lowa prior to the
onslaught of the Great Recession. lowa, with a more than 80% funded retirement system,
removed bonuses and certain expense allowances from the final salary calculation.

B. Place a cap on the AFC so that the five highest earning years do not exceed a
certain limit to avoid abuse of the system

The AFC is the average of the five highest earning fiscal years for each retired member of the
FRS and is a key component of the final benefit calculation. In lowa, the average final salary is
computed from the three highest earning fiscal years, but this calculation is not allowed to be
greater than 121% of the fourth highest earning fiscal year. Likewise, Legislation passed in
Arkansas limited the AFC from 120% of the next highest earning year. Placing a similar cap on
the AFC in for Florida retirees could represent significant savings in Florida.

C. Increase the number of years used to calculate AFC or use lifetime average salary

Increasing the number of years used in calculating the AFC or simply using the lifetime average
salary in calculating the final benefits is an additional measure that can save taxpayer dollars.
Most private pensions use lifetime average salaries when calculating payable pension benefits.

Recommendation: The legislature should make one or more of the following modifications to
the Average Final Compensation formula: use only base salary in calculation, institute a cap
that the AFC cannot exceed, and/or increase the number of years used in the calculation or
use lifetime average salary.

7. Increase the normal retirement age (and minimum required vyears of service
accordingly) for “reqular” and “special risk administrative support” employee classes

As previously presented, many states have raised retirement ages in recent years to achieve cost
savings. For example, Minnesota increased the public employee retirement age in 1989 from 65
to 66 years, saving approximately $650 million during the subsequent 20 years. Significant
savings could be achieved for Florida by increasing the normal retirement age at accordingly for
each of the following employee classes:

A. Regular, Senior Management Services, Elected Officers Class Members

Currently, fully vested Regular, Senior Management Services and Elected Officers class
members can retire with unreduced benefits at the age of 62 or with 30 years of credited service.
The state could increase the normal retirement age for regular class members from 62 to 65; and
increase the minimum years of service required for receiving full retirement benefits from 30 to
33 years.
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B. Special Risk, Special Risk Administrative Support Class members

Currently, fully vested Special Risk and Special Risk Administrative Support class members can
retire with unreduced benefits at the age of 55 or with 25 years of credited service. The state
could increase the normal retirement age for special risk administrative support class members
from 55 to 58; and increase the minimum years of service required for full retirement benefits
from 25 to 28 years.

Recommendation: The legislature should increase the retirement age (and required years of
service) by three years for all employee classes in the FRS.

8. Tie automatic COLA increase for public pension recipients to inflation with a 3%
ceiling

Modifying the pension benefit COLA formula to the methodology used prior to 1987, where

COLA increases were tied to inflation but were not allowed to exceed 3% would reduce the

amount of benefits paid to retirees by state and local governments by $135 million in FY

2011-12. A reduction in the present value of future benefits calculations would allow state and

local governments to reduce future contributions to the pension plan.

It may, however, not be possible to modify the COLA formula for current annuitants because of
contract laws, which would reduce the immediate savings estimation. Similarly, it might not be
possible to modify the formula for state employees whose retirement benefits have already
vested, which would have less effect on immediate savings. On the other hand, it is possible to
modify the formula for employees whose benefits have not yet vested, and certainly possible to
modify it for new employees not yet hired, which will have some effect on the actuarial
valuation of the immediate contribution and will provide savings for taxpayers.

Recommendation: The Legislature should seek an expert legal opinion on the possibility of
modifying Chapter 121, Fl. Statutes, to limit automatic annual COLA formula to the lower of
3% or CPI, and should modify the law according to the opinion.

9. Eliminate Health Insurance Subsidy (HIS) for FRS members

As mentioned, the FRS provides an annual contribution of 1.11% of each active employee’s
salary to cover HIS for future beneficiaries. In some cases HIS is provided to retirees who
reenter the system as full-time employees and thus receive health care coverage.

