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INTRODUCTION
Good morning, Honorable Senator Clifford Graham, Chairman of the Committee on
Finance, distinguished Committee members, other distinguished senators present in the chambers
and good morning to all. I am, Austin L. Nibbs, Administrator of the Employees’ Retirement
System of the Government of the Virgin Islands (GERS). I am pleased to appear before you to
present the System’s Annual Overview of Operations. Before I begin, I would like to
acknowledge members of my senior management team that are joining me today in the
chambers.
PROPOSED LEGISLATION AND AMENDMENTS
As you know, Mr. Chairman, a couple weeks ago, The GERS, to include staff, the
actuary, and the investment advisor appeared before the Committee of the Whole on the three
islands to provide testimony on Bill No. 31-0146, and to present and discuss the proposed
pension reform legislation and amendments, and the health of the GERS. Our position and the
recommendations of our outside consultants have been fully documented and presented to the
members and the public. On September 15, 2015, Bill No. 31-0146 was approved by the
Committee on Finance and forwarded to the Committee on Rules and Judiciary for
consideration. It is our hope that Bill No. 31-0146 is signed into law on or before September 30,
2015.
MEMBERSHIP/CONTRIBUTIONS/BENEFIT PAYMENTS
We have attached Exhibit A which shows that the gap between the active members and
the retirees and beneficiaries has decreased from a 1.17.1 ratio in Fiscal Year 2013 to a 1.09.1
ratio in Fiscal Year 2014. The active members decreased by approximately 166 between

3

Government Employees’ Retirement System
Annual Overview of Operations

September 18, 2015

September 30, 2013, and September 30, 2014, and the retirees and beneficiaries increased by
approximately 441 for the same period.
The comparison as shown in Exhibit B reveals that in Fiscal Year 2013, the total
contributions received are approximately $161.6 million less than the total benefits and expenses
paid, resulting in a negative cash flow. Also, for Fiscal Year 2014, the total contributions
received are approximately $163.7 million less than the total benefits and expenses paid,
resulting in an additional $2.1 million in negative cash flow over Fiscal Year 2013.
As presented by the actuary in the Committee of the Whole hearings a couple weeks ago,
the contribution history of employer contributions from Plan Year 1999 through Plan Year 2014,
shows that the statutory contributions being significantly less than the actuarially determined
contributions. In Plan Year 2014, the statutory contributions are $121.4 million less than the
actuarially determined contributions, which is a 36 percent funding level.
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MISSING EMPLOYER CONTRIBUTIONS
Prior to 2005, retirees were given credit for service and permitted to retire although the employer
contributions were not paid to the System. The actuary Segal Consulting estimated the employer
missing contribution amount to be $47 million. The amount that is outstanding is shown below.

Estimated by Actuary

$47,000,000.00

Less:
Received in 2013
Autonomous Agencies

66,177.66

Central Government

974,195.06

Received in 2014
Autonomous Agencies

283,175.34

Central Government

1,769,623.28

Received in 2015 thru July 31st
Autonomous Agencies

143,224.59

Central Government (*)
Total outstanding missing employer contributions as of
September 30, 2015

2,133,130.44

5,369,526.37
$41,630,473.63

* Includes $2,130,762.52 lump sum received for retirees May 2012 – December 2014.
The issue of prior periods missing employer contributions is a huge problem for the
System which occurred as far back as thirty (30) years. The GERS identified this as a major
problem when it implemented the new V3 System in March 2012. The new system accounts for
both the employee and employer contributions in accordance with the 2005 pension reform
legislation. We are currently billing the departments and agencies for members retiring after
January 1, 2015. However, we have not received any responses from the departments. We have
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estimated that the prior periods missing employer contributions due for members retiring in
calendar year 2015 and the first six months of calendar year 2016 to be $3.5 million. Therefore,
we are asking that the Committee of Finance include $3.5 million in the miscellaneous section of
the FY 2016 budget to be available until expended. (Emphasis added).
We note that in accordance with the law, the central government and the autonomous
agencies with the exception of Juan F. Luis Hospital and Medical Center (JFLHMC) are timely
with payment of their Fiscal Year 2015 contributions. The JFLHMC has not remitted to the
GERS its deductions for employee contributions and its share of employer contributions since
pay period February 21, 2013. We have estimated the amount to be in excess of $5 million. We
are in discussions with the management of JFLHMC, and both are reconciling to come to
executing a memorandum of agreement and a payment plan.
DIRECT CONTRIBUTION DUE FROM CENTRAL GOVERNMENT
Section 13 of Act No. 7261 (Bill No. 29-0123), which was vetoed by the former
Governor and overridden by the 29th Legislature on July 7, 2011, calls for appropriating in fiscal
year ending September 30, 2013, and all subsequent fiscal years, the sum of $7,000,000 from the
Internal Revenue Matching Fund to the GERS as a direct contribution. We are requesting that the
Committee on Finance include $28 million in the Fiscal Year 2016 budget during the mark up
process to be appropriated from the Internal Revenue Matching Fund.
September 2013
September 2014
September 2015
September 2016
Total

