OTHER SCHEDULED ITEMS

BELVEDERE CITY COUNCIL
APRIL 12, 2021

To:

Mayor and City Council

From:

Craig Middleton, City Manager
Amber Johnson, Administrative Services Manager

Subject:

Pension-related Reforms

Recommended Motion/Item Description
Consider the Staff Report, Attachments and Finance Committee recommendations.
Adopt the following resolutions:
•
•
•

Two Resolutions authorizing the establishment of a Section 115 Trust for pension-related
purposes and delegating authority to request disbursements from the 115 Trust
Resolution amending the FY20/21 Budget and Five-Year Projection to reflect an
investment of $1.5M in the Section 115 Trust
Resolution amending the Administrative Policy Manual, Section 2.2 (Fund Balance and
Reserve Policies), Section 2.3 (Pension/OPEB Funding) and Section 2.5 (Investments).

Background
Belvedere is a member of the CalPERS pension system. As such, the City is subject to the
vicissitudes of CalPERS funding policies, investment projections and actual performance, and
actuarial assumptions – each of which impacts the level of funding commitment that is required
on an annual basis and the level of unfunded liability that is carried by the City. Over the past
decade, pension costs (both annual and long-term liabilities) have increased. Efforts to rein in
pension costs so as to reduce their potential to crowd out funding for public services have been
undertaken by the State and the City over the past decade. The Public Employees’ Pension
Reform Act (“PEPRA”) created new pension formulas that would be applied across all CalPERS
member jurisdictions to new employees; the old formulas would apply only to employees and
retirees who had already vested in the system (“classic” employees). The budgetary impacts of
PEPRA will become more tangible in a decade or two. Meanwhile, pension costs continue to
rise.
Belvedere has long recognized the importance of controlling pension costs. Over the past
decade, the City Council has taken several actions to mitigate rising pension liabilities:
•

Subsequent to 2003, most cities in California had what is called a “Side Fund” liability,
which is an unfunded liability in addition to the larger regular unfunded CalPERS
pension liability. As of 6/30/13, Belvedere’s Side Fund liability was $863,000. In August
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2013, the City paid off its entire Side Fund liability by using part of the City’s cash
reserves. This caused the City to dip below its General Fund reserve target until it was
able to achieve a fully-funded reserve again in 2016. As back up in case of an
emergency, the City also obtained a line of credit in the amount of $800,000 at this time.
In Fiscal Year 2014/15, the City began transferring $100,000 per year to a Pension
Reserve Fund. By Fiscal Year 2016/17 this fund had accumulated $300,000, and the City
sent this $300,000 as an additional lump sum payment to CalPERS.
By 2017, the City’s unfunded accrued liability (“UAL”) had grown to $3.6 million. In
August 2017, the City paid $3.6M to CalPERS to fully fund its UAL. The funding was
obtained from excess reserves ($1M) and a lease/leaseback arrangement on the City’s
Corporation Yard (financing $2.6M).
The City continues to transfer $100,000 to its Pension Reserve Fund annually.

Since that time, the UAL has grown anew, resulting primarily from CalPERS’ recognition that
its discount rate (i.e. rate of expected return on investment) is overly optimistic. The UAL
increases when CalPERS’ actual investment performance does not meet expectations; City
obligations also increase when CalPERS decides to reduce its discount rate, as it did during the
three-year period of Fiscal Year 2018/19 to 2020/21, with reductions from 7.5% to 7.0%.
Despite these efforts, the Council has continued to be concerned about the impacts of rising
pension cost on the City’s budgets, and its potential for creating shortfalls in budgetary resources
needed to fund city services and important capital projects.
Recognizing that Belvedere needed a more comprehensive proactive strategy for dealing with the
pension challenge, the City created in 2020 an ad hoc Taskforce on Pensions and Other Post
Employment Benefits (“OPEB”), most significantly retiree healthcare benefits. The Taskforce
has focused initially on pensions – this being the area of primary concern. This staff report deals
exclusively with the pension issue; OPEB recommendations will be developed later this year.
The Taskforce met frequently over the past several months. It analyzed the issue; consulted with
actuarial and accounting specialists; conferred with the City of Palo Alto, which has adopted
some pension-related reforms; met with fund managers for Section 115 Trusts; and developed
recommendations for consideration by the Finance Committee. The Finance Committee
considered these recommendations, made some adjustments, and voted unanimously on March
26, 2021 to present a recommended strategy to the Council for possible adoption. The strategy is
actionable (e.g. there are sufficient budgetary resources to fund it), proactive, scalable, and
innovative.
At the outset, the Taskforce determined that the City should adopt the following tenets:
1. The cost of employee benefits should be paid by the generation of taxpayers who receives
services.
2. Actuarial assumptions should be prudential to ensure that promised benefits can be paid.
3. Funding shortfalls should be closed expeditiously. The goal is full funding.
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4. Large swings in employer contribution rates are undesirable. Smoothing is desirable.
5. Funding policies and underlying assumptions should be clearly delineated and regularly
reviewed.
Based on these tenets, the Taskforce developed and proposed a strategy that would establish a
City commitment to plan for and fund pension costs based on realistic assumptions, and to
develop a mechanism by which future adjustments to the funding formula could be made in 3-5
year increments.
A full report from the Taskforce to the Finance Committee is included as Attachment A to this
staff report.
A key factor in determining an appropriate funding formula is the City’s level of confidence in
CalPERS’ projected rate of return (“discount rate”) on its investment portfolio. To the extent
that CalPERS underperforms relative to this projection, member cities are forced to increase their
annual contributions to CalPERS. A one-percent divergence between expected and actual
performance would have a significant budgetary effect. For this reason, the Taskforce decided
that a prudent policy would involve funding pension obligations at a level that is based on a more
realistic investment return assumption. For the next 3-5 years, the Taskforce recommended that
this rate be set at 6%, 100 basis points below the current CalPERS discount rate of 7%. The
Taskforce recommended that this rate be used to determine annual budgetary contributions that
would result in full amortization of the City’s unfunded liability over 20 years. Further, the
Taskforce recommended that the Finance Committee review this calculation on a 3-5 year basis,
and recommend adjustments as appropriate. This approach – reserving sufficient funds to
provide for accrued pension obligations, calculated using a lower and more realistic projection
of investment return – is among the more aggressive approaches that we have encountered
among CalPERS member jurisdictions.
Section 115 Trusts are used by cities and counties to reserve funds against pension liabilities.
Funds can be transferred from a Section 115 Trust to pay for pension costs; they cannot be used
for other purposes. The Taskforce and Finance Committee recommend that the City Council
authorize the establishment of a Section 115 Trust (Attachments C and D). Further, it is
recommended that the Council seed this Trust with $1.5M in initial funding from available
budgetary reserves (Attachment E), and that it commit to an annual payment over the next 5
years of $300,000/year into the Trust. Finally, it is recommended that the current Pension
Reserve Fund, which is funded at $100,000/year, be abolished as it would no longer be needed.
With these investments, the City would be positioned to fully fund its current pension debt over
the next twenty years, even while assuming a more realistic projection of CalPERS investment
returns.
While the City’s general reserves are invested in the Local Agency Investment Fund (LAIF),
there is more flexibility in how Section 115 Trust funds can be invested. Having reviewed
options offered by the two leading Section 115 Trust managers (PARS and PERS), the Finance
Committee recommends that the Section 115 Trust funds be invested in a moderately
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conservative passively-managed CalPERS fund “CEPPT #1” (Attachment B).
In order to effect the policy recommendations indicated above, a number of amendments to the
City’s Administrative Policy Manual (“APM”) are required (Attachment F).
Policy 2.2 on Fund Balance and Reserves would be amended to: 1) establish a Section 115 Trust
for the purpose of setting “aside an appropriate level of funds to fully fund pension obligations at
a more prudential rate,” and 2) change the City’s calculation for General Reserve purposes to
clarify that contributions to this new Section 115 Trust reserve will not inadvertently increase the
City’s required General Reserve contribution.
Policy 2.3 on Pensions and OPEB would be amended to reflect the aforementioned
recommended policy framework for full funding of pension obligations at a prudential discount
rate. It would memorialize the decision to establish a Section 115 Trust into which the City
would invest funds reserved for future pension-related expenses. It would outline the role of the
Finance Committee as relates to its periodic review of pension funding and the development of
recommendations for the City Council. It would also specify that an annual update be included
in the annual budget document as regards pensions and pension-related contributions and their
effect on the City’s general reserves, along with appropriate disclosures of the 115 Trust
investments to be reported in the annual financial statements. Finally, it would establish that the
City will work over time to increase “classic” employee contribution rates, in accordance with
PEPRA guidelines and the practice of other local agencies.
Policy 2.5 on Investments would be amended to exclude pension trust funds, other postemployment benefit trust funds, and the proceeds of debt issues.
Finally, information relating to the methodology used for calculating a realistic discount rate and
funding the Section 115 Trust would be included in the City’s annual budget document. This
would provide clarity as to the methodology used in the current instance and would be of
assistance to future Council and Finance Committee members in their pension funding reviews.
Fiscal Impact
The City is presently in a strong position to implement this set of pension-related policies.
Sufficient unencumbered funds are currently available to make an initial contribution of $1.2M
to the Section 115 Trust. The accumulated balance in the current pension reserve fund ($300K)
would be added, enabling the City to seed the 115 Trust with $1.5M. Funds would be invested
on a dollar-average basis over 15 months. Annual contributions to the Trust ($300K/y) would be
accomplished by extending the deferral of a police officer hire for 3 years; it is anticipated that a
police officer could then be hired without affecting the City’s ability to continue to fund the
Trust at the $300K annual level. The 50% general reserve requirement would be achieved in
each of the next five years.
The long-term impact of this near-term pension-related set of actions is impossible to quantify. It
is fair to assume, however, that reserving funds for pension costs now and into the future will
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bring significant budgetary benefits over time. Over the past several years, CalPERS has
lowered its discount rate by 50 basis points in recognition of the likelihood that the fund will not
achieve projected investment returns. It is not unlikely that CalPERS will continue to reduce its
discount rate. By fully funding its pension liabilities, using a more conservative rate of projected
return, the City would be setting aside enough money to ensure that increasing pension-related
costs will not crowd out spending on other essential City projects and functions. This is both
fiscally prudent and far-sighted.
Staff believes that the policy is fiscally sound and fully recommends its implementation.
Attachments
A: Taskforce on Pensions & OPEB Interim Report to the Finance Committee
B: Note to Belvedere Finance Committee on Section 115 Investment Trust Management
C: Resolution of Agreement and Election to Prefund Employer Contributions to a Defined
Benefit Pension Plan (CEPPT)
D: Resolution of Delegation of Authority to Request Disbursements (CEPPT)
E: Resolution amending FY20/21 Budget to reflect a contribution of $1.5M to the Sec. 115
Trust.
F: Resolution to amend the Administrative Policy Manual, Sections 2.2, 2.3 & 2.5.
G: Proposed Language for Budget Section on Pensions
H: Wilkinson paper: Belvedere Pension Reform