Since state retiree health insurance, Medicare and various private options are already available to
cover health costs for FRS beneficiaries, eliminating the HIS should be considered as a viable
option to create cost-savings in the system; at a minimum it should removed for those employees
who were formerly retired but have reentered the system and receive health insurance coverage.
Eliminating HIS would result in an additional $308 million saving for FRS employers, of
which the state’s share would be nearly $50 million.
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Recommendation: The legislature should eliminate the Health Insurance Subsidy provided to
retired FRS members; at a minimum for those employees who return to employment after
retirement.

10. Reform or eliminate the Deferred Retirement Option Program (DROP)

DRORP is currently an expensive program to maintain for the state with no tangible evidence of
added value. Most states do not have such a program and some states have even eliminated their
DROP program. The Arizona Legislature eradicated a DROP program in 2006 after an impact
study revealed it significantly increases the contributions needed to maintain it,>® although the
state does still maintain a DROP for its Public Safety Personnel Retirement System. The
following recommendations could be implemented to achieve cost savings in the administration
of DROFP:

A. Reduce annual guaranteed rate of return for DROP participants from 6.5% to
3.0%

As previously mentioned, DROP participants are currently guaranteed an annual rate of return of
6.5% on contributions made by employers on their behalf. This guaranteed return is offered on
top of the COLA already received by DB beneficiaries, including DROP participants. Limiting
this guaranteed interest earning to 3.0% will provide significant cost savings and reduce the
liability faced by FRS employers. As a comparison, Oklahoma only provides a 2% guaranteed
rate of return to DROP participants in its state retirement system.

Recommendation: The legislature should reduce the annual guaranteed rate of return for
DROP participants from 6.5% to 3.0%

B. Require Governor’s approval to rehire individuals who have completed DROP

Although only a limited portion of DROP participants and retirees do so, those individuals who
have completed the program currently have the ability to resume full or part-time employment
with any employer. This creates the problem of “double-dipping”, a practice whereby rehired
employees receive both retirement contributions as a percentage of salary and owed retirement
benefits, simultaneously. Limiting the ability of retirees to return to an FRS employer as an
active member to only those individuals who provide a defined justification and approval from
the Governor and/or the respective employer would reduce this problem. In 2009, the state
legislature passed a bill that increased the waiting period from one to six months before retirees
can resume employment (including DROP) for an FRS employer. Although this is a step in the
right direction, ensuring that retirees return to the system only under the most permissible

% 56" Comprehensive Annual Financial Report of the Arizona State Retirement System
www.azasrs.gov/content/pdf/financials/2009_CAFR.pdf

*® pew Center for the States, “The Trillion Dollar Gap,” The Pew Charitable Trusts - Non Profit Organization
Serving the Public, February 18, 2010; available at
http://downloads.pewcenteronthestates.org/The_Trillion_Dollar_Gap_final.pdf.
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circumstances is the most effective way to mitigate the costs of double-dipping, while ensuring
that irreplaceable knowledge is available to perform needed functions.

Recommendation: The legislature should prohibit the rehiring of individuals who have
completed DROP unless granted approval by the Governor.

C. Eliminate HIS for DROP participants and retirees who resume active employment
with an FRS employer

Currently, retirees and former DROP participants who return to the FRS as active employees
receive both HIS payouts and active employee healthcare coverage. Eliminating redundant HIS
payouts for these individuals who are already covered by state health insurance through their
respective employers would save the state considerable funds. For every 1% reduction in HIS
contributions the state could save $500,000.

Recommendation: The legislature should eliminate HIS for DROP participants and retirees
who resume active employment with an FRS employer.

D. Eliminate DROP

In FY 2008-09, state and local government employers contributed approximately $97 million to
fund DROP retirement plans, of which approximately $10 million was spent by the state. If the
program was completely eliminated and current DROP participants were provided contributions
at rates of their respective employee classes these extra costs would be removed. Eliminating
DROP would have saved the state $10 million in FY 2008-09.