$

$
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ASSETS
The assets of the GERS include the investment portfolios, which include cash and cash
equivalents, stocks and bonds, private equity and other alternative investments, such as real
estate and local investments and loans.
Investment Portfolio
The investment fund portfolio is managed with the specific goal to grow the assets to
meet the System’s pension liability and ensure a reliable cash flow that provides for the funding
requirements of near-term pension obligations. To achieve these goals, the Board allocates the
Fund’s assets to a variety of asset types and strategies in consultation with our in-house
Investment Unit and Investment Advisor, Meketa Investment Group. Generally, equity
investments are included for their long-term return and growth characteristics, and fixed income
assets are added for their ability to control investments risk and provide for a reliable cash flow
that meets the System’s funding requirements. The Fund’s successful long-term performance
confirms the importance of asset diversification and controlling investment risk within each asset
class. An integral part of the overall investment policy is the strategic asset allocation policy. The
targeted strategic asset allocation is designed to provide appropriate diversification and balance
expected total rate of return with the volatility of expected returns. Specifically, the fund is
broadly diversified across and within asset classes to limit the volatility of the total fund
investment returns and to limit the impact of large losses on individual investments. Both
traditional and nontraditional assets are incorporated into the asset allocation mix.
Performance
As shown in Exhibit C, at August 31, 2015, the market value of the portfolio was $796.2
million which represents a decrease of $128.2 million from the same period one year ago. To

7

Government Employees’ Retirement System
Annual Overview of Operations

September 18, 2015

meet obligations, $174.2 million was withdrawn from the Fund. The Fund earned income of
$10.2 million and had a loss in the portfolio of $27.9 million.
The System’s aggregate assets performance at August 31, 2015, (YTD) is -1.5 percent.
The aggregate performance since inception of the portfolio on July 1, 1981, is 9.3 percent.
Restructuring
The System will continue its commitment to a disciplined investment strategy that
focuses on long-term results. Our mission is to promote long-term financial security for our
membership while maintaining the stability of the Fund. During our presentation last year, we
reported that the Board had terminated managers for underperformance and the Fund was being
managed by ten (10) managers. Since that time, the Board contracted with five (5) new managers
in the concentrated small cap value, core, and growth strategies and terminated one of the bond
managers (PIMCO). The new managers are highlighted below.
Equities (Domestic/International)
 Union Heritage Capital Management/Morgan Stanley
 Blackrock International Trust
 LSV Asset Management
 Fisher Investments
 Walter Scott
 Channing Capital Management
 Cove Street Capital
 Kayne Anderson Rudnick
 Punch & Associates
 Granite Investment Partners
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Fixed Income (Bonds)
 Pugh Capital Management
 Brandywine Asset Management
Alternative Investment (Private Equity) – Non Local
 Mesirow Financial
Life Settlements
 Attilanus Fund
OUTLOOK
The domestic market economy is expected to improve over the next six months while the
European and Emerging Markets continue to struggle. The United States maintains its position
as the most desirable market, as consumer spending, housing, and the labor market builds on
recent gains. Conversely, China is expected to grapple with economic transformation, and
Europe will fight using accommodative policy. At any rate, there will be a level of uncertainty
throughout the world considering the U.S. Federal Reserve's plan to gradually increase interest
rates. Typically, it is a sign of strength in the U.S. market.
Valuation is a mixed bag, globally, creating opportunity. Although the U.S. equity
market, as proxied by the S&P 500, recently experienced a 10 percent pullback, domestic market
stocks are fairly valued on a historical basis. Alternatively, the rest of the world appears to be
undervalued. Considering a long in the tooth recovery in the US, it may be beneficial to further
invest in the overseas markets.
At this time, the system does not have the ability to invest further in these securities. As
a result, it won’t be able to take advantage of valuation imbalance around the world.
Going forward, there are a few concerns for the global markets. Normalized interest
rates, monetary policy shifts, and China's weakness threaten continued growth. The system can
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suffer tremendously from the impact of any one of these events. Unfortunately, the GERS does
not have the ability to invest its way out of any downdrafts, and needs additional sources of cash
to navigate market tensions.
ALTERNATIVE INVESTMENT PROGRAM
Title 3, Section 12, Chapter 27 of the Virgin Islands Code gives the Board of Trustees the
authorization to invest in an Alternative Investment Program. Alternative investments are private
market (non-publicly traded) investments in domestic and international venture capital and
special equity; simply any investments other than the traditional equity and bonds.
The Alternative Investment Program is designed to enhance the total Fund performance
by generating a long-term rate of return greater than the assumed actuarial rate of 7.5 percent. On
January 23, 2014, the Board approved a rate of no less than 10 percent effective January 1, 2014,
for all alternative local investments. To date, GERS has invested in three types of alternative
investments, private equity, real estate and special situations (local investments).
Private Equity
Mesirow Financial Private Equity Fund
•

On July 31, 2008, the Board committed $25 million ($15 million in Fund IV and $10
million in Fund V).

