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PLAN ASSETS AND LIABILITIES

Miscellaneous Safety Total Total

Accrued Liability 396,834,941  542,668,920  939,503,861  887,481,877  

     Less:   Market Value of Assets 278,869,980  340,964,919  619,834,899  566,016,065  

Unfunded Accrued Liability (UAL) 117,964,961  201,704,001  319,668,962  321,465,812  

Funded Status 70.3% 62.8% 66.0% 63.8%

 Funded Status  6/30/2018* 71.7% 64.3%

 Funded Status  6/30/2023* 79.8% 73.1%

*Assuming 7% return and no ADP's  

CALPERS Projection*

2017  Valuation 2016
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ORANGE COUNTY COMPARISON
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FUNDED STATUS TREND AND PROJECTION
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NET EMPLOYER COST PROJECTION

2018/19 2019/20 2018/19  2019/20 Dollars Percent

Misc 16.2% 16.9% 7,205,087      7,712,921      507,834       7.0%

Safety 27.4% 28.1% 9,082,071      9,694,972      612,901       6.7%

Total Expected Normal Cost 16,287,158    17,407,893    1,120,735   6.9%

2018/19  2019/20 Dollars Percent

Minimum Payment of on UAL 25,698,507    26,469,557    771,050       3.0%

Additional Discretionary Payment (ADP) 8,801,493      8,530,443      (271,050)      -3.1%

  Total Planned UAL Payment 34,500,000    35,000,000    500,000       1.4%

2018/19  2019/20 Dollars Percent

Total Expected PERS Contribution 50,787,158    52,407,893    1,620,735   3.2%

Less:  Expected Employee Contributions 10,324,540    11,017,800    693,260       6.7%

Net Employer Cost "Projected" 40,462,618    41,390,093    927,475       2.3%

Total Expected Pension Cost Change

ChangeExpected Normal CostNormal Cost Rate

Amortization of UAL Change
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CALPERS TIER SUMMARY
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CALPERS TIERS 

SUMMARY OVER TIME

Classic Tier 2 PEPRA

MISCELLANEOUS

Group Name Benefit
Active 

Employees

Payroll 

FY19-20
% of Total

Tier 1 2.5% @ 55 372 $33,348,039 80%

Tier 2 2.0% @ 60 29 2,713,601                    6%

PEPRA 2.0% @ 62 113 5,764,989                    14%

TOTAL 514 $41,826,629

SAFETY

Group Name Benefit
Active 

Employees

Payroll 

FY19-20
% of Total

Tier 1 3.0% @ 50 212 $27,006,498 85%

Tier 2
3.0% @ 55 (PD)

2.0% @ 50 (FD)
27 2,648,599                    8%

PEPRA 2.7% @ 57 25 2,043,085                    6%

TOTAL 264 $31,698,182
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AMORTIZATION SCHEDULES
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OLD VS. NEW AMORTIZATION POLICIES

Driver

Source

(Gain)/Loss

Assumption/Method 
Change

Benefit 
ChangeInvestment Non-investment

Previous Amortization Policy

Amortization Period 30 Years 30 Years 20 Years 20 Years

Escalation Rate (Level Percent of Pay) Payroll (2.75%) 2.75% 2.75% 2.75%

Ramp Up 5 5 5 0

Ramp Down 5 5 5 0

Payment Efficiency (Total Pmts. As  % of Principal) 308% 308% 223% 223%

June 2019 Amortization Policy

Amortization Period 20 Years 20 Years 20 Years 20 Years

Escalation Rate (Level Dollar) 0% 0% 0% 0%

Ramp Up 5 0 0 0

Ramp Down 0 0 0 0

Payment Efficiency (Total Pmts. As  % of Principal) 225% 209% 209% 209%

Efficiency Improvement (Interest Savings) 27% 32% 6% 6%
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FUNDING OPTIONS

• Default Payment Option

• 2013 Fresh Start Base: Level Percent of Pay – No Ramp Up/Down (15 year period)

• 16 Individual Bases between 2014 and 2018 :  Level Percent of Pay – 5 Year Ramp Up/Down (Various terms)

• Option 1

• 2013 Fresh Start Base: Reset to Level Dollar Amortization – No Ramp Up/Down (15 year term)

• Consolidate 2014 – 2018 Bases: Level Dollar Amortization – No Ramp Up/Down (15 years term)

• Option 2

• 2013 Fresh Start Base: Reset to Level Dollar Amortization– No Ramp Up/Down (15 year term)

• Consolidate 2014 – 2018 Bases: Level Dollar Amortization – No Ramp Up/Down (20 year term)

• Option 3A – With ADPs

• 2013 Fresh Start Base: Level Percent of Pay with ADP (15 year term)

• Partial Fresh Start – All Other Bases: Level Percent of Pay with ADP (4 year term with ADP)

• Option 3B – Without ADPs

• 2013 Fresh Start Base: Level Percent of Pay without ADP (15 year term)

• Partial Fresh Start – All Other Bases: Level Percent of Pay (20 year term)
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PAYMENT OPTION COMPARISON

2017 Val

Default Option Default Option Option 1 Option 2

Option 3A 

(Recommended) Option 3B

UAL Principal Balance 305,994,956       325,186,486          325,186,486    325,186,486    325,186,486        325,186,487    

Interest 203,869,194       232,632,907          192,250,875    197,114,908    187,653,502        218,970,099    

Total Payments Require to Amortize UAL 509,864,150       557,819,393          517,437,361    522,301,394    512,839,988        544,156,586    

Amortiation Efficiency (AE) Ratio 166.6% 171.5% 159.1% 160.6% 157.7% 167.3%

Interest Savings Over 2018 Default 40,382,032$    35,517,999$    44,979,405$        13,662,808$    

NPV Savings @ 3% 20,955,474$    19,009,152$    22,896,956$        9,135,543$      

 2019 Roll-Forward Balances (Used to determine minimum contributions for FY 19/20) 

2018 Projected 
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PROJECTED AMORTIZATION BASES 
AS  OF  06 /30 /2018  AND ROLLED FORWARD TO 06 /30 /2019

MISCELLANEOUS AND SAFETY PLAN COMBINED

Est. UAL Balance

Yrs 6/30/19* Total Pmts* No ADPs With ADPs

1 06/30/2013 Fresh Start Base 15 304,262,134        500,960,084   165% 161%

2 6/30/2014 (Gain) Investment Return 18.6% 27 (76,596,032)         (175,892,383)  230%

3 6/30/2015 Loss Investment Return 2.4% 28 31,847,317           76,537,056      240%

4 6/30/2016 Loss Discount Rate Change 7.5 %to 7.375% 19 16,814,230           30,846,769      183%

5 6/30/2016 Loss Investment Return .6% 29 31,111,035           78,779,656      253%

6 6/30/2017 Loss Discount Rate Change 7.375% to 7.25% 20 19,880,007           38,694,483      195%

7 6/30/17 (Gain) Investment Return 11.2% 30 (22,066,767)         (59,307,662)    269%

    Net Other (2-9) Bases Prior to 6/30/18 Mixed 989,790                 (10,342,080)    N/A

8 6/30/2018 Loss Discount Rate Change 7.25% to 7.0% 20 28,888,079           60,201,260      208%

9 6/30/2018 Gain Investment Return 8.6% 30 (8,953,515)            (25,752,005)    288%

    Net 2018 (8 &9) (Gain) Loss Bases 19,934,564           34,449,256      N/A

10 Proposed 2018 Partial Fresh Start 20 20,924,354           40,535,310      194% 112%

    TOTAL 325,186,488        589,709,745   172% 158%

* Balance and payments reflect projected balances and phased-in discount rates not yet reflected in the 6/30/17 valuation.

Amort. Efficiency

Proposed
consolidation
of amortization
bases in 
payment 

option 3A
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COMPARATIVE SAVINGS  
HYPOTHETICAL UNFUNDED PENSION LIABILITY

County-wide City Default City Payment Option 3A

AE Ratio AE Ratio AE Ratio

Hypothetical Unfunded Pension Liability 300,000,000$    300,000,000$    300,000,000$                    

AE Ratio 200% 166.6% 157.7%

Total Principal & Interest Payments 600,000,000       499,800,000       473,100,000                       

Interest savings relative to County-wide average 100,200,000$    126,900,000$                    * *

* Not discounted to reflect time value of money.
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STAFF RECOMMENDATION
OPTION 3A

Option 3A accomplishes the following funding goals: 

• Amortizes the UAL over a level dollar payment plan over 15 years as opposed to the lengthier, and consequently costlier, term

options.

• Continues an aggressive funding plan to improve the plan’s funded status and further increases repayment efficiency of the 

unfunded pension liability.

• Preserves financial flexibility to continue ADPs or not.

• Consolidates the number of amortization bases that range between 19-30 years down to a default 20-year repayment schedule 

and significantly reduces administrative burden of managing 16 different bases.  If ADPs are continued, this 20 year base would be 

reduced to 4 years. See Appendix C-5 then C-4 to see how the ADPs would reduce the term of the 2018 Fresh Start Base from 

20 years to 4 years. 

• Starts paying on projected loss base that will be included in the 2018 actuarial valuation thereby avoiding one year’s worth of 

negative amortization.

• Option 3A represents a savings of $45 million over the default schedule realized over 15 years (NPV Savings of $23 million)

• By carefully managing our bases over several years including fresh starts and ADPs, the payment efficiencies gained will 

save Newport Beach taxpayers between $100 and $126 million over 20 years relative to the county-wide repayment 

schedule.
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POTENTIAL BENEFITS OF USING A 
SECTION 115 TRUST

• Trust assets can be theoretically accessed to pay CalPERS at anytime to reduce volatility and offset 

unexpected rate increases (rate stabilization).

• Provides access to a broader universe of investments that the City can undertake on its own, including 

stocks and longer-term bonds.

• Allows the City to maintain control and investment oversight of assets.

• Rainy Day Fund - Emergency source of funds when Employer revenues are impaired based on economic 

or other conditions

• Diversifies investment assets and strategies. 

• Added flexibility and control compared to the direct payment method to CalPERS

• Since PEPRA eliminated “Contribution Holidays” a Section 115 plan could serve as a relief valve when 

plans are approaching fully funded status
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POTENTIAL LIMITATIONS OF USING A 
SECTION 115 TRUST

• Does not directly reduce Net Pension Liability

• Assets not recognized when CalPERS sets contribution rates

• Investment Returns (net of expenses) likely to be lower than invested directly with CalPERS

• Added complexities for reporting & administration

• May introduce additional risks

• Potentially short investment horizon

• Headline risk

• Assets can’t be simply transferred to CalPERS.  They must be sold at current market value. In the event of an 

economic downturn, when the reserve funds might need to be accessed, the market value of the trust portfolio 

is also likely to be negatively impacted by the downturn.

• The Trust would not likely have a material impact on overall pension asset diversification or investment return 

relative to the $620 million of pension assets already at CalPERS. 