Recommendation: The legislature should eliminate the DROP program.
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Section I: Big Picture Recommendations
11.  Create a commission to do a top-to-bottom review of the Criminal Justice System
and Corrections

12. Establish an independent oversight body over the Departments of Corrections and
Juvenile Justice

13. Develop risk / needs assessment and cost-analysis tools to be used at the time of
sentencing (Missouri model)

Section Il: Recommendations Related to Sentencing People Convicted of Low-level/Short-
term Sentences

14. Require written justification for state prison sentences given to individuals with low
sentencing scores — 44 or less (currently 22 or less)

15. Incentivize localities for reducing their rates of state incarceration and increasing local
alternatives

16. Align Florida’s marijuana and cocaine possession laws with Texas and other similar
states

17. Update value thresholds for property felonies

18. Amend the driving with a suspended license law to reduce the penalty from felony to
misdemeanor when the reason for the suspension is inability to pay a financial obligation

19. Expand electronic monitoring as an alternative to state prison sentences
20. Expand adult post-adjudicatory drug courts

Section I11: Recommendations Related Incarceration, Release, Supervision, and Reducing
Recidivism
21. Institute adult post-incarceration drug courts

22. Increase the maximum gain time accrual allowed
23. Authorize the possibility of parole for certain elderly offenders

24. Expand prison work release programs

Improving taxpayer value, citizen understanding, and government accountability
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25.

26.
217.
28.
29.

Expand evidence-based prison-based programs that reduce recidivism

A. Expand evidence-based substance abuse treatment

B. Expand evidence-based mental health treatment

C. Expand evidence-based literacy, education and vocational training

D. Expand life management skills training

E. Expand faith- and character-based prisons

F. Apply inmates for Medicaid, SSI, and VA benefits prior to release

Review and revise state-created employment restrictions based on criminal records
Expand the Florida Accountability Initiative for Responsible (FAIR) Probation
Expand Veterans Courts

Reduce costs of inmate hospitalization (in non-DOC hospitals)

Section IV: Recommendations Related to Juvenile in the Justice System

30.
31.
32.
33.
34.

Comprehensively review and implement Blueprint Commission recommendations
Study the effects of barring commitment of misdemeanants to state custody
Expand the Redirection program to avoid custodial care of juveniles

Expand the use of juvenile civil citations

Increase operational efficiencies and public safety by aligning the average length of

stay by delinquents with best practices in residential facilities
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Introduction

For the last year, Florida TaxWatch and the Government Cost Savings Task Force have given
special attention to the rising costs of Florida’s criminal justice system, especially the state
Department of Corrections.

With a prison population of over a hundred thousand costing taxpayers $2.4 billion this year, we
can no longer afford the broken policy choices that have led to this out of control growth without
making our communities any safer or offenders more accountable.

We recognize that a myriad of factors are driving these rising costs and thus a multi-pronged
approach is essential. It is not enough to home in on reducing recidivism through new prisoner
reentry strategies. It is not enough to reform probation and reduce the number of people sent to
prison on technical probation violations. It is not enough to address the growing share of the
prison population doing very short-term sentences. It is not enough to look at sentence length or
scale back some crimes from felonies to misdemeanors. And it is not enough to revisit our
release policies.

Furthermore, Florida spent more $400 million on the Department of Juvenile Justice in FY2010-
11. In total, the FY 2010-11 Florida state budget appropriated more than $2.7 billion to the
Departments of Corrections and Juvenile Justice and authorized more than 34,000 FTEs.

All of these policies — and many more — must be addressed if we are to succeed in saving tax
dollars, improving public safety and holding offenders more accountable.

We know that the 24 cost-saving recommendations set forth here do not exhaust all the
possibilities. That is why Florida needs the contributions that an expert, data-driven criminal
justice and corrections commission could add to the deliberations about justice reform. And that
is why creating such a body is our first recommendation.

Backaround — Florida’s stunning corrections growth

Over the last forty years, Florida, like states across the nation, made a series of policy decisions
that have driven a dramatic increase in its prison population, which reached 102,440 inmates on
September 30, 2010," up from 33,681 on June 30, 1988.® Inevitably, the costs associated with
incarceration have increased just as dramatically. In 1988, the Corrections budget was $502
million; in FY2010-11 it had jumped to nearly $2.4 billion.