•

Invested in Fund IV $13.2 million with distributions to date of $7.7 million.

•

Invested in Fund V $6.2 million with distributions to date of $1.5 million.

•

The System has a limited partnership in both funds.

10

Government Employees’ Retirement System
Annual Overview of Operations

September 18, 2015

Real Estate
A) GERS Complexes
The System owns:
•

The three story complex on St. Thomas which is the official headquarters of the
GERS. The tenants are the Division of Personnel, the Department of Justice and
ResCare (Job Corp).This property was appraised at $7.6 million on March 17, 2014.

•

The new complex on St. Croix which houses the St. Croix operations, the
former GERS St. Croix office building, and the adjacent building which is
occupied by the Casino Control Commission. These properties together were
appraised at $3.1 million on April 20, 2015.

Rents and utility payments received and outstanding Year-to-Date (August 31, 2015), are shown
in Exhibit D and summarized below:
YTD Total
Received

YTD Total
Arrearage

Rents

$732,447

$242,907

Electricity

$329,372

$73,351

Category

B) Land
Estates Hoffman and Nullyberg – St. Thomas
•

120 acres purchased in 2006 for $3.1 million.

•

Designated for a mixed use development consisting of a conference and
entertainment center, hotel, 108 units for assisted living and 105 single
family lots is being proposed.

•

Appraised at $3.5 million on October 15, 2012.
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Estate Coakley Bay – St. Croix
•

170 acres purchased in 2010 for $5 million.

•

Designated for a Planned Area Development (PAD) consisting of a
mixture of single family residential lots, independent living for the elderly
and commercial space is being proposed.

•

Rezoning Bill No. 30-183 was passed by the Legislature on August 7,
2013, and approved by the Governor on August 23, 2013.

•

Appraised at $2.4 million on November 14, 2013.

C) Havensight Shopping Mall
•

Purchased from the West Indian Company, Ltd. (WICO) on June 30, 1993
for $33 million.

•

Since 1993, has grossed in excess of $150 million in revenues and has
earned a return in excess of $67 million.

•

Appraised at $41 million on October 23, 2014, down from $66 million on
January 27, 2010, and down from $80 million prior to 2010.

•

There is a management agreement in place with (WICO) to manage the
Mall.

SPECIAL SITUATIONS
Renaissance Carambola Beach Resorts and Spa
•

On December 8, 2009, a loan in the amount of $15,000,000 was closed with Carambola
Northwest, LLC (CNW, LLC) for a term of five (5) years.

•

CNW, LLC defaulted on its principal and interest payments.

•

A Disposition Agreement was executed with CNW, LLC on November 2, 2012, and the
property was immediately turned over to the GERS.
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•

There is a five (5) member Carambola NW LLC Board which meets monthly.

•

The Marriott Flagship and Franchise Agreement continue to remain in place.

•

GERS has invested approximately $8 million in infrastructure upgrades, renovations,
repairs, and furniture and equipment.

•

Activity has improved significantly.

•

EDC application has been filed with the Economic Development Authority. A hearing
was held and the application is pending.

•

Casino study was completed and discussions have begun with the Casino Commission.
An application for a casino license is being filed.

•

Appraised on August 21, 2015, at $8 million.

V.I. Property Tax Revenue Anticipation Note
•

On November 14, 2011, the GERS entered into a loan agreement with the Government of
the Virgin Islands (GVI) in the amount of $13 million at an interest rate of 4.91% and a
maturity date of December 15, 2016.

•

The security for the note is the pledged real property tax receipts from the delinquent real
property tax receivables, including penalties and interest for tax years prior to and
including 2005, totaling approximately $36 million.

•

The GVI is current on the note.

•

As of August 31, 2015, the GERS has received $8,671,514.68 of which $7,069,818.84 is
principal and $1,601,695.84 is interest. The principal balance on the note is
$5,930,181.16.

Kazi Foods Virgin Islands
•

A term loan closed on September 24, 2013, in the amount of $6 million.

•

Interest rate at 6.25 percent and a maturity date of October 1, 2023.
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Loan secured by a first lien on all Company’s fixed assets, accounts receivable and
inventory; operating cash flow; a parent guaranty from Kazi Management VI LLC, and a
personal guaranty from the principal of the Company.

•

The note is current and the Company is meeting the covenant requirements.

V.I. Finest Foods LLC
•

A term loan closed on June 30, 2014, in the amount of $8.2 million.