Attachment A

Taskforce on Pensions & OPEB Interim Report to Belvedere Finance Committee
Date: March 16, 2021
Background
On January 12, 2021, the City of Belvedere’s Finance Committee established a Taskforce on Pensions &
OPEBs (“taskforce”), comprising four of its seven members. The taskforce was assigned the job of
recommending a package of reforms to reduce the City’s unfunded pension and other post-employment
benefit (OPEB) obligations, to ensure the City’s ongoing fiscal sustainability. The taskforce was asked to
report back to the full Finance Committee when it had made substantive progress. The taskforce has met
six times in the past nine weeks and is ready to recommend a package of measures to reduce the City’s
pension risk. Policy ideas on OPEBs are still being developed.
Pension Funding Tenets
The taskforce suggests the City adopt the following five tenets as the basis of its pension funding policy:
1.
2.
3.
4.
5.

The cost of employee benefits should be paid by the generation of taxpayers who receives services.
Actuarial assumptions should be prudential to ensure that promised benefits can be paid.
Funding shortfalls should be closed expeditiously. The goal is full funding.
Large swings in employer contribution rates are undesirable. Smoothing is desirable.
Funding policies and underlying assumptions should be clearly delineated and regularly reviewed.

Actuarial Assumptions
The first question the taskforce sought to answer in analyzing the City’s pension risk is whether the City’s
pension obligations are appropriately valued by CalPERS. There was broad agreement that the 7.0%
discount rate used by CalPERS to discount future pension benefit payments, which is based on its expected
return on plan assets, is too optimistic, thereby understating the City’s pension liabilities. The taskforce set
about determining a more appropriate discount rate selection methodology. It considered the merits of using
a “risk-free” discount rate (based on an index of high-quality corporate bonds) or relying on analyst
forecasts of future investment returns, for example those laid out in Horizon’s Annual Survey of Capital
Market Assumptions. It concluded that a risk-free discount rate is likely too conservative, given CalPERS
actual investment mix, and that analyst forecasts are no more likely to be correct than those of CalPERS’
investment office, which also consults with outside advisors. The taskforce observed that CalPERS itself is
projecting a 5.67% annual return on plan assets over the next 10 years (it assumes a 7.85% return in the
outer years to reach its overall 7.0% average return).
Factoring in the City’s risk aversion and plan maturity, and acknowledging the unpredictability of financial
markets, the taskforce agreed the City should adopt a discount rate equal to CalPERS’ expected return on
plan assets minus a margin of 100 basis points. This would peg the City’s discount rate at 6.0% for FY2122. Recognizing that CalPERS may reduce its own discount rate in coming years, the taskforce agreed the
6.0% rate should be maintained for a period of up to five years and then be reviewed by the Finance
Committee as part of a standing review of the City’s pension funding strategy (see later).
The taskforce reviewed the other economic and demographic assumptions underpinning CalPERS’ model
and concluded the risks are evenly balanced. The City’s demographic risks are pooled, and the pooled
experience has largely tracked expectations.
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Annual Funding Costs
Having agreed a 6.0% discount rate assumption, the taskforce sought to understand the financial impact of
this more prudent discount rate on the City’s ongoing pension costs. Thanks to GASB rules, agencies are
required to report the impact of a one percentage point reduction (or increase) in the discount rate on both
the normal cost rate (NCR) and unfunded accrued liability (UAL). The data for fiscal year end June 30,
2019 are shown in the table below. CalPERS calculates contribution rates based on funded status two years
prior, so the June 30, 2019 valuations provide the correct numbers for the upcoming 2021-22 fiscal year.
Annual required contribution (ARC) = Normal cost rate (NCR) + Annual UAL payment
Table 1: Impact of 6.0% Discount Rate on Belvedere’s Pension Metrics

Accrued Liability (US$ mn)
Market Value of Assets (US$ mn)
UAL (US$ mn)
Funded Ratio (%)
Employer NCR (%)
Employer NCR (US$)1

7.0% Discount Rate
23.88
22.30
1.58
93.38%
11.63%
249,882

6.0% Discount Rate
26.81
22.30
4.52
83.15%
16.40%
352,208

Change
2.94
2.94
10.23%
4.76%
102,325

Based on estimated payroll and assumes no change in employee contribution rates. Note: The sensitivity data reported in agencies’ CAFR differ
from those presented above (which draw from CalPERS’ Annual Valuation Reports) because CAFR data are based on a higher discount rate
(equal to CalPERS’ discount rate plus 15 basis points of administration expenses). Source: CalPERS

1

Unfortunately, the GASB-required sensitivity analysis does not show how to amortize the higher UAL
created by a 6.0% discount rate. The City asked CalPERS if it could assist, but it declined. The taskforce
therefore reviewed various options for calculating an appropriate annual UAL payment, including relying
on CalPERS’ Pension Outlook tool, using an off-the-shelf tool called GovInvest, applying closed-period,
dollar-flat amortization, or scaling up CalPERS suggested UAL payments in proportion to the higher UAL.
All four options have shortcomings (see box on page 3) but produce broadly similar results in terms of
dollar impact. The taskforce ultimately settled on using CalPERS’ Pension Outlook tool and recommends
that the dollar cost implied by the tool (over and above CalPERS’ scheduled payments) be smoothed and
fixed in nominal terms for a period of up to five years to allow sensible budget planning.
Affordability
Next the taskforce sought to establish the affordability of a 6.0% discount rate from a budgetary perspective.
City staff reviewed the scope of “free funds” within the budget to allocate to pensions, over and above
CalPERS’ ARC payments. They identified approximately $300,000 of available funds on a recurring basis,
$100,000 from terminating the annual pension fund reserve payment and $200,000 from deferring the hiring
of a police officer for at least the next three years. The taskforce also reviewed the City’s current financial
statements, as of June 30, 2020, and identified $1.2 million of excess reserves (leaving a residual excess of
$100,000) and $300,000 of pension fund reserves that could immediately be used to fund pensions and
lower ongoing amortization costs.
Using CalPERS’ Pension Outlook tool, the cost of amortizing the 6.0% UAL adjusted for a $1.5 million
upfront payment was calculated. The additional cost in terms of UAL payment ranged from $190,000 to
$220,000 p.a. over the following five years. Coupled with a $100,000 higher NCR, the total annual impact
of adopting a 6.0% discount rate, adjusted for a $1.5 million extraordinary payment, stands at about
$300,000, allowing the policy to be implemented with limited budgetary stress whilst honoring the City’s
generous reserve policy.
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Box 1: UAL Amortization Methodologies
Option 1: CalPERS Pension Outlook Tool
The tool allows agencies to make changes to discount rate and investment return assumptions as well as make additional
discretionary payments and model their impacts on UAL payments (and the NCR) over a 30-year period versus the current
payment profile. The advantage of this tool is that it lays out the impacts over multiple years and relies on the intricacies of
CalPERS plan-specific actuarial data and amortization rules. The downside is that it produces results that are one year off cycle
i.e., changing inputs today (related to FY19-20) produces results that affect required contributions starting FY22-23, not FY2122. Furthermore, it does not allow the application of a lower discount rate to “stick”, so the amortization clock starts again every
time the model is run.
Option 2: GovInvest Pension Tool
The GovInvest tool is a more sophisticated version of the CalPERS Pension Outlook tool, using CalPERS plan-specific inputs
and amortization rules, and adding one more year of census data. Assumptions can be altered at a more granular level. Historical
data can also be inputted, related to FY18-19 for example, allowing direct calculation of the appropriate UAL payment for
FY21-22. The tool has other useful attributes, unrelated to calculating the UAL payment. The downside of the tool is its cost
(circa $5,000 p.a.) and the unknown nature of its black box, which other cities indicate does not generate matching results to
CalPERS tool.
Option 3: Ratio Formula
Application of a ratio formula involves taking the ratio of the UAL at 6.0% (less Section 115 trust assets – see later) to the UAL
at 7.0% and multiplying it by the UAL payment (at 7.0%) required by CalPERS. The main downside of this methodology is
that CalPERS’ amortization schedule is not smooth and UAL costs tend to accelerate over time. Using a ratio formula will
amplify this effect. Taking the average cost implied by the formula over a medium-term period will mitigate some of this effect.
Option 4: Dollar Flat Amortization Formula
Dollar-flat amortization involves taking the UAL at 6.0% (less Section 115 trust assets) and repaying the debt over a fixed
period, say 20 years, in equal installments, using a 6.0% interest rate. A 20-year window fits with CalPERS new amortization
rules (which shorten the amortization window from 30 to 20 years on new annual bases), and gels with the view of rating
agencies that pension debt should be amortized over 20 years or less. To avoid the debt continuing to roll i.e., never being fully
paid off, the formula would have to amortize the existing UAL over a closed 20-year period, with additional amortization rules
applied to UAL bases created after implementation of the formula.
Source: Author

