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How to Manage Pension Liabilities



Discussion roadmap

• Define the problem

• Pension management strategies 

• Granular analysis of the

– “Schedule of Amortization Bases”
(Page 15 of Actuarial Valuation for Non-pooled plans)

• High level approach liability management

• Discuss resources
Guest Speaker:
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Beach



Takeaways

1. Call your actuary regularly

2. Understand your options

3. Don’t wait to address UAL & known experience 

losses

4. Analyze your schedule of amortization bases 

annually

5. Memorialize policies and best practices
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Historical context



What’s the problem?

Assets are currently underfunded and volatile.

Liabilities are large relative to agency payrolls and budget.

Projected 

2016 Current Projection

Accrued Pension Liability 891

Market Value of Assets 576

Unfunded Liability 315 x 7.5% = $23.6 million just to keep up with the interest

Funded Status 65%

Current Projection

Accrued Pension Liability 891 ÷ $71.9 million = 12 times greater than expected payroll

Market Value of Assets 891 Expected asset volatility +/- ~12% = $107 million

Unfunded Liability –

Funded Status 100%

Guest Speaker:

City of Newport 

Beach



What to do?



Know your Actuary and call them regularly

• They can guide you through your options and help 

you stay informed

• They can provide scenario analysis

• They are a wealth of information

• ALL levels of PERS Staff, Executives and Board 

Members at the Ed Forum
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CalPERS Actuary by county



Understand your asset 

replenishment options
• Lump sum additional discretionary payments 

• Fresh Start (re-amortize UAL bases)

• Partial Fresh Start (re-amortize any two UAL bases)

• Prepay or not to prepay?
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Knowing what is coming down the road 

can help your long-term planning
• Imminent experience losses

– 6/30/2015 Investment Return of 2.4% results in 5.1% 

experience loss

– 6/30/2016 Investment Returns of .6% results in 6.9% 

experience loss

• Decoupling of UAL from PERS Rates (FY 2017-18)
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Create New UAL Object Code FY 2017-18 

Pension Costs

• Employer Rate  

• Employee Rate 

– Subtotal – Normal Cost

• Amortized Cost of UAL 

• Negotiated EE Contributions

– Subtotal – Net Employer Pension Cost

Consider reorganizing object codes on the General Ledger
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Asset replenishment strategies

• Estimate your experience loss when you first learn of 

them – For FY 16, approximate loss = FY 15 MVA x 6.9%

• Start paying on experience losses in the current fiscal 

year – Why let them grow 15.6% (1.075)2 before they hit 

your contribution schedule?

• Analyze Schedule of Amortization Bases (pg. 15) and ask 

your actuary about the new additions.

• Identify if some or all of the bases can be amortized more 

effectively within your means
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How to build the business case to 

accelerate your repayment schedule?

• Replicate amortization schedules for each base on your 

schedule of amortization bases

• Compare cash flow options

• Prepare a present value (PV) analysis of your optional cash 

flow schedules

• The PV analysis will help identify most efficient payment 

schedules

• Determine what your agency can afford

• Determine which payment option best fits your agency

Guest Speaker:

City of Newport 

Beach



Understand the amortization schedule options

• Level percent of pay with 5-year phase-in schedule 

– Default effective 6/30/13  

• Level percent of pay

– Default (only when a fresh start is initiated)

• Level dollar payment

– Not a current option (However, this can be simulated 

with discretionary payments)
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Analyze Amortization Bases
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Annual balance comparison

NPV Savings 

$21 Million 

10 Yrs. Sooner 

Negative amortization



Annual payment comparison

Yr 5 difference - $386K

Yr 20  max difference - $600K

Avg annual difference - $486K



Amortization Efficiency
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Analyze your schedule of amortization bases annually

Question

Is your organization OK 

with the added cost of a 

30 year schedule?
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If not…

Consider reviewing payment 

alternatives with your actuary.



Analyze your schedule of amortization bases annually

Question

Is your organization OK 

with negative amortization? 
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If not…

30 year “level payment” 

schedules will avoid negative 

amortization but “level % of 

pay” schedules > 20 years do 

not. Five year ramp up/down 

schedules negatively 

amortize during the ramp up 

period.



Analyze your schedule of amortization bases annually

Question

Is a “level percent of pay” 

schedule right for your 

organization?
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If not…

consider making payments on 

a level payment basis so your 

agency isn’t chasing an 

increasing payment each 

year especially during 

recessions. Payment 

increases 136% (1.03)29 over 

30 years. 