The growth in the prison population is not attributable to Florida’s overall population growth.
From 1970 through 2009, Florida experienced significant growth — a 2.7-fold growth in its
population. But during that same period, the prisons grew 11.4-fold.

%7 Criminal Justice Estimating Conference, 10/19/09, Office of Economic and Demographic Research, The Florida
Legislature

*® Florida Department of Corrections. Available at: www.dc.state.fl.us/oth/timeline/1988-1990.html (last retrieved
December 6, 2010).
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Figure 9

Florida Population growth and prison population growth
1970 1980 1990 2000 2009

Florida Population 6,791,418 9,746,961 12,938,071 15,982,824 18,537,969

1970-1980 1980-1990 1990-2000 2000-2009 1970-2009
Percent Increase 43.5 32.7 23.5 15.9 172.9

1970-1980 1980-1990 1990-2000 2000-2009 1970-2009
FL Prison
Population 8793 19722 46223 71223 100894
Percent Increase 124.3 134.3 54.1 41.7 1047.4

Crime rates do not explain the growth either. Crime rates fluctuated up and down during the
seventies and eighties, but starting in 1988, the crime rate has declined steadily each year but
one. The crime rate certainly did not increase more than 11-fold as the prison population has.

Figure 10

1970 - 2009 Growth Rates
Florida population vs. prison population

Figure 11

FLORIDA CRIME RATE STEADILY
DECLINES OVER LAST TWENTY YEARS
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oo Figure 12 The increase in the prison population was
o | Inmates Per 100,000 Florida achieved by increasing the rate of
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If Florida incarerated people today at the same rate as in FY1972-73 (126.8 per 100,000),
the prison population would be 23,848, at a cost of $446 million instead of the $2.4 billion
Florida spent in FY2009-10.

It is tempting to credit the decline in crime to the increase in the rate of incarceration. Some have
tried hard to make such a case, but research shows that while some decrease in crime is
attributable to incarcerating dangerous criminals, after a point, increased rates of incarceration
offer diminishing returns and a negative benefit-to-cost ratio. This is especially true when we
increasingly incarcerate people for nonviolent drug offenses and other low-level crimes.*®

The Vera Institute for Justice examined the key studies on this issue and found that; “Analysts
are nearly unanimous in their conclusion that continued growth in incarceration will prevent
considerably fewer, if any, crimes —and at substantially greater cost to taxpayers.”®

Indeed, several states are finding that they can decrease their crime rates while simultaneously
decreasing their incarceration rates, as demonstrated in Figure 13.

Figure 13

United States Maryland New Jersey New York
-2%

-15%
-24%

B INCARCERATION RATE
I CRIME RATE

1997-2007
Source: Pew Center on the States

How has this been achieved? By data-driven strategies designed both to improve public safety
and save taxpayers money.

* pew Center on the States, Public Safety Performance Project, One in 31: The Long Reach of American
Corrections, March 2009, at 17-21.

% Stemen, Don, Reconsidering Incarceration, New Directions for Reducing Crime, Vera Institute of Justice, January
2007.
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Figure 14

FIRST STATE DECLINE IN 38 YEARS

The number of state inmates grew 708% between

1972 and 2008 before dropping in 2009. Jan. 1, 2010:
1,404,503 prisoners
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0.9 Source:
Pew Center on
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-
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NOTE: Annua I figures prior to 1977 reflect the total number of sentenced prisoners in state
custody. Beginning in 1977, all figures reflect the state jurisdictional population as reported
in the Bureau of Justice Statistics” “Prisoners” series. Data for both sentenced prisoners in
custody and the jurisdictional population are reported for 1977 to illustrate the transition.