•

Interest rate at 6.40 percent and a maturity date of June 30, 2024.

•

Loan is secured by bank accounts, property, equipment, inventory and leases, a certificate
of deposit in the amount of $1.3 million and limited personal guarantees from owners,
and cash sweeps of quarterly surplus cash flows and annual cash sweeps.

•

Completion date is planned for February 2016.

LIFE SETTLEMENTS
The Attilanus Fund I, L.P.
•

On August 15, 2006, the System invested $50 million in a limited partnership (The
Attilanus Fund which was formerly known as the Atticus Fund I, L.P.).

•

The partnership purchases senior life insurance policies for individuals age 65 and older
and have an expected life expectancy of 5 to 7 years. A senior life settlement provides
cash payment in exchange for the assignment of an ownership interest in the life
insurance policy insuring the life of an individual.

•

The partnership agreement is effective through December 31, 2017, and could be
extended for an additional two years.

•

The System received a distribution in the form of a return of capital totaling $8.2 million
in 2008 because of the restructuring of the portfolio.
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A valuation was conducted by an outside consulting firm to determine the fair value of
the Fund at September 30, 2012, which was speculative.

•

The estimated fair value of the limited partnership reported on the certified audited
financial statements at September 30, 2014, was $33 million.

Loans
The System provides personal, auto, land, and mortgage loans to qualified members and
retirees. Historically, the loan portfolio generates annual revenues (interest income) to the
System in excess of $9 million.
As shown in Exhibit E, at August 31, 2015, there were 8,716 units in the loans portfolio
with a total value of $156.9 million. As you know on August 20, 2015, the loan activity was
temporarily suspended by the Board.
ACTUARIAL VALUATION INFORMATION
Title 3, Chapter 27, Section 718 (a) of the Virgin Islands Code mandates that the
Employees’ Retirement System of the Government of the Virgin Islands be financed on an
“actuarial reserve basis”. An “actuarial reserve basis” generally means that the retirement
benefits are funded during employees active years of employment so that by the time they retire,
the benefits would have been fully funded in advance of their retirement date. The actuarial
valuation, which is conducted by the System’s Actuary, determines the contribution rate
necessary to meet the cost of benefits being accrued and a corresponding amount to pay down a
portion of the unfunded liabilities. The latest actuarial valuation was conducted for Fiscal Year
2014 and presented as Exhibit F. The Actuarial Accrued Liability (Total Obligations) is $3.12
billion, the Unfunded Liability is $1.97 billion, and the Funded Ratio is 36.91 percent down from
40.16 percent in Fiscal Year 2013. The Fiscal Year 2014 Actuarial Valuation Report is available
on the GERS Website.
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ANNUAL FINANCIAL AUDIT
The System’s most recent certified financial statements are as of September 30, 2014.
The report is expected to be issued in October 2015.
ACCOMPLISHMENTS
Our major accomplishments for Fiscal Year 2015 to date are:
•

We completed a comprehensive long range (5 year) Strategic Plan for the System which
is being reviewed by the Board for approval.

•

We completed the Fiscal Year 2014 financial audit.

•

We completed the Fiscal Year 2014 Certified Actuarial Valuation Report.

•

We obtained a lump sum payment of missing employer contributions from the Plan
Sponsor in order to retire in excess of 200 members who were waiting to retire.

•

We obtained the rezoning of the Estate Hoffman/Nullyberg property.

•

We completed the economic and site development study for the Havensight Mall.

GOALS FOR FISCAL YEAR 2016
•

We will increase the focus on the NOPA Project in order to reduce update of the member
records by 50% which will improve on the timely processing of the member’s benefits
while providing timely and accurate information to our members.

•

We will increase manpower to Prior Service Request Project to reduce the backlog by
33%.

•

We will reduce the outstanding issues surrounding the new V3 Benefit and Loan System
and the Financial Accounting System by 75 percent.

•

We will continue to address energy saving measures in our buildings, to include solar
systems.

•

We will make a final determination on the best use of the undeveloped properties.
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GOALS FOR FISCAL YEAR 2016 (Continued)
•

We will continue to improve customer service and educational awareness to members.

•

We will complete the Fiscal Year 2015 Certified Annual Financial Audit and the
Actuarial Valuation by March 2016.

•

We will implement the Strategic Plan beginning October 1, 2015.

•

We will hire an Alternative Investment consultant to oversee the Alternative Investment
Program.

•

We will develop an Ethics Policy, a Governance Policy and a Conflict of Interest Policy.

SUMMARY
I would like to take this time to thank the employees of the GERS for rising to the
challenges that we face daily head on and for their commitment to delivering quality service to
the members.
Mr. Chairman, this concludes our written presentation. We are prepared to respond to
any questions the Committee may have on the operations of the GERS.
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