Managing your amortization bases



Detail analysis
 Download Excel amortization 

schedules 

www.newportbeachca.gov/csmfo

 Focus on bases that exceed 20 

years

 Also evaluate bases starting with 

5-yr Pphase-in ramps, 6/30/13 

bases or later

 Create a comparative amortization 

schedule for each base in question

 Consider combining bases to 

create fewer and shorter 

amortization bases

 Evaluate what your agency can 

afford to pay making use of the 

“discretionary payment,” “fresh 

start” or “partial fresh start” options

 Quantify savings by preparing a 

PV analysis comparing current and 

proposed cash flows

 Estimate and start paying on 

known experience losses not in 

current valuation

 Review plan with your actuary and 

governing board
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High level approach

• Check to see if  UAL Payment > (UAL x 7.5 %). If not, why not?

• 2015 UAL + Est. 2016 Exp. Loss (MVA x 6.9%) = Est. 2016 UAL

• Determine UAL amortization goal (< 20 years?)

• Use basic mortgage payment calculation assuming level payment 

plan to arrive at new UAL payment target

• Subtract current UAL budget to arrive at payment shortfall

• Discuss with actuary and start making additional discretionary 

payments

• Consider dedicating 2016 surplus, anticipated  revenue growth, 

plus any loose change to new target payment
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Other common pension management strategies

Long term savings

• PEPRA  

• Lower Tier Benefits

• Creative non-pensionable 

benefits

– Cafeteria and other 

health allowance plans

– Generous leave accrual

– One-time bonuses
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Immediate Savings

• Negotiated employee 

contributions add up quickly

• Lower payrolls provide 

immediate cash savings

Note

Early retirement plans may 

exacerbate the liability problem

Disability retirements also 

drive-up liabilities 



Memorialize policies

Consider adopting pension & OPEB funding policy 

• Target funding at 100% of Actuarial Accrued Liability

• Contribute no less then 100% of actuarially determined 

contribution annually

• Analyze schedule of amortization bases each and 

every year

• Amortize ALL gains/losses no longer than a 20 year, closed 

period

• Asset smoothing or rate phase-in no longer than five years
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Memorialize policies (continued)

Revise Reserve and Surplus Policies to address UAL

• Establish a rate smoothing reserve to avoid phase-in 

periods and provide economic relief during recessionary 

cycles

• Dedicate a portion of surplus funds to accelerate payment 

on unfunded liabilities



Resources
• CalPERS Actuary

• Independent Actuary

• Emerging Analytical Tools and Services 

• Government Finance Officers Association (GFOA)

http://www.gfoa.org/core-elements-funding-policy

http://www.gfoa.org/sustainable-funding-practices-defined-benefit-pension-plans

• California Actuarial Advisory Panel (CAAP)

http://www.sco.ca.gov/Files-ARD/BudLeg/CAAP_Funding_Policies_w_letter.pdf

• Comparative Amortization Schedules

http://newportbeachca.gov/csmfo
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http://www.gfoa.org/core-elements-funding-policy
http://www.gfoa.org/sustainable-funding-practices-defined-benefit-pension-plans
http://www.sco.ca.gov/Files-ARD/BudLeg/CAAP_Funding_Policies_w_letter.pdf
http://newportbeachca.gov/csmfo


Questions?

Dan Matusiewicz, Finance Director

City of Newport Beach

danm@newportbeachca.gov

949.644.3123

mailto:danm@newportbeachca.gov


City UAL Balance Total Payments AER*

Interest as 

% of 

Principal

Interest as 

% of Total 

Payments

Newport Beach $    272,977,868 $   467,100,918 171% 71% 42%

Irvine $    115,178,121 $   211,629,106 184% 84% 46%

Anaheim $    609,881,577 $ 1,303,628,563 214% 114% 53%

Long Beach $    963,327,181 $ 2,126,017,847 221% 121% 55%

Santa Ana $    527,005,976 $ 1,167,087,776 221% 121% 55%

Costa Mesa $    255,359,653 $   566,799,114 222% 122% 55%

Huntington Beach $    359,407,114 $   810,431,873 225% 125% 56%

Amortization Efficiency 

Comparison

*Amortization Efficiency Ratio (AER)
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