States are now reexamining and revising the policy choices that led to such spectacular prison
growth. As a result, in 2009, the United States prison population declined for the first time in 38
years.® Twenty-six states reduced their prison rolls in 2009, including some of the toughest on
crime states such as Texas, Mississippi and South Carolina, which have enacted reforms to stem
the tide of growing prison populations.

Unfortunately, Florida was not among them. While modest policy changes over the last couple of
years have caused Florida’s prison admissions to decline (by 5.6 percent in FY2009-10 over the
previous year, and by 5.3 percent in FY2008-09 — after increases in each of the previous 11
years), Florida’s prison population nonetheless grew by 1,527 inmates in 2009, making it the
state with the second largest uptick in its prison population last year.®* And on October 19, 2010,
the Legislature’s Criminal Justice Estimating Conference predicts that Florida’s prisons will
continue to grow — reaching 109,178 by FY2015-16.

The four main drivers of prison population growth

The policy changes Florida has made over the last thirty years are still very much being felt.
Reviewing patterns of growth over the past thirty years, the Florida Tax\Watch Government Cost
Savings Task Force has identified four primary drivers of growth:

e The elimination of parole and the adoption of policies lengthening both sentences
and the period of incarceration

e Widespread use of very short state prison sentences in lieu of community-based
alternatives (e.g., jail, probation, treatment, electronic monitoring)

e State prison incarceration for technical probation violations
e Recidivism — people returning to prison for new crimes or violations

% pew Center on the States, Prison Count 2010, April 2010.
82 pennsylvania had the largest increase.

32



Figure 15

Percent change in state prison populations, 2008-2009.
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SOURCE: Pew Center on the States, Public Safety Performance Project
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Florida’s policy changes affected both sentencing and the period of actual incarceration in cases
both of people convicted of minor nonviolent offenses (who after 1998 could be sent to prison
for any felony) and those convicted of serious violent offenses (whose sentences were
lengthened).

The elimination of parole and the adoption of policies lengthening sentences and
incarceration have driven prison growth.

Parole was eliminated in 1983, Figure 16

which, in 1980, had been the
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In FY2009-10, 64 percent of
prisoners  (23,909)  were
released upon the expiration of their sentence, completely reversing the practice prior to 1983.

Source: Florida Office of Economic and Demoaraphic Research

Approximately 5,000 are still eligible for parole; they were sentenced before 1983. But in FY
2008-9, 0.1 percent -- just 42 of the 37,391 inmates released -- were paroled.®

When parole was eliminated, basic gain time (which reduced the number of days of incarceration
without regard to the inmate’s conduct) came to be used as a tool in the eighties and early
nineties to reduce prison overcrowding.

In 1995, in response to the use of gain time simply to decrease overcrowding and the resulting
relatively low percentage of sentenced time actually served, and in response to certain high
profile crimes, the Legislature enacted a law [944.275 (4)(b)(3), F.S.] requiring prisoners to serve
85 percent of their sentences and eliminated basic (non-merit) gain time, though it preserved
incentive gain time.

% Florida Dept. of Corrections Annual Report, 2008-09.
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With the elimination of basic gain time and the restrictions placed on incentive gain time (based
on good conduct) pursuant to the law mandating serving 85 percent of one’s sentence, inmates
began serving significantly higher percentages of their sentences.

Figure 17

Time Served is Lengthening:
Truth in Sentencing (85% rule - Gain-time slashed)

In 1995, the Legislature enacted a requirement that individuals sentenced
to prison must serve a minimum of 85% of their court-imposed sentence.
Since imposition of 85% requirement, average time served in state prison
has increased.
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Incentive gain-time is limited to up to 10 days per month. When the inmate's tentative release date becomes
equivalent to the 85% minimum service date, the inmate is prohibited from earning further gain-time awards.

In 1995, the Legislature also reduced the sentencing discretion of judges by creating presumptive
minimum sentences through the establishment of sentencing guidelines, which were modified in

1994, and then again in 1995, 1996 and Figure 18
1997, each time increasing the penalties. In Percent of Guilty
1998, the guidelines were prospectively Dispositions Imprisoned

repealed and replaced by the Criminal | 350,
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Source: Florida Office of Economic and Demographic Research
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Presumptive sentencing generally serves to increase the percentage of people who are convicted
being sent to prison, as has happened in Florida.