Investment Options
The taskforce was in broad agreement that monies set aside for pensions should not be used to make
additional discretionary payments to CalPERS. The City already has a 93.4% funded ratio with CalPERS
(using its 7.0% discount rate), although this will likely drop as of June 30, 2020, given CalPERS provisional
4.7% investment return for the year. The taskforce discussed using the funds to make accelerated payments
on the City’s $2.228 million of outstanding lease-leaseback debt (used to finance earlier discretionary
payments to CalPERS) but the terms of the recent lease-leaseback refinancing preclude early repayment
until at least 2026.
Interest therefore centered on establishing a Section 115 pension trust, which irrevocably ringfences funds
for pension purposes. Section 115 trusts are commonplace among Marin municipalities and elsewhere.
Although Section 115 pension fund assets cannot be used to reduce net pension debt for GASB financial
reporting purposes, they are held on balance sheet as restricted assets, thereby improving the City’s overall
statement of net position. The credit rating impact is essentially the same.
The range of Section 115 trust providers is extremely limited. The taskforce briefly explored the option of
the City securing its own private letter ruling from the IRS but determined it would be cost and time
prohibitive. It therefore examined the offerings of the two main 115 trust providers: CalPERS and PARS.
PARS is a for-profit financial services firm that currently manages the City’s modest retirement
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enhancement plan. CalPERS 115 pension trust, known as the California Employers' Pension Prefunding
Trust Fund (CEPPT), has only been operational since October 2019 (although its OPEB trust has run for
much longer). Under both structures, CalPERS/PARS acts as the trustee and partners with outside
investment managers. PARS offers more investment options, but charges higher fees. Investment
performance between CEPPT and PARS is similar. The taskforce is looking for guidance from the Finance
Committee on its preferred investment vehicle. It recommends seeding the chosen trust with the $1.5
million of excess reserves/pension reserves, using dollar-cost averaging, and then making payments of
$300,000 per annum until the next pension review (see next).
Please review the separate document for a more thorough review of investment options.
Oversight and Reporting
The taskforce discussed an appropriate oversight and reporting framework. It suggests the Finance
Committee conduct a standing pension funding review at least every five years to reset the discount rate,
adjust annual funding costs and fix those payments until the next review. It may also wish to move money
from the 115 trust to CalPERS, depending on circumstances, and/or making additional payments to the 115
trust or CalPERS should the City have accumulated fresh excess reserves.
The taskforce discussed valuing the City’s pension liabilities at a 6.0% discount rate for financial reporting
purposes but concluded this would disadvantage the City vis à vis its peer cities. Instead, it suggests staff
produce an annual pension funding update describing the City’s pension funding policy and funded status
and include it in the City’s annual budget report.
Retirement Enhancement Plan Review
The taskforce reviewed the City’s retirement enhancement plan, managed by PARS, which has been closed
to new entrants since 2012. It determined that its total and unfunded liabilities are small and already
discounted using a 6.5% discount rate and that further review, or special funding arrangements, were not
necessary at this stage.
Review of City’s Reserve Policy
The taskforce discussed whether the City’s generous reserve policy (reserves of no less than 6 months of
general fund operating expenses, debt financing costs and fire contract costs net of fire tax revenues) should
be relaxed to reflect the additional financial buffer provided by the Section 115 trust i.e., in a difficult year,
trust assets can be used to finance payments to CalPERS. The consensus was that reducing reserve
discipline to finance greater pension discipline would be imprudent.
The taskforce also considered how transfers to the Section 115 trust and additional discretionary payments
to CalPERS should be treated for the purposes of calculating the City’s reserve requirements. It
recommends these items be excluded from the reserve requirement calculation (denominator) because they
are discretionary in nature. This is consistent with the City’s existing treatment of discretionary payments
to CalPERS and internal money transfers.
Employee Contribution Rates
Finally, the taskforce discussed scope for raising employee contribution rates to help share the burden of
increased costs associated with CalPERS’ investment underperformance versus its ambitious target. The
taskforce observed that PEPRA employees already pay 50% of their NCR, which is the maximum allowed
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under the law. However, classic employees pay less than recommended by the Public Employees’ Pension
Reform Act which provides for an increase in classic employee contribution rates to 8.0% (from 7.0%) of
salary for miscellaneous staff and to 12.0% (from 9.0%) of salary for safety workers, commencing 2018.
The savings to the City from implementing a higher classic employee cost share are limited (circa $15,000
p.a.) given the City’s current employee mix, particularly the low number of classic safety workers.
Nevertheless, the taskforce recommends the City work to increase classic employee contribution rates to
those suggested by the PEPRA reforms, bringing the City in line with other local agencies. The taskforce
does not recommend employee cost sharing of the employer portion, as the required quid pro quo, typically
a pay rise or higher COLA, can increase overall employer costs, particularly given the low rate of staff
turnover in Belvedere.
Summary
•
•
•
•
•
•
•
•
•
•
•

Continue to make CalPERS’ ARC payments (NCR + UAL payment) according to its funding formulas.
Continue to use CalPERS discount rate for financial reporting purposes.
Seed a Section 115 pension trust with the $1.5 million of excess reserves and pension reserves.
Adopt a discount rate of CalPERS minus 100 basis points for internal planning purposes.
Fix that rate, currently 6.0%, for up to five years, commencing FY2021-22.
Determine the NCR and UAL at 6.0%, using CalPERS latest Annual Valuation Reports.
Calculate the annual UAL payment at 6.0% net of Section 115 fund assets.
Calculate the difference between the ARC at 6.0% and CalPERS ARC. Fix that amount, estimated to
be $300,000 in FY2021-22, in nominal terms for up to five years.
Make an annual payment of $300,000 to the Section 115 trust, commencing FY2021-22.
Produce an annual pension funding update to be included in the City’s annual budget report.
Implement a standing pension review at least every five years after adoption of the policy, led by the
City’s Finance Committee.
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Note to the Belvedere Finance Committee on Section 115 Investment Trust Management

Section 115 Plans are the common vehicle used by cities to set aside funds for expected future
cash needs to cover the unfunded pension liabilities at CalPERS. The Subcommittee researched
the two primary providers of these IRS-approved plans (CalPERS and PARS) and the investment
options offered by each. The Subcommittee suggests that the full Finance Committee conclude
on the following issues:
1. Active vs passive investment management (see “Asset Selection” below).
2. Choice of an aggressive vs. conservative asset allocation (see “Allocation” below).
3. Choice of a CalPERS or PARS plan (see “Implementation” below).
Allocation
Asset allocation decisions commonly overwhelm other investment decisions with
respect to risk and return. PARS offers five different asset mixes, of which only three provide
meaningful diversification to the CalPERS main fund. CalPERS offers two strategies that are
diversified from the asset allocation in the CalPERS main fund. Information regarding each of
these strategies is included in the tables following this note. The Ad Hoc Committee has a mild
preference toward the higher return funds offered by these providers (CEPPT 2 and PARS
“Moderate”) but recognizes that these strategies provide less diversification and higher risk.
We would like the full committee to examine the issue and state a preference.
Implementation
The second most important factor impacting long term investment returns is the manager’s
rebalancing strategy. In most oscillating markets and over long periods of time, a “constant
mix” strategy will perform better than a “buy and hold” strategy since constant mix maximizes
the value of diversification. Some managers employ tactical adjustments to the “constant mix”
strategy based the manager’s short-term views of capital market prospects. Implementation
is a significant area of differentiation between the PARS strategies and the CEPPT strategies.
CEPPT funds are managed to reduce tracking error (i.e. variance from benchmarks and from the
aggregate weighted return of such marks) while PARS strategies are intended to produce
portfolio level blended alpha through tactical allocation (i.e. create a positive premium over
their blended benchmarks). The Ad Hoc Committee generally prefers the CEPPT approach to
implementation but would like the full committee to state a preference.
Asset Selection
Third, most investment consultants would probably agree that the least reliable factor in
determining investment returns is asset selection. PARS offers a set of “active management
strategies” while CalPERS does not. Because of the heightened need to screen and monitor
active investment strategies, the Ad Hoc Committee recommends the full committee only
consider passive strategies.
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Compare CalPERS and PARS Sec. 115 Investment Performance

Rev. 3/11/21

NOTE: •CalPERS CEPPT pension plans have only existed for 1 yr. But, CalPERS CERBT (OPEB) plans have a longer history.
•Thus, data below compares PARS Funds to CalPERS CEPPT and CERBT funds with comparable fixed income target allocations.

