
Annual Review of Cal PERS Actuarial Valuation
June 30, 2012 Valuation

Determining 2014‐15 Contribution RatesDetermining 2014 15 Contribution Rates
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Retirement Contributions
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*Based on an employee that begins service at age 25 with a salary of  $38,300, and 
k f 30 i h h i l i i 3 25% fi l l fworks for 30 years with their salary increasing 3.25% per year to a final salary of  

$100.000.   Investment earnings represent 60-75% of  retirement funding reducing 
pension funding costs. 4
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7Disappointing 2012 investment returns impacted funded status for current valuation.



Plan Cost VariablesPlan Cost Variables

• Based on actual experience factorsBased on actual experience factors
– Benefit Levels
– Investment returnsInvestment returns
– Workforce Size
– Payrolly
– Employment longevity
– Early Retirementsy
– Mortality
– Industrial Disability Retirements
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Actuarial AssumptionsActuarial Assumptions
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Actuarial Assumptions ContinuedActuarial Assumptions Continued
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Impacts New of Assets Smoothing pacts e o ssets S oot g
Methodology

•Will impact employer contribution rates for 
the first time in FY 2015-16
•Higher contributions short term
•Lower contributions long term (25+ years)
•Better funded status long term
•No impact on normal cost•No impact on normal cost
•Impacts payment toward unfunded liability
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Asset Smoothing Methodology Impact on 
R tRates

Unfunded Liability



Change in Asset Smoothing Policyg g y
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Changes to the CalPERS Asset SmoothingChanges to the CalPERS Asset Smoothing 
Methodology

Unfunded Liability

The example chart is for illustrative purposes only and is not reflective of the City’s unfunded pension obligation.  It demonstrates 
how the change in the rate smoothing methodology on a sample amortization base of $100,000 will result in higher employer 
contributions in the near term, but a faster plan funded status over the long run.  Over time, the new methodology is designed to 
improve funding levels and help reduce the overall funding level risk. 
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Projected Rate Increasesj

City of Newport Beach
Projected PERS Rates
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* Effective 2015‐16, the new asset smoothing  policy takes effect.
** Rates do not include required employee contributions or employee cost sharing agreements.



Projected Pension Cost Increasesj

Fiscal Year
Employer 

Contribution*
Annual 
Change

FY 2014‐15 $22,055,226

FY 2015‐16 23,946,797 1,891,571

FY 2016‐17 25,946,636 1,999,839

FY 2017‐18 28,044,914 2,098,277FY 2017 18 28,044,914 2,098,277

FY 2018‐19 30,210,758 2,165,845

FY 2019‐20 32,466,701 2,255,942

Si Y T l $162 671 032 $10 411 475Six‐Year Total $162,671,032 $10,411,475

* Gross expected employer contribution based on CalPERS estimate of payroll. 

Does not reflect employee cost sharing arrangements.
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Analysis of Unfunded LiabilityAnalysis of Unfunded Liability

Of the $275 Million Unfunded Liability, 66% or $162 million is attributable to retirees and 
separated members. 18



On the Horizon
M A t i l Ch lik l t i t 2015 16 R t•More Actuarial Changes likely to impact 2015-16 Rates:

-New Experience Study may have further changes to 
mortality and disability retirement assumptionsmortality and disability retirement assumptions

-Discount Rate may be reduced by a .25% further - but 
it seems rather unlikely at this point.it seems rather unlikely at this point.

•Investments Strategy to be reviewed soon

Changes to risk profile?Changes to risk profile?

•GASB Statement No. 68 – Effective 2014-15
-Added layer of complexity that most won’t understandAdded layer of complexity that most won t understand
-Will impact City’s Balance Sheet negatively but does 
not mandate additional funding.
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City Pension Reform Efforts Not Fully 

• Reduction of the City’s overall position count through 

Reflected in the Latest Actuarial Valuation

outsourcing and other means, going from 833 positions to 
736, thus reducing liabilities.

• The increase of employee contributions to pension p y p
payments, including having employees pay a portion of what 
is traditionally the “employer’s share” of the cost.

• Elimination of the “Employer Paid Member Contribution” orElimination of the Employer Paid Member Contribution  or 
“EPMC” which, when EPMC was included, had the effect of 
increasing pension costs; and

• Establishment of 2nd and 3rd Tiers for new hires and• Establishment of 2nd and 3rd Tiers for new hires and 
transfers, with less-generous pension benefits, later 
retirement ages, and additional employee contributions.

Th Ci l d f h OC T• The City recently won an award from the OC Taxpayers 
Association for is pension award efforts as outlined above. 20



R d tiRecommendations
• Maintain reasonable employee contributions.
• Continue to seek opportunities to for staffing 

efficiencies, maintaining payroll in check.
• Continue to accelerate payments on unfunded 

liability – Consider use of well or over-funded 
reserves to improve funded status of pensionreserves to improve funded status of pension 
plans.  Target funding status at 75% or greater 
(Balanced approach to reserve funding and debt(Balanced approach to reserve funding and debt 
and investment portfolio). Reduce interest 
expense associated with unfunded liability.
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