In 1999, the Legislature also increased the instances in which longer sentences and life sentences
could be meted out. The law, officially 3-10-20-Life but colloquially called 10-20-Life,
mandates stiff sentences for gun crimes. Incarceration under this law has increased by more than
145% since 2000, the first year of implementation.

Figure 19: Incarceration under 3-10-20-Life
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Widespread use of very short sentences drives growth.

While stiffer sentences for serious crimes became the norm over the last few decades, another
trend emerged as well. When judges were given the discretion to sentence people to prison who
were convicted of the very least serious felonies (and as increasing numbers of felonies were
created), that discretion came to be exercised in many counties to hand out sentences just long
enough (one year and a day) that it would be served in state prisons (at state cost) rather than in
local jails or community alternatives (at county cost). Such sentencing varies widely among the
counties.
Figure 21
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Clearly, the practice of year and a day sentences is not as widespread as just a few years ago, but
the wide variations in its use are as prevalent as ever.

Figure 22

New Commitments and Change in New Commitments by County

County FY 2007-08 FY 2008-09
Hillsborough 3,846 3,000
Broward 3,734 3,170
Polk 2,429 2,049
Finellas 2,674 2,310
Alachua 821 634
Marion 1,349 1,173
Miami-Dade 2575 2,449
Seminole 478 363
Bay 1,146 1,039
Volusia 1,157 1,054
Ckaloosa 518 426
Sup-total 20,729 17,756

SantaRosa 239 321
Pasco 782 864
Martin 340 439
Escambia 1,136 1,275
Brevard 1,194 1,340
SaintLucie 720 959
Orange 1,649 2,025
Duval 1,604 2113
Sub-total 7,754 9,335
All other counties 12,008 11,641
Total 40,491 38,732

Counties Decreasing Use of Year and A Day Sentences

Countles Increasing Use of Year and A Day Sentences
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What is also apparent from analysis of the data is that there is no correlation among the counties
regarding their relative population sizes, crime rates, felony filings, and prison admissions. For
example, Miami-Dade County, with the largest population and the most felony filings sends
fewer people to prison than Broward or Hillsborough County.

Figure 23
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Contrary to common wisdom (and
common sense), the majority of prison
inmates have not been sentenced for
serious or violent offenses.

In fact, Chart X shows that an
increasing high percentage of Florida
inmates are serving prison sentences
for non-violent third-degree felonies
(which is the lowest level of felony in
Florida), which is largely due to the
discretion granted to judges in 1995 to
sentences such low level offenders to



state incarceration (instead of jail sentences of less than 365 days). This situation also contributes
to the growing share of inmates sentenced to short stents in prison.

Further contributing to the large share of short sentences is the percent of prisoners sentenced for
crimes denominated “other.”

Over the past thirteen years, the share of violent offenses accounting for prison admissions
decreased by 28 percent. During that same period, the share of admissions for “other” offenses,
i.e., offenses that are nonviolent, are not property crimes, and are not drug crimes increased by
189 percent.*

One of the “other” offenses is driving with a suspended license -- the charge that landed a 78-
year-old grandmother in the Broward County jail for 15 days in January 2010.%

Figure 24
FLORIDA NEW COMMITMENTS FOR OTHER OFFENSES
Time period Percent Percent
[FY 2008-09 | FY 2009-10 | | FY 2008-09 | FY 2009-10 | Change Change
Drive with license suspended/revoked 1,311 769 31.6% 239% (542) -41.3%
Felony DUI (3rd or 4th conviction) 462 350 11.1% 10.9% (112) -24.2%
Fleeing/eluding LEO offenses 1,072 918 258% 286% (154) -14.4%
Sex offender registration offenses 567 512 13.7% 15.9% (55) 9.7%
Remainder of offenses in "Other"”
category 741 666 17.8% 20.7% (75) -10.1%
Total 4153 3,215 100.0% 100.0% (938) -22.6%

Some efforts have been made to address this problem, and fewer offenders were committed for
“other” offenses in FY2009-10 than in FY2008-09, but even so 3,215 people were sentenced in
FY 2009-10 to prison for “other” offenses, including 769 (accounting for 24% of all “other”
offenses) for driving with a suspended or revoked license.

