A Better Understanding of
Belvedere’s Pension Costs and Obligations
A draft summary prepared by Bob McCaskill with input from Mary Neilan and Becky Eastman

The recent front-page headline of the Marin Independent Journal (Oct. 7, 2013) read “Critics
Assail Pension Debt”. The story focused on the report by the “Citizens for Sustainable Pension
Plan” which pointed out that the total combined retirement debt for Marin’s city and county
governments now exceeds $2.3 billion, which equates to $25,000 per resident. Since this
amount includes both the retirement debt of the county (applicable to all residents in the
county) and the retirement debt of all Marin cities, the amount of debt per resident varies
widely from city to city.
The following report was drafted in an attempt to present a simple explanation of the basic
rules governing retirement benefits of employees of the City of Belvedere, how these benefits
are determined, the total current unfunded amount of Belvedere’s retirement obligations, and
what alternatives are and are not available to the City in its efforts to control the growth of its
pension costs and obligations. The goal of the report is to succinctly summarize the key aspects
of the City’s pension plans and obligations without getting into the more intricate complexities
of the City retirement plans. However, the report will refer to various appendices that give
further detail on certain subjects covered by this report.
Background
Belvedere provides retirement benefits for its employees through the California Public
Employees Retirement System (“CalPERS”). This is a state-wide retirement system that has
strict rules and regulations (governed by the State government) applicable to all local and State
bodies that are participants in the system. The State Legislature started CalPERS in 1932 as a
retirement system for State employees, but in 1939 other public agencies were allowed to
enter into the system. Of the 478 cities in California, 449 contract with CalPERS for employee
retirement benefits.
The CalPERS pension plan is a “defined benefit” plan. These plans determine employee
retirement benefits by calculating a specific dollar pension amount to be paid to employees
upon retirement based on an employee’s age, years of service, and compensation prior to
retirement. (In contrast, a “defined contribution” plan, such as a 401(k) or 403(b) plan,
determines the amount of retirement benefits to be paid to an employee based on the amount
of contributions made to the plan prior to retirement, and the investment returns realized by

the plan prior to each employee’s retirement. CalPERS does not allow its members to
substitute a defined contribution plan for a CalPERS pension plan.)
Belvedere’s employees are divided into two groups for determining pension benefits available
at retirement: (1) miscellaneous (non-safety) employees and (2) public safety employees. The
retirement benefits for these two groups are different, and the process by which they are
negotiated is different.
The annual cost of the CalPERS pension plans are partially funded by contributions from
employees, and the balance of the cost is funded by the employer. The ratio of employee and
employer contributions is set by CalPERS (but can be negotiated with employees). For FY 13/14
the percentage of salary to be paid by the City and by employees for pension coverage is as
follows:
Miscellaneous (non-safety) employees:
Safety employees:

City 10.81% Employee 7%
City 19.9% Employee 9%

Statewide Pension Reform in 2012
The California Legislature passed, and the Governor signed, statewide pension reform in 2012 known as The California Public Employees’ Pension Reform Act of 2013 (“PEPRA”). This
legislation made significant changes to the rules allowing modifications to pension plans for
existing employees under CalPERS as of December 31, 2012, and also created a new set of rules
and plans for employees hired after December 31, 2012 if the employee was not previously
covered by a CalPERS plan. These two groups of public agency employees are now identified
as:


“Classic Employees”: existing employees at 12/31/12 and employees hired after
12/31/12 who were previously covered by a CalPERS plan.



“New Employees”: employees hired after 12/31/12 who were not previously a member
of a CalPERS plan.

Most of the information in this report relates only to pension information applicable to “Classic
Employees”. There is a small section at the end of this report that describes the CalPERS plans
applicable to “New Employees” (i.e., employees hired after 12/31/12 who are not
grandfathered under the old CalPERS plans).

Specific CalPERS Plans and Calculating Benefits
Until recently CalPERS has offered five specific plans for each of these two groups of employees:

Miscellaneous Employees
2% at age 60
2% at age 55
2.5% at age 55
2.7% at age 55
3% at age 60

Safety Employees
2% at age 55
2% at age 50
2.5% at age 55
3% at age 50
3% at age 55

For both employee groups, the least expensive plans for a public agency to adopt are the plans
listed on the first line of the above chart (2 % at 60 for miscellaneous employees and 2% at 55
for safety employees). For a specific employee retiring at the age shown, the annual pension to
be paid is determined by multiplying the percentage shown by the number of years of service,
and the resulting percentage is then multiplied by the employee’s annual compensation. Thus,
for a miscellaneous employee covered by a 2% at age 55 plan and who retires at age 55 at a
final compensation of $60,000 and after 30 years of service, the annual pension to be paid
would be:
2% x 30 yrs x $60,000 = $36,000 annual pension
Final compensation is the average full-time pay for the employee’s highest paid one-year or
three-year period of employment; each public agency determines the choice of years used (i.e.,
one year or three years) in the calculation.
All of the plans have a minimum vesting requirement of 5 years of service. Employees in all of
the plans can retire as early as age 50 and be eligible to draw pension benefits if they have five
years of service. For employees that retire before or after the age specified age in their plan,
the amount of the pension benefit is reduced or increased by a predetermined percentage.
(For example, under a 2% at age 55 plan, an employee waiting until age 63 would use a 2.418%
factor instead of a 2% factor in calculating the pension benefit at retirement. This factor does
not increase beyond age 63.)
Because the CalPERS plans are portable between agencies participating in CalPERS, the number
of years of service includes total years of employment at all public agencies within the entire
system -- although each city is only responsible for funding a proportionate part of the pension
based on the number of years the employee worked at that city.

The Plans Adopted and Currently in Force for Belvedere’s Employees
The specific CalPERS plans and benefits offered to employees of Belvedere as of 12/31/12 can
be summarized as follows:


Miscellaneous employees have a 2% at age 55 plan. Safety employees have a 2% at age
50 plan. (These are the second least costly of the plans allowed by CalPERS.)



The final compensation amount for Belvedere employees is based on:
- highest 1-year compensation for miscellaneous employees
- highest 3-year average compensation for safety employees
Basing the pension on the employee’s highest 1-year salary is a more costly alternative
for the City.

CalPERS no longer allows for an agency to make any changes to the future benefit factors for
“Classic” employees. Thus, at the present time it is not possible for a city to switch to a
different CalPERS benefit level for “Classic” employees (new or existing), or to change the
method it uses for calculating final compensation.
How Do Belvedere’s Pension Policies Compare to Other Marin Cities?
The analysis released in October 2013 by Citizens for Sustainable Pension Plans provides
valuable information for comparing Belvedere’s retirement plan policies to those of other
Marin cities. Key statistics reported in that study include the following:
1. Each City’s Retiree Spending as a Percentage of Total City Spending. Belvedere had the
lowest percentage of any of the eleven cities in Marin. Belvedere’s percentage was 6%;
the other cities in Marin had percentages ranging from 7% (Tiburon) to 24% (San
Rafael). Thus, Belvedere had the best score on this measure of any city in the County.
(See Appendix A for the reported percentages for all cities.)
2. Choice of CalPERS Plans.
- As previously noted, the lowest cost CalPERS plan for miscellaneous (non-safety)
employees is the 2% at age 60 plan; no cities in Marin use this formula. The next least
costly plan is the 2% at age 55 plan. Belvedere is one of four cities in Marin to use this
plan for miscellaneous employees. Five other cities have 2.5% at 55 plans; one city has a
2.6% at 55 plan, and one city has a 2.7% at 55 plan.
- The lowest cost CalPERS plan for safety employees is the 2% at age 55 plan; no cities in
Marin use this formula. The next least costly plan is the 2% at age 50 plan. Belvedere is
the only city in Marin that uses this plan. All other cities use more costly plans. (See
Appendix B for reported data for all cities.)

Unfunded Pension Obligations
The health of a particular city’s pension plan is usually measured by the relative size of its
unfunded pension obligations (as compared to its total pension obligation, and as calculated on
a per resident basis). The conventional wisdom is that a public agency should have contributed
sufficient funds to its pension plans so that 80% of its total pension debt has been funded at
any given time.
Per the Citizens for Sustainable Pension Plans report, Belvedere’s funded and unfunded pension
debt was as follows:

Funded pension debt
Unfunded pension debt

Amount__ % of Total
$10,271,037
68%
$ 4,796,221
32%

How Does Belvedere’s Funded % and Retiree Debt per Household Compare to Other Cities?
Belvedere’s funded percentage as reported in the analysis by Citizens for Sustainable Pension
Plans was 68%. It was the second highest (best) funding ratio of the eleven cities in Marin.
Only two cities had a better ratio of 69% (Tiburon and Novato).
Belvedere’s retiree debt per household amount was reported as $5,168 per household
(exclusive of County debt). Four cities had a lower per household debt (Tiburon having the
lowest at $2,401 per household), and seven cities had a higher amount (Corte Madera having
the highest at $8,560 per household). The number of households in Belvedere used in these
calculations is 928 households.
It should also be noted that Belvedere has no other bank debt, bond debt or other long-term
debt. Belvedere’s only long-term obligation is the unfunded CalPERS pension obligation.
Although not reported in the study, it is unusual for a city to have no bank borrowings or bond
debt.
(See Appendix C for reported data for all cities.)

Belvedere’s Decision in 2013 to Pay Down its Side Fund Pension Liability
Not reflected in the report from Citizens for Sustainable Pension Plans is the reduction in
Belvedere’s unfunded pension liability that occurred in August, 2013. Most cities have had two
components of their unfunded pension liability to CalPERS: the normal unfunded debt, and a
“side-fund” debt created a number of years back when CalPERS concluded that cities could

defer some part of their normal pension payments because of the health (at that time) of the
statewide pension funds. (That policy proved to be less than wise when the stock markets
subsequently suffered major declines starting in 2008, leaving the CalPERS pension funds
dramatically underfunded.) The deferred payments came to be called “side-fund” liabilities.
Most cities are paying down this additional pension liability over an extended period of years.
One of the most troubling facts about these side-fund liabilities was that CalPERS was charging
an annual interest rate of 7.5% on these side-fund liabilities (far higher than the rate at which
most cities could borrow funds from a local bank). The amount of Belvedere’s side-fund liability
in mid-2013 was approximately $856,000 (on which it was paying an annual 7.5% interest
charge to CalPERS).
In August 2013 the Belvedere City Council made the decision to fully retire this debt with excess
cash funds held in its reserves. Although this reduced the City’s cash reserves to a lower
amount than had been previously maintained, this action will save the City approximately
$327,000 over the next nine years (which was the period over which the City was previously
paying down the side-fund debt).
Since the data in the report from Citizens for Sustainable Pension Plans was accumulated prior
to 2013, this significant reduction in Belvedere’s unfunded pension debt is not reflected in the
comparative data in the report. We believe that this reduction in the City’s unfunded debt will
even further enhance Belvedere’s ratios in comparison to other cities in Marin.
We currently estimate that after paying off the City’s side-fund debt to CalPERS, Belvedere’s
comparable pension debt per household is approximately $4,102. (This per household pension
debt is still higher than four other cities in Marin.)

How Realistic are the Unfunded Pension Debt Amounts Determined by CalPERS?
Not very realistic. As reported in the analysis by Citizens for Sustainable Pension Plans, the
amount of unfunded pension debt reported by each city is based on actuarial calculations by
CalPERS each year. CalPERS currently calculates the unfunded debt of each city based on an
assumption that the CalPERS invested funds will earn an average return of 7.5% per year for the
indefinite future. By assuming such a high rate of return on its investments to help fund future
retiree’s pension costs, it significantly reduces its calculation of the amount of unfunded debt.
A number of recent studies published by the Stanford Institute for Economic Policy Research
have concluded that the 7.5% investment return rate currently used by CalPERS is not realistic.
Both these and other studies have suggested that a 6% rate of return (or lower) should be used.

As pointed out in the analysis by Citizens for Sustainable Pension Plans, the CalPERS average
investment return for the past 12 years (2001 – 2012) was only 4.8%. The amount of unfunded
pension debt for all CalPERS agencies would almost double using this rate of return.
It is worth noting that the actual CalPERS realized rate of investment return varies depending
on the period of time being examined. For the period 2002-2013 the average rate of
investment return was 6.4%. For the period 1990-2013 the average rate was 9.2%.

The Supplemental PARS Retirement Benefit Plan
In July of 2006 the City entered into a contract with Public Agency Retirement Services (“PARS”)
to supplement the existing CalPERS retirement plans for its employees. The additional benefit
adds a maximum of 0.5% to the benefit factor for Miscellaneous employees, and adds 0.3% for
Safety employees.
Unlike CalPERS, the requirements for an employee to ever receive this benefit are rather strict:
 Employee must complete 15 years of continuous service with Belvedere.
 Employee must simultaneously retire from CalPERS and from the City of Belvedere.
 Employee must be at least 55 years old at retirement. (Note that our Safety employees
can otherwise retire at age 50 with full benefits under the CalPERS plan.)
Under PARS the benefit factor for Miscellaneous employees retiring at age 55 (and who meet
the other requirements above) will be increased from 2% to 2.5%. If the employee works
beyond age 55, the added PARS benefit is reduced each year (as the CalPERS benefit factor
increases) until age 63. At that age the added PARS benefit is only the difference between 2.5%
and the maximum CalPERS benefit factor of 2.418%.
Under PARS, the benefit factor for Safety employees retiring at age 55 (and who meet the other
requirements above) will be increased from 2.7% to 3%, and the total benefit will not increase
beyond that rate. The maximum pension benefit for Safety employees is 90% of salary.
The PARS plan is not portable, so employees who terminate prior to reaching age 55 do not get
any benefits from PARS. Employees hired after December 31, 2012 are not covered by PARS (as
mandated by the new PEPRA legislation).
As of September 1, 2013, there are 10 employees in the Miscellaneous plan, and 7 employees
in the Safety plan. Only one employee in each group had met the eligibility requirements for
the PARS plan at that date (i.e., are age 55 or older and have worked for Belvedere for 15 years
or longer). Only one Belvedere retiree is benefiting from PARS, and has been receiving about
$2,000 per year since September 2010. Based on the age of current Belvedere employees and
what they have indicated about their retirement plans, it is not clear how many will qualify to
receive the PARS benefits.

The cost of the PARS supplemental plan is calculated as a percent of salary, similar to CalPERS
rates. In FY13/14 the City will contribute $42,000 to PARS (representing 2.93% of salary for
covered employees). There is no employee contribution required. The City is required by
California law to have an independent actuarial valuation of our PARS plan every three years at
a cost of $6,750. PARS also charges an administrative fee of $1,800 per year.
It appears questionable whether the benefits offered to Belvedere’s employees can justify the
cost of the PARS plan. Unfortunately, our initial investigation suggests that the terms of the
plan agreed to in 2006 may make it prohibitively expensive for the City to discontinue the PARS
plan. Further study of this issue is needed.

The CalPERS Formula for “New Employees”
With the passage of the new statewide pension reform legislation (PEPRA), all public agencies
are now allowed to offer a lower cost retirement plan to all new employees hired after
12/31/12 (who were not previously covered by CalPERS at a previous employer). The
retirement benefits for such “new employees” are as follows:
For Miscellaneous (non-safety) Employees: The allowable plan is a 2% at age 62 plan.
The minimum retirement age is age 52 (at which time an employee would only be
entitled to a 1% pension calculation). For employees that work beyond the normal age
62 retirement under this plan, the maximum benefit is 2.5% at age 67.
For Safety Employees: The allowable plan is a 2.7% at age 57 plan. The minimum
retirement age is 50 (at which time an employee would only be entitled to a 2% pension
calculation). For employees that work beyond the normal age 57 retirement under this
plan, the maximum benefit is 2.7% at age 57.

Forecast of Future Growth in Belvedere’s Annual Retirement Costs
Over the next six years, Belvedere’s payroll costs are currently forecast to increase by 12.6%.
However, in six years its employee pension costs (based on CalPERS current estimates) are
expected to be 73% higher than today!
Thus, notwithstanding the very favorable comparison between Belvedere’s pension costs and
liabilities as compared to the other cities in Marin, the growth in our city’s pension costs is still
staggering.
Because of the current State prohibitions against any public agency reducing the current
pension benefits of existing employees (as well as new employees with prior CalPERS coverage),
there are only a limited number of options available for reducing future employee retirement
costs.

At the present time, the potentially viable options are extremely limited:
1. Negotiate with employees for a higher employee contribution to the City’s pension
plans (i.e., ask employees to fund part of the recommended employer share of the
current CalPERS plans).
2. Lobby CalPERS to allow public agencies to include a “Defined contribution” element in
its pension plans for current employees.

Recent Proposal for Pension Reform by San Jose’s Mayor
The mayors of five California cities (led by Mayor Chuck Reed of San Jose) have recently
proposed state pension reforms that would empower government employers to negotiate for
changes “going forward” in the pension benefits of existing employees. On October 16, 2013,
these five mayors submitted a proposed state ballot initiative to the State Attorney General
covering their proposed reforms. The proposal primarily addresses a concept known as the
“California Rule”.
Private employers are allowed to prospectively negotiate or change the terms of employee
retirement benefits going forward. This means that benefits earned for past employment may
not be altered, but that benefits for future work not yet performed are subject to negotiation
(as are all other terms for on-going employment). However, in California there have been a
series of court cases which make it nearly impossible for a government agency to make any
prospective changes to the retirement benefits for existing employees. Government
employees are guaranteed that no changes to their benefits can ever be made subsequent to
their very first day of employment. This restriction for government employees is known as the
“California Rule”.
The proposed ballot initiative would not in any way affect the accrued employee retirement
benefits already earned for work performed by existing employees. Nor would it in any way
affect the retirement benefits of former employees already retired. The proposed initiative
would permit government agencies to negotiate changes to retirement plans for work not yet
performed.
The likelihood of these reforms being passed is uncertain at best. (See Appendix D for press
coverage of this effort.)