Annualized Net Returns (as of 12/31/20)
Fixed Income
Target

1 Yr

3 Yr

5 Yr

10 Yr

PARS Conservative - Active
PARS Conservative - Passive

80%
80%

8.43%
7.96%

5.50%
5.23%

5.24%
4.75%

4.15%
3.83%

PARS Mod Conservative-Active
PARS Mod Conservative-Passive
CalPERS CEPPT #2

65%
65%
73%

10.16%
9.14%
8.54%

6.46%
6.16%
n/a

6.52%
6.16%
n/a

5.39%
5.10%
n/a (only 1 year of data)

PARS Moderate - Active
PARS Moderate - Passive

45%
45%

12.32%
10.63%

7.85%
7.25%

8.38%
7.86%

6.89%
6.68%

CalPERS CERBT #2
CalPERS CERBT #3
CalPERS CEPPT #1

43%
49%
47%

12.21%
10.70%
11.24%

8.12%
7.27%
n/a

8.91%
7.60%
n/a

PARS Balanced-Active
PARS Balanced-Passive

35%
35%

13.46%
11.47%

8.55%
7.77%

9.30%
8.73%

7.64%
7.41%

PARS Capital Appreciation-Active
CalPERS CERBT #1

20%
25%

13.90%
13.31%

9.16%
8.62%

10.32%
9.85%

8.55%
7.96%

No significant difference in historical performance
n/a
n/a
n/a (only 1 year of data)
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Comparison of CalPERS vs PARS Section 115 Pension Plans

Rev. 3/20/21

CalPERS CEPPT Plans

PARS

Size of Fund: # Calif. Agencies

28 pension plans plus 578 OPEB plans

225 plans in California (pension/OPEB)

Assets under Administration

$14.5 B (Sec. 115 plans only)

$5.1 B

Asset Allocation Options
Active vs Passive Options

2 funds (CEPPT #1 and #2)
Passive only

5 active and 5 passive funds
Active or passive

Transferability to a different Sec 115 Plan?
Termination restrictions

Yes
None

Yes
30 days notice

Can reimburse city for pension expenses?

Reimbursement of current year payments

Reimburse prior and current year payments

Limit on number and amounts of pay-ins?
Limit on total amount in fund?

No
Yes: UAL per CalPERS + PV of future benefits

No
Yes: Probably the same

Who is underlyting investment manager?
Diversified from CalPERS?
Fund custodian

State Street
Yes
State Street

HighMark
Yes
US Bank

Admin + Investment Mgmt Expense

0.25% (includes 0.025% to State Street)

0.6% (includes 0.35% to HighMark)

Investment implementation strategy

Managed to reduce tracking error

Intended to produce alpha thru tactical allocation

Expected Return

CEPPT #1: 5%
CEPPT #2: 4% (10 year)

PARS Conservative: 4.668% (30 year)
PARS Moderately Conservative: 5.47% (30 year)
PARS Moderate: 6.33% (30 year)

Expected Risk (sigma)

CEPPT #1: 8.2%
CEPPT #2: 5.2% (10 year)

PARS Conservative: 3.5% (30 year)
PARS Moderately Conservative: 4.8% (30 year)
PARS Moderate : 7.92% (30 year)

Fund creation date

CEPPT #1: Oct. 2019
CEPPT #2: Jan. 2020

OPEB: 2005
Pension: 2015

Target Allocations
Historical Performance

(see attached)
(see attached)

(see attached)
(see attached)
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CalPERS and PARS Sec. 115 Plan Investment Targets
Equity

Fixed

TIPS

REITS

Liquidity

Policy Ranges (plus or minus)

CalPERS CEPPT #1

40%

47%

5%

8%

0%

5% for Equity & Fixed ; 3% for TIPS

CalPERS CEPPT #2

14%

73%

5%

8%

0%

5% for Equity & Fixed ; 3% for TIPS

PARS Conservative

15%

80%

N/A

*

5%

Equity -10%/+5%; Fixed -20%/+15%

PARS Moderately Conservative

30%

65%

N/A

*

5%

Equity -10%/+15%; Fixed -15%/+15%

PARS Moderate

50%

45%

N/A

*

5%

Equity -10%/+10%; Fixed -5%/+15%

PARS Balanced

60%

35%

N/A

*

5%

Equity -10%/+10%; Fixed -5%/+15%

PARS Capital Appreciation

75%

20%

N/A

*

5%

Equity -10%/+10%; Fixed -10%/+10%

* included under Equity
CalPERS Benchmarks:
Equity
Fixed Income
TIPS
REITS
Cash
PARS Blended Benchmark:

MSCI All Country World Index IMI (net)
Bloomberg Barclays U.S. Aggregate Bond Index
Bloombert Barclays U.S. TIPS Index
FTSE EPRA/NAREIT Developed Index (net)
91 Day Treasury Bill
32% S&P 500
6% Russell Mid Cap
9% Russell 2000
4% MCI EM (net)
27% BBG Barclays US Agg
6.75% ICE BofA 1-3 Yr US Corp/Gov't
1.25% ICE BofA US High Yield Master II
2% Wilshire REIT
5% FTSE 1 Mth US T-Bill
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CALIFORNIA EMPLOYERS’ PENSION PREFUNDING TRUST PROGRAM

AGREEMENT AND ELECTION
OF

City of Belvedere
(NAME OF EMPLOYER)

to Prefund Employer Contributions to a Defined Benefit
Pension Plan
WHEREAS (1) Government Code (GC) Section 21711(a) establishes in the State
Treasury the California Employers’ Pension Prefunding Trust Fund (CEPPT), a special
trust fund for the purpose of allowing eligible employers to prefund their required
pension contributions to a defined benefit pension plan (each an Employer Pension
Plan) by receiving and holding in the CEPPT amounts that are intended to be
contributed to an Employer Pension Plan at a later date; and
WHEREAS (2) GC Section 21711(b) provides that the California Public Employees'
Retirement System (CalPERS) Board of Administration (Board) has sole and exclusive
control of the administration and investment of the CEPPT, the purposes of which
include, but are not limited to (i) receiving contributions from participating employers; (ii)
investing contributed amounts and income thereon, if any, in order to receive yield on
the funds; and (iii) disbursing contributed amounts and income thereon, if any, to pay for
costs of administration of the CEPPT and to deposit employer contributions into
Employer Pension Plans in accordance with their terms; and

City of Belvedere
WHEREAS (3) _____________________________________________________
(NAME OF EMPLOYER)

(Employer) desires to participate in the CEPPT upon the terms and conditions set by
the Board and as set forth herein; and
WHEREAS (4) Employer may participate in the CEPPT upon (i) approval by the Board
and (ii) filing a duly adopted and executed Agreement and Election to Prefund Employer
Contributions to a Defined Benefit Pension Plan (Agreement) as provided in the terms
and conditions of the Agreement; and
WHEREAS (5) The CEPPT is a trust fund that is intended to perform an essential
governmental function (that is, the investment of funds by a State, political subdivision
or 115 entity) within the meaning of Internal Revenue Code (Code) Section 115 and
Internal Revenue Service Revenue Ruling 77-261, and as an Investment Trust Fund, as
defined in Governmental Accounting Standards Board (GASB) Statement No. 84,
Paragraph 16, for accounting and financial reporting of fiduciary activities from the

06/17/2019
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external portion of investment pools and individual investment accounts that are held in
a trust that meets the criteria in Paragraph 11c(1).
WHEREAS (6) The CEPPT is not a Code Section 401(a) qualified trust and the assets
held in the CEPPT are not assets of any Employer Pension Plan or any plan qualified
under Code Section 401(a).
NOW, THEREFORE, BE IT RESOLVED THAT EMPLOYER HEREBY MAKES THE
FOLLOWING REPRESENTATION AND WARRANTY AND THAT THE BOARD AND
EMPLOYER AGREE TO THE FOLLOWING TERMS AND CONDITIONS:
A. Employer Representation and Warranty
Employer hereby represents and warrants that it is the State of California or a political
subdivision thereof, or an entity whose income is excluded from gross income under
Code Section 115(1).
B. Adoption and Approval of the Agreement; Effective Date; Amendment
(1) Employer's governing body shall elect to participate in the CEPPT by adopting this
Agreement and filing with the Board a true and correct original or certified copy of this
Agreement as follows:
Filing by mail, send to:

CalPERS
CEPPT
P.O. Box 1494
Sacramento, CA 95812-1494

Filing in person, deliver to: CalPERS Mailroom
CEPPT
400 Q Street
Sacramento, CA 95811
(2) Upon receipt of the executed Agreement, and after approval by the Board, the
Board shall fix an effective date and shall promptly notify Employer of the effective date
of the Agreement. Employer shall provide the Board such other documents as the
Board may request, including, but not limited to a certified copy of the resolution(s) of
the governing body of Employer authorizing the adoption of the Agreement and
documentation naming Employer’s successor entity in the event that Employer ceases
to exist prior to termination of this Agreement.
(3) The terms of this Agreement may be amended only in writing upon the agreement
of both the Board and Employer, except as otherwise provided herein. Any such
amendment or modification to this Agreement shall be adopted and executed in the
same manner as required for the Agreement. Upon receipt of the executed amendment
or modification, the Board shall fix the effective date of the amendment or modification.
06/17/2019
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(4) The Board shall institute such procedures and processes as it deems necessary to
administer the CEPPT, to carry out the purposes of this Agreement, and to maintain the
tax-exempt status of the CEPPT. Employer agrees to follow such procedures and
processes.
C. Employer Reports Provided for the Board’s Use in Trust Administration and
Financial Reporting and Employer Contributions
(1) Employer shall provide to the Board a defined benefit pension plan cost report on
the basis of the actuarial assumptions and methods prescribed by Actuarial Standards
of Practice (ASOP) or prescribed by GASB. Such report shall be for the Board’s use in
trust administration and financial reporting and shall be prepared at least as often as the
minimum frequency required by applicable GASB Standards. This defined benefit
pension plan cost report may be prepared as an actuarial valuation report or as a GASB
compliant financial report. Such report shall be:
1) prepared and signed by a Fellow or Associate of the Society of
Actuaries who is also a Member of the American Academy of
Actuaries or a person with equivalent qualifications acceptable to the
Board;
2) prepared in accordance with ASOP or with GASB; and
3) provided to the Board prior to the Board's acceptance of contributions
for the reporting period or as otherwise required by the Board.
(2) In the event that the Board determines, in its sole discretion, that Employer’s cost
report is not suitable for the Board’s purposes and use or if Employer fails to provide a
required report, the Board may obtain, at Employer's expense, a report that meets the
Board’s trust administration and financial reporting needs. At the Board’s option, the
Board may recover the costs of obtaining the report either by billing and collecting such
amount from Employer or through a deduction from Employer's Prefunding Account (as
defined in Paragraph D(2) below).
(3) Employer shall notify the Board in writing of the amount and timing of contributions
to the CEPPT, which contributions shall be made in the manner established by the
Board and in accordance with the terms of this Agreement and any procedures adopted
by the Board.
(4) The Board may limit Employer’s contributions to the CEPPT to the amount
necessary to fully fund the actuarial present value of total projected benefit payments
not otherwise prefunded through the applicable Employer Pension Plan (Unfunded
PVFB), as set forth in Employer’s cost report for the applicable period. If Employer’s
contribution would cause the assets in Employer’s Prefunding Account to exceed the
Unfunded PVFB, the Board may refuse to accept the contribution. If Employer’s cost
report for the applicable period does not set forth the Unfunded PVFB, the Board may
06/17/2019
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refuse to accept a contribution from Employer if the contribution would cause the assets
in Employer’s Prefunding Account to exceed Employer’s total pension liability, as set
forth in Employer’s cost report.
(5) No contributions are required. Contributions can be made at any time following the
effective date of this Agreement if Employer has first complied with the requirements of
this Agreement, including Paragraph C.
(6) Employer acknowledges and agrees that assets held in the CEPPT are not assets
of any Employer Pension Plan or any plan qualified under Code Section 401(a), and will
not become assets of such a plan unless and until such time as they are distributed
from the CEPPT and deposited into an Employer Pension Plan.
D. Administration of Accounts; Investments; Allocation of Income
(1) The Board has established the CEPPT as a trust fund consisting of an aggregation
of separate single-employer accounts, with pooled administrative and investment
functions.
(2) All Employer contributions and assets attributable to Employer contributions shall be
separately accounted for in the CEPPT (Employer’s Prefunding Account). Assets in
Employer’s Prefunding Account will be held for the exclusive purpose of funding
Employer’s contributions to its Employer Pension Plan(s) and defraying the
administrative expenses of the CEPPT.
(3) The assets in Employer’s Prefunding Account may be aggregated with the assets of
other participating employers and may be co-invested by the Board in any asset classes
appropriate for a Code Section 115 trust, subject to any additional requirements set
forth in applicable law, including, but not limited to, subdivision (d) of GC Section 21711.
Employer shall select between available investment strategies in accordance with
applicable Board procedures.
(4) The Board may deduct the costs of administration of the CEPPT from the
investment income of the CEPPT or from Employer’s Prefunding Account in a manner
determined by the Board.
(5) Investment income earned shall be allocated among participating employers and
posted to Employer’s Prefunding Account daily Monday through Friday, except on
holidays, when the allocation will be posted the following business day.
(6) If, at the Board’s sole discretion and in compliance with accounting and legal
requirements applicable to an Investment Trust Fund and to a Code Section 115
compliant trust, the Board determines to its satisfaction that all obligations to pay
defined benefit pension plan benefits in accordance with the applicable Employer
Pension Plan terms have been satisfied by payment or by defeasance with no
remaining risk regarding the amounts to be paid or the value of assets held in the

06/17/2019
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CEPPT, then the residual Employer assets held in Employer’s Prefunding Account may
be returned to Employer.
E. Reports and Statements
(1) Employer shall submit with each contribution a contribution report in the form and
containing the information prescribed by the Board.
(2) The Board, at its discretion but at least annually, shall prepare and provide a
statement of Employer’s Prefunding Account reflecting the balance in Employer's
Prefunding Account, contributions made during the period covered by the statement,
investment income allocated during such period, and such other information as the
Board may determine.
F. Disbursements
(1) Employer may receive disbursements from the CEPPT not to exceed, on an annual
basis, the amount of the total annual Employer contributions to Employer’s Pension
Plan for such year.
(2) Employer shall notify the Board in writing in the manner specified by the Board of
the persons authorized to request disbursements from the CEPPT on behalf of
Employer.
(3) Employer's request for disbursement shall be in writing signed by Employer's
authorized representative, in accordance with procedures established by the Board, and
the Board may rely conclusively upon such writing. The Board may, but is not required
to, require that Employer certify or otherwise demonstrate that amounts disbursed from
Employer’s Prefunding Account will be used solely for the purposes of the CEPPT.
However, in no event shall the Board have any responsibility regarding the application
of distributions from Employer’s Prefunding Account.
(4) No disbursement shall be made from the CEPPT which exceeds the balance in
Employer’s Prefunding Account.
(5) Requests for disbursements that satisfy the above requirements will be processed
on at least a monthly basis.
(6) The Board shall not be liable for amounts disbursed in error if it has acted upon the
written instruction of an individual authorized by Employer to request disbursements, and
is under no duty to make any investigation or inquiry about the correctness of such
instruction. In the event of any other erroneous disbursement, the extent of the Board’s
liability shall be the actual dollar amount of the disbursement, plus interest at the actual
earnings rate but not less than zero.

06/17/2019
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G. Costs of Administration
Employer shall pay its share of the costs of administration of the CEPPT, as determined
by the Board and in accordance with Paragraph D.
H. Termination of Employer’s Participation in the CEPPT
(1) The Board may terminate Employer’s participation in the CEPPT if:
(a)

Employer’s governing body gives written notice to the Board of its election
to terminate; or

(b)

The Board determines, in its sole discretion, that Employer has failed to
satisfy the terms and conditions of applicable law, this Agreement or the
Board's rules, regulations or procedures.

(2) If Employer’s participation in the CEPPT terminates for either of the foregoing
reasons, all assets in Employer’s Prefunding Account shall remain in the CEPPT,
except as otherwise provided below, and shall continue to be invested and accrue
income as provided in Paragraph D, and Employer shall remain subject to the terms of
this Agreement with respect to such assets.
(3) After Employer’s participation in the CEPPT terminates, Employer may not make
further contributions to the CEPPT.
(4) After Employer’s participation in the CEPPT terminates, disbursements from
Employer’s Prefunding Account may continue upon Employer’s instruction or otherwise
in accordance with the terms of this Agreement.
(5) After Employer’s participation in the CEPPT terminates, the governing body of
Employer may request either:
(a)

A trustee to trustee transfer of the assets in Employer’s Prefunding
Account to a trust dedicated to prefunding Employer’s required pension
contributions; provided that the Board shall have no obligation to make
such transfer unless the Board determines that the transfer will satisfy
applicable requirements of the Code, other law and accounting standards,
and the Board’s fiduciary duties. If the Board determines that the transfer
will satisfy these requirements, the Board shall then have one hundred fifty
(150) days from the date of such determination to effect the transfer. The
amount to be transferred shall be the amount in Employer's Prefunding
Account as of the date of the transfer (the “transfer date”) and shall
include investment earnings up to an investment earnings allocation date
preceding the transfer date. In no event shall the investment earnings
allocation date precede the transfer date by more than 150 days.

06/17/2019
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(b)

A disbursement of the assets in Employer’s Prefunding Account; provided
that the Board shall have no obligation to make such disbursement unless
the Board determines that, in compliance with the Code, other law and
accounting standards, and the Board’s fiduciary duties, all of Employer's
obligations for payment of defined benefit pension plan benefits and
reasonable administrative costs of the Board have been satisfied. If the
Board determines that the disbursement will satisfy these requirements,
the Board shall then have one hundred fifty (150) days from the date of
such determination to effect the disbursement. The amount to be
disbursed shall be the amount in Employer’s Prefunding Account as of the
date of the disbursement (the “disbursement date”) and shall include
investment earnings up to an investment earnings allocation date
preceding the disbursement date. In no event shall the investment
earnings allocation date precede the disbursement date by more than 150
days.

(6) After Employer’s participation in the CEPPT terminates and at such time that no
assets remain in Employer’s Prefunding Account, this Agreement shall terminate. To the
extent that assets remain in Employer’s Prefunding Account, this Agreement shall
remain in full force and effect.
(7) If, for any reason, the Board terminates the CEPPT, the assets in Employer’s
Prefunding Account shall be paid to Employer to the extent permitted by law and Code
Section 115 after retention of (i) an amount sufficient to pay the Unfunded PVFB as set
forth in a current defined benefit pension plan(s) cost report prepared in compliance with
ASOP and the requirements of Paragraph C(1), and (ii) amounts sufficient to pay
reasonable administrative costs of the Board. Amounts retained by the Board to pay the
Unfunded PVFB shall be transferred to (i) another Code Section 115 trust dedicated to
prefunding Employer’s required pension contributions, subject to the Board’s
determination that such transfer will satisfy applicable requirements of the Code, other
law and accounting standards, and the Board’s fiduciary duties or (ii) Employer’s
Pension Plan, subject to acceptance by Employer’s Pension Plan.
(8) If Employer ceases to exist but Employer’s Prefunding Account continues to exist,
and if no provision has been made to the Board’s satisfaction by Employer with respect
to Employer’s Prefunding Account, the Board shall be permitted to identify and appoint
a successor to Employer under this Agreement, provided that the Board first
determines, in its sole discretion, that there is a reasonable basis upon which to identify
and appoint such a successor and provided further that such successor agrees in
writing to be bound by the terms of this Agreement. If the Board is unable to identify or
appoint a successor as provided in the preceding sentence, then the Board is
authorized to appoint a third-party administrator or other successor to act on behalf of
Employer under this Agreement and to otherwise carry out the intent of this Agreement
with respect to Employer’s Prefunding Account. Any and all costs associated with such
appointment shall be paid from the assets attributable to Employer’s Prefunding
Account. At the Board’s option, and subject to acceptance by Employer’s Pension Plan,
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the Board may instead transfer the assets in Employer’s Prefunding Account to
Employer’s Pension Plan and terminate this Agreement.
(9) If the Board determines, in its sole discretion, that Employer has breached the
representation and warranty set forth in Paragraph A., the Board shall take whatever
action it deems necessary to preserve the tax-exempt status of the CEPPT.
I.

Indemnification

Employer shall indemnify, defend, and hold harmless CalPERS, the Board, the CEPPT,
and all of the officers, trustees, agents and employees of the foregoing from and against
any loss, liability, claims, causes of action, suits, or expense (including reasonable
attorneys’ fees and defense costs, lien fees, judgments, fines, penalties, expert witness
fees, appeals, and claims for damages of any nature whatsoever) not charged to the
CEPPT and imposed as a result of, arising out of, related to or in connection with (1) the
performance of the Board’s duties or responsibilities under this Agreement, except to
the extent that such loss, liability, suit or expense results or arises from the Board's own
gross negligence, willful misconduct or material breach of this Agreement, or (2) without
limiting the scope of Paragraph F(6) of this Agreement, any acts taken or transactions
effected in accordance with written directions from Employer or any of its authorized
representatives or any failure of the Board to act in the absence of such written
directions to the extent the Board is authorized to act only at the direction of Employer.
J.

General Provisions

(1) Books and Records
Employer shall keep accurate books and records connected with the performance of
this Agreement. Such books and records shall be kept in a secure location at
Employer's office(s) and shall be available for inspection and copying by the Board and
its representatives.
(2) Notice
(a) Any notice or other written communication pursuant to this Agreement will be
deemed effective immediately upon personal delivery, or if mailed, three (3) days
after the date of mailing, or if delivered by express mail or e-mail, immediately
upon the date of confirmed delivery, to the following:
For the Board:
Filing by mail, send to:
CalPERS
CEPPT
P.O. Box 1494
Sacramento, CA 95812-1494
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Filing in person, deliver to:
CalPERS Mailroom
CEPPT
400 Q Street
Sacramento, CA 95811
For Employer:
City of Belvedere
450 San Rafael Avenue
Belvedere, CA 94920

(b) Either party to this Agreement may, from time to time by notice in writing
served upon the other, designate a different mailing address to which, or a
different person to whom, all such notices thereafter are to be addressed.

(3) Survival
All representations, warranties, and covenants contained in this Agreement, or in any
instrument, certificate, exhibit, or other writing intended by the parties to be a part of this
Agreement shall survive the termination of this Agreement.
(4) Waiver
No waiver of a breach, failure of any condition, or any right or remedy contained in or
granted by the provisions of this Agreement shall be effective unless it is in writing and
signed by the party waiving the breach, failure, right, or remedy. No waiver of any
breach, failure, right, or remedy shall be deemed a waiver of any other breach, failure,
right, or remedy, whether or not similar, nor shall any waiver constitute a continuing
waiver unless the writing so specifies.
(5) Necessary Acts; Further Assurances
The parties shall at their own cost and expense execute and deliver such further
documents and instruments and shall take such other actions as may be reasonably
required or appropriate to evidence or carry out the intent and purposes of this
Agreement.
(6) Incorporation of Amendments to Applicable Laws and Accounting Standards
Any references to sections of federal or state statutes or regulations or accounting
standards shall be deemed to include a reference to any amendments thereof and any
successor provisions thereto.

06/17/2019
Page 9 of 11

Attachment C

(7) Days
Wherever in this Agreement a set number of days is stated or allowed for a particular
event to occur, the days are understood to include all calendar days, including
weekends and holidays, unless otherwise stated.
(8) No Third Party Beneficiaries
Except as expressly provided herein, this Agreement is for the sole benefit of the parties
hereto and their permitted successors and assignees, and nothing herein, expressed or
implied, will give or be construed to give any other person any legal or equitable rights
hereunder. Notwithstanding the foregoing, CalPERS, the CEPPT, and all of the
officers, trustees, agents and employees of CalPERS, the CEPPT and the Board shall
be considered third party beneficiaries of this Agreement with respect to Paragraph I
above.
(9) Counterparts
This Agreement may be executed in one or more counterparts, each of which shall be
deemed an original, but all of which together shall constitute one and the same
instrument.

12th
A majority vote of Employer’s Governing Body at a public meeting held on the ______
April
2021
day of the month of __________________
in the year _________,
authorized entering
into this Agreement.
Signature of the Presiding Officer: ________________________________________

James Campbell, Mayor
Printed Name of the Presiding Officer: _____________________________________
Name of Governing Body:
Name of Employer:

Belvedere City Council
______________________________________________

City of Belvedere
___________________________________________________

April 12, 2021
Date: _______________________________
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BOARD OF ADMINISTRATION
CALIFORNIA PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

BY_____________________________________
ARNITA PAIGE
DIVISION CHIEF, PENSION CONTRACT AND PREFUNDING PROGRAMS
CALIFORNIA PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

To be completed by CalPERS
The effective date of this Agreement is: _________________________

06/17/2019
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California Public Employees’ Retirement System
California Employers’ Pension Prefunding Trust (CEPPT)
400 Q Street, Sacramento, CA 95811
www.calpers.ca.gov

Delegation of Authority to Request Disbursements
California Employers’ Pension Prefunding Trust
(CEPPT)
RESOLUTION
OF THE

Belvedere City Council
(GOVERNING BODY)

OF THE

City of Belvedere
(NAME OF EMPLOYER)

The

Belvedere City Council

delegates to the incumbents

(GOVERNING BODY)

in the positions of Mayor

and
(TITLE)

City Manager

, and/or
(TITLE)

Finance Officer

authority to request on behalf of the

(TITLE)

Employer disbursements from the Pension Prefunding Trust and to certify as to the purpose
for which the disbursed funds will be used.
By
Title

James Campbell

Mayor

Witness
Date April 12, 2021
Revised 07/2019
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CITY OF BELVEDERE
RESOLUTION NO. 2021-xx

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF BELVEDERE
AUTHORIZING A BUDGET AMENDMENT TO TRANSFER FUNDS FROM THE
GENERAL FUND RESERVE AND PENSION RESERVE
TO ITS 115 PENSION TRUST RESERVE
________________________________________________________________________
WHEREAS, the City Council of the City of Belvedere adopted a resolution approving the Annual
Operating and Capital Budget for Fiscal Year 2020/2021 on June 8, 2020; and
WHEREAS, the City wishes to authorize the transfer of $1.2 million from the General Fund
Reserve to its 115 Pension Trust Reserve; and
WHEREAS, the City wishes to authorize the transfer of $300 thousand from the Pension Reserve
Fund reserve to its 115 Pension Trust Reserve; and
WHEREAS, the City wishes to transfer these funds in $100 thousand increments on a monthly
basis for fifteen months from April 2021 to June 2022; and
NOW, THEREFORE BE IT RESOLVED, by the City Council of the City of Belvedere that the
Fiscal Year 2020/2021 Annual Operating and Capital Budget shall be amended to include reflect
the above transfers that take place during the year ended June 30, 2021.
PASSED AND ADOPTED at a regular meeting of the City Council of the City of Belvedere on
April 12, 2021, by the following vote:
AYES:
NOES:
ABSTAIN:
ABSENT:

APPROVED:
______________________________
James Campbell, Mayor

ATTEST:
______________________________
Beth Haener, City Clerk
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CITY OF BELVEDERE

RESOLUTION NO. 2021-xx

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF BELVEDERE
APPROVING THE FOLLOWING SECTIONS OF THE
BELVEDERE ADMINISTRATIVE POLICY MANUAL
______________________________________________________________________

WHEREAS, the Belvedere Administrative Policy Manual is a resource that contains the published
statements of the City’s standards, policies, and procedures, and is adopted and amended by City Council
Resolution; and

WHEREAS, the ad hoc Taskforce on Pensions and Other Post-Employment Benefits (“OPEB”), met over
a series of several months, and has developed and recommended City Council approval of certain
amendments to the Administrative Policy Manual regarding pension-related reforms (the “Administrative
Policy Amendments”); and

WHEREAS, on April 12, 2021, the City Council held a regularly scheduled public meeting to consider the
Administrative Policy Amendments; and

WHEREAS, the City Council finds that the Administrative Policy Amendments are not subject to the
California Environmental Quality At (“CEQA”) because they are not considered a “project” under CEQA
Guideline section 15378.

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Belvedere that

1. Administrative Policy Manual Section 2.2 “Fund Balance and Reserve Policy” is amended as
presented in Exhibit 1.
2. Administrative Policy Manual Section 2.3 “Pension/OPEB Funding” is amended as presented in
Exhibit 2.
3. Administrative Policy Manual Section 2.5 “Investments” is amended as presented in Exhibit 3.

PASSED AND ADOPTED at a regular meeting of the City Council of the City of Belvedere on April
12, 2021, by the following vote:

Resolution No. 2021-xx
Belvedere City Council
Page 2

AYES:

_

NOES:

None

ABSENT:

None

ABSTAIN:

None
APPROVED:___________________________
James Campbell, Mayor

ATTEST:_______________________________
Beth Haener, City Clerk
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POLICY 2.2
FUND BALANCE AND RESERVE POLICIES
2.2.1

FUND BALANCE – CLASSIFICATIONS

The City has adopted the provisions of GASB Statement No. 54, Fund Balance and
Governmental Fund Type Definitions. GASB 54 establishes Fund Balance classifications based
largely upon the extent to which a government is bound to observe constraints imposed upon the
use of the resources reported in governmental funds. The Governmental Fund statements
conform to this new classification.
The Fund Financial Statements consist of Nonspendable, Restricted, Committed, Assigned and
Unassigned amounts as described below:
Nonspendable: Items that cannot be spent because they are not in spendable form, such as
prepaid items, or items that are legally or contractually required to be maintained intact, such as
principal of an endowment or revolving loan fund.
Restricted: Restricted fund balances encompass the portion of net fund resources subject to
externally enforceable legal restrictions. This includes externally imposed restrictions by
creditors (such as through debt covenants), grantors, contributors, laws or regulations of other
governments, as well as restrictions imposed by law through constitutional provisions or
enabling legislation.
Committed: Committed fund balances encompass the portion of net fund resources, the use of
which is constrained by limitations that the government imposes upon itself at its highest level of
decision making (normally the governing body) and that remain binding unless removed in the
same manner. The City Council is considered the highest authority for the City and can commit
funds through resolutions.
Assigned: Assigned fund balances encompass the portion of net fund resources reflecting the
government's intended use of resources. Assignment of resources can be done by the highest
level of decision making or by a committee or official designated for that purpose. The City
Council has the authority to assign funds in Belvedere and can assign funds through the
budgetary process.
Unassigned: This category is for any balances that have no restrictions placed upon them. The
general fund is the only fund that reports a positive unassigned fund balance amount. In other
governmental funds it is not appropriate to report a positive unassigned fund balance amount.
However, in governmental funds other than the general fund, if expenditures incurred for
specific purposes exceed the amounts that are restricted, committed, or assigned to those
purposes, it may be necessary to report a negative unassigned fund balance in that fund.
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2.2.2

FUND RESERVES

The City Council may elect to establish General Fund Reserve Policy/Guidelines. These
Policy/Guidelines may be updated, modified and revised as determined by the Council. At the
time of adoption of this Finance Policy, there are three such Policies/Guidelines: General Fund
Reserve, 115 Pension Trust Reserve, and Insurance Reserve.
A. General Fund Reserve:
•

Target:
The City shall endeavor to achieve at year end a General Fund Reserve
that totals six months of the current fiscal year’s General Fund expenditures, plus one
half of the current fiscal year’s General Fund transfer to the Fire Fund, plus one half
of the current fiscal year’s debt service payments. In calculating the six months of the
current fiscal year’s expenditures, transfers to the City’s 115 Pension Trust and/or any
additional discretionary payments made to CalPERS will not be included because
they are discretionary in nature.

•

Purpose: Funds reserved under this category shall be used in case of catastrophic
events, for budget stabilization purposes, or for capital and special projects:
o Catastrophic events: Funds reserved shall be used to mitigate costs associated
with unforeseen emergencies, including natural disasters or catastrophic
events. Should unforeseen and unavoidable events occur that require the
expenditure of City resources beyond those provided for in the annual budget,
the City Manager or designee shall have authority to approve Catastrophic
General Fund Reserve appropriations. The City Manager or designee shall
then present to the City Council a budget amendment confirming the nature of
the emergency and authorizing the appropriation of reserve funds.
o Budget stabilization: Funds reserved shall be used to mitigate, should they
occur, annual budget revenue shortfalls (actual revenues less than projected
revenues) due to changes in the economic environment and/or one-time
expenditures that will result in future efficiencies and/or budgetary savings.
Examples of “economic triggers” and one-time uses include, but are not
limited to:






Significant decrease in property tax, or other economically sensitive
revenues;
Reductions in revenue due to actions by the state/federal government;
Workflow/technical system improvements to reduce ongoing,
personnel costs and enhance customer service;
One-time maintenance of service levels due to significant
economic/budget constraints; and
One-time transitional costs associated with organizational restructuring
to secure long-term personnel cost savings.
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o Capital and Special Projects: Funds reserved may be designated by the City
Council for key infrastructure and capital/special projects as identified in the
City 5-year Capital Improvement Plan, as there is no ongoing funding source
to support the City’s capital needs.
•

Classification:
The General Fund Reserve is classified as “Assigned” in the City’s
financial statements.

B. 115 Pension Trust Reserve:
•

Target: An annual amount as determined by the funding calculation prescribed in
Policy 2.3.1.5.

•

Purpose: The purpose of the 115 Pension Trust is to set aside an appropriate level of
funds to fully fund accrued pension obligations at a more prudential rate. City
Council approval is required to transfer accumulated funds in the 115 Pension Trust
to CalPERS as an additional discretionary payment or to offset a portion of the
actuarially determined contribution.

•

Classification: The 115 Pension Trust Reserve Fund is classified as “Restricted” in
the City’s financial statements.

C. Insurance Reserve:
•

Target: Reserves shall be maintained between $50,000 and $100,000 to allow for
emergencies and numerous or large claims. Reserves shall be replenished through
subsequent charges to the appropriate user departments.

•

Purpose: This Fund is designed to cover claims and deductibles related to property
and casualty insurance claims.

•

Classification: The Insurance Reserve Fund is classified as “Assigned” in the City’s
financial statements.
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Administrative Policy Manual Amendment [DRAFT]
Policy 2.3 (Pensions and OPEB) is amended by deleting the section and replacing it with the
following:
2.3 “PENSION/OPEB FUNDING
2.3.1 PENSIONS
2.3.1.1 Purpose and Goals
The City of Belvedere is committed to fiscal sustainability. In keeping with this principle, it
maintains minimal debt and generous reserves to cope with exogenous shocks. The City is also
committed to honoring its pension obligations. One of the biggest threats to the City’s ongoing
fiscal sustainability is its rising pension costs. The overarching goal of this Policy is to avoid the
risk of crowding out vital public services in future years, and to provide balance sheet space to
finance essential infrastructure projects in the years ahead, by funding its accrued pension
obligations at a more prudential rate. This Policy also formalizes a past practice of using excess
reserves to make discretionary payments to CalPERS whenever affordable.
Development of the City’s Pension Funding Policy was guided by the following five tenets:
•
•
•
•
•

The cost of employee benefits should be paid by the generation of taxpayers who receives
services.
Actuarial assumptions should be prudential to ensure that promised benefits can be paid.
Funding shortfalls should be closed expeditiously. The goal is full funding.
Large swings in employer contribution rates are undesirable. Smoothing is desirable.
Funding policies and underlying assumptions should be clearly delineated and regularly
reviewed.

2.3.1.2 Policy
The City shall seek to achieve full funding, over twenty years, of its pension obligations. This
means that the City shall seek to have assets to cover 100% of accrued pension liabilities valued
at a prudential discount rate (CalPERS discount rate adjusted to reflect real anticipated
performance) by 2031 and beyond. This calibrates with CalPERS own amortization rules, which
allow losses (or gains) to be amortized over 20 years.
2.3.1.3 Establishing and Funding a Section 115 Trust
The City shall establish a Section 115 Trust (“Trust”) into which it will invest funds reserved for
future pension-related expenses. The City has elected to participate in the California Employers’
Pension Prefunding Trust (CEPPT) Fund 115 Trust program. The City will provide an initial
investment using a dollar average formula into this Trust during a fifteen-month period
beginning in Fiscal Year 20/21 and will make annual contributions to the Trust in amounts
determined by the Finance Committee and approved by the City Council beginning in Fiscal
Year 21/22. Funds set aside by the City for this purpose will be transmitted to the Trust no less
than annually. The assets will be managed conservatively; the City has selected CEPPT
investment Strategy 1 which reflects the City’s general risk aversion and pension plan maturity.
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2.3.1.4 Role of the Finance Committee
The City’s Finance Committee will conduct a standing pension funding review at least every five
years to reset the discount rate (adjusting for CalPERS’ discount rate based on latest available
evidence), set annual funding costs, and fix payments until the next review. The Finance
Committee will also review the investment strategy utilized in the 115 Pension Trust and
recommend changes if deemed appropriate. It may also recommend transferring money from the
Trust to CalPERS or making a discretionary payment to the Trust or CalPERS from excess
reserves if any exist at that time. The Finance Committee will send its recommendations to the
City Council for its consideration.
2.3.1.5 Determination of Funding Amounts
In developing its recommendations to the City Council, the Finance Committee will review
CalPERS’ current discount rate (i.e. expected rate of return on its investments), CalPERS’ actual
investment performance during the review period, and other relevant factors. The Committee
will set an adjusted discount rate (or putative rate) that it believes to be more realistic than the
discount rate set by CalPERS, and will determine the amounts that should be set aside in the
Trust to ensure full funding over the requisite period. These amounts will be determined by
using the CalPERS Pension Outlook Tool or substantially similar methodology. Should
CalPERS require additional payments from the City due to a reduction in CalPERS’ discount
rate, the City may elect to reduce its transfers to the 115 Trust by an equal amount.
2.3.1.6 Financial Reporting
The City recognizes the importance of ensuring that pension obligations included in the City’s
financial statements, particularly its Comprehensive Annual Financial Report, are consistent with
CalPERS, and will continue to use CalPERS’ discount rate for these purposes. This facilitates
easy comparison with other agencies and avoids possible negative impacts on perceived credit
quality. The City equally recognizes the importance of communicating its pension stewardship. It
will therefore include an annual pension update, describing its pension funding policy, Trust
assets and adjusted funded status in its annual budget report. Appropriate disclosures of the 115
Trust investments will be reported in the City’s financial statements, consistent with GASB
required standards.
2.3.1.7 Effect on Reserve Requirements
The City maintains a robust minimum reserve policy, with reserves required to equal no less than
six months of general fund operating expenses, debt financing costs and fire contract costs net of
fire tax revenues. Transfers to the Trust and additional discretionary payments made to CalPERS
will be excluded from the reserve requirement calculation (denominator) because they are
discretionary in nature. This is consistent with the City’s existing treatment of discretionary
payments to CalPERS and internal money transfers.
2.3.1.8 Employee Contributions
In accordance with PEPRA guidelines and compatible with other local agencies, the City will
work over time to increase Classic employee contribution rates to 8.0% of salary for
Miscellaneous employees and to 12.0% of salary for Safety workers.
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2.3.2 OTHER POST EMPLOYMENT BENEFIT (OPEB)
The City offers OPEB health benefits to employees who meet CalPERS vesting requirements.
The benefit provided to City retirees is the minimum amount allowable under the CalPERS
health plan, with the exception of certain City Manager retirees, who receive a more generous
benefit. This benefit is funded on a pay-go method, with no funds set aside in a trust for this
purpose.”
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POLICY 2.5
INVESTMENTS
2.5.1

PURPOSE

The Investment Policy provides guidelines for the prudent investment of temporary idle cash,
and outlines policies for maximizing the efficiency of the cash management system. Its purpose
is to enhance the economic status of the City while protecting its pooled cash. It is intended that
this policy cover all funds and investment activities under the direct authority of the City
excluding pension trust funds, other post-employment benefit trust funds, and the proceeds of
debt issues.
2.5.2

OBJECTIVE

A.

The investment objective is to ensure fund safety, preserve a significant amount of liquidity
and achieve yields on City funds that are idle.

B.

The cash management system is designed to accurately monitor and forecast expenditures
and revenues, thus enabling the City to identify those funds that could be invested without
adversely affecting City operations.

2.5.4

POLICY

In order to maximize interest earnings, the City pools the cash from all funds, except those funds
held in trust for the City by various financial institutions in accordance with applicable trust
agreements related to debt issues. Interest revenue derived from pooled cash is allocated monthly
to the participating funds based on the relative cash balance of each fund.
2.5.5

INVESTMENT CRITERIA

Criteria for selecting investments and the order of priority are:
•

Safety: The safety and risk associated with an investment refers to the potential loss of
principal, interest or a combination of these amounts. The City only operates in those
investments that are considered very safe and are allowable under Government Code
Sections 53600 to 53610.

Liquidity: This refers to the ability to “cash in” at any moment in time with a minimal chance of
losing some portion of principal or interest. Liquidity is an important investment quality
especially when the need for unexpected funds occasionally occurs.
•

Yield: This is the dollar earnings an investment can provide, and sometimes is described
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as the rate of return.
2.5.6

INVESTMENT APPROACH

It is the practice of the City to invest primarily in the Local Agency Investment Fund or in
similar low-risk instruments. Longer-term investments of reserve funds or bond proceeds in
other instruments may be considered and recommended by the Finance Committee to the
City Manager. Any such investments should only be undertaken if the likelihood of the City
needing to deploy these funds in the near term is low.
2.5.7

OVERSIGHT

The Finance Committee shall review investments and investment performance on an annual
basis. The Committee’s findings shall be reported to the City Council through the
Councilperson(s) who serve on the Committee. The Finance Committee shall also review this
Investment Policy every three years and report any recommendations to the City Council through
the Councilperson(s) who serve on the Committee.
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PROPOSED LANGUAGE FOR
BUDGET SECTION ON PENSIONS
The City contracts with the California Public Employees’ Retirement System (CalPERS) for its employee
defined-benefit pension plans. The City is statutorily required to pay the Annual Required Contribution
(ARC) to CalPERS. The ARC comprises two elements; the Normal Cost (NC), which is the annual cost of
service accrual, and the Unfunded Accrued Liability (UAL) Payment, which represents the catch-up portion
of costs. CalPERS calculates the NC and the UAL based on a 7.0% discount rate, which mirrors its 7.0%
expected return on plan assets. The City recognizes that this 7.0% investment target is ambitious and does
not align with actual experience, nor necessarily expected experience. As losses mount, annual catch-up
costs accelerate. To address this shortcoming, the City’s Pension Funding Policy comprises the following
elements:
Discount Rate: Commencing FY21-22, the City will use a discount rate of CalPERS’ expected return on
plan assets minus 100 basis points to value its pension obligations. This will peg the City’s discount rate at
6.0% for FY21-22. Recognizing that CalPERS may reduce its own discount rate in coming years, this 6.0%
rate will be fixed until the next standing pension funding review (see later). This approach will facilitate
sensible budget planning.
Funding Goal and Timeframe: The City’s goal is full funding. It seeks to have assets to cover 100% of
accrued pension liabilities valued at a prudential discount rate (putatively “CalPERS minus 100”) within
20 years. This calibrates with CalPERS own amortization rules, which allow losses (or gains) to be
amortized over 20 years.
Funding Calculation: The City will use CalPERS’ Pension Outlook Tool (see “Methodology” below) to
calculate what the NC and the annual UAL Payment would be if a 6.0% discount rate were applied to the
City’s four CalPERS’ pension plans instead of CalPERS’ discount rate. This additional cost will be
smoothed over a five-year period and the annual cost included in the City’s budget.
Funding Vehicle: The additional funds set aside by the City will be transmitted to a Section 115 pension
trust no less than annually. The assets will be managed conservatively, reflecting the City’s general risk
aversion and pension plan maturity.
Trust Seeding: In Fiscal Year 2020/2021, the City seeded its