A final factor driving growth for low-level crimes — here drug and property offenses — is that the
core definitions have not been revised in many years. When the dollar threshold making it a
third-degree felony to steal $300 in property was enacted, and when possession of less than an
ounce of marijuana was made a felony, judges could not sentence most first-time third-degree
felony offenders to prison.

® Florida Dept. of Corrections Annual Reports, 1995-96 and 2007-08.
8 Christensen, Dan, “Hallandale Beach grandma sent to jail -- and forgotten,” Miami Herald, January 12, 2010.
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Incarcerating people for technical probation violations drives growth, too

The terms of probation are set by the court at sentencing and typically include: reporting to the
probation officer; permitting home visits by the probation officer; obtaining and maintaining
employment; abiding by travel restrictions; paying restitution, fines and child support; complying
with restrictions on living arrangements, associations, and contact with the victim; and
submitting to required drug testing. Violating any of these terms can result in a technical
probation violation, which can result in the implementation of a prison sentence by a judge.

Under the Criminal Punishment Code, judges have retained a measure of discretion in sentencing
those convicted of low-level offenses (e.g., third-degree felonies) and may sentence those with
fewer than 44 points on the required score sheet to a non-prison sentence. Often, this means
placing the individual on probation. If the person sentenced to supervision violates the terms of
supervision, the offender can be sent to prison at the discretion of a judge.

In 2003, the DOC implemented a “zero tolerance” approach to probation violations in the wake
of a couple of high profile crimes committed by individuals under state supervision. Although
the zero tolerance policy has since been rescinded and a more flexible approach relying on a
judge’s discretion has been implemented, probation violations and subsequent revocations are
still driving growth. In fact, in FY 2009-10, 7,479 people were sent to prison not for committing
a new crime but for technical probation violations.

Figure 25
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Finally, recidivism drives growth

While the Department of Corrections has revised its mission statement to include “reentry”
[defined as “to protect the public safety, to ensure the safety of Department personnel, and to
provide proper care and supervision of all offenders under our jurisdiction while assisting, as
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appropriate, their re-entry into society”], and has committed to focusing on reducing recidivism,
recidivism (as measured by returning to prison for a new crime or a probation violation)
continues to drive prison growth.

Figure 26

Recidivism: Return to prison for a new
offense or a technical violation
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Other important issues in the growth of the criminal justice system

In addition to the four main drivers of prison population, people with mental illnesses in the
criminal justice system raise important challenges because they are poorly addressed by the
current system and add to the overall population levels. Likewise, the lack of intervention
programs for juvenile delinquents and the failure of the current system to deter those delinquents
from becoming tomorrow’s prison inmates will continue to result in a more costly corrections
system for Florida’s taxpayers.

People with mental illnesses involved in the criminal justice system

Approximately 125,000 people experiencing serious mental illnesses (e.g., schizophrenia, bipolar
disorder, major depression) are arrested and booked into Florida jails annually. On any given
day, there are nearly 18,000 state prison inmates, 15,000 local jail detainees, and 40,000
individuals under correctional supervision in communities around the state who suffer from
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serious mental illnesses. Although about half of these individuals are charged with low-level,
non-violent offenses, many languish in prisons, jails and state-funded forensic treatment facilities
for months or years because more cost effective placement alternatives do not exist.

Figure 27
Number of Inmates with mental
Population on | Total prison inmates with illness as a percentage of
June 30th population mental illnesses | total inmate population
1996 64,333 6,777 10.5%
2009 100,894 17,957 17.8%
Growth: 56.8% 165.0% 69.0%

People with mental illnesses represent the fastest growing sub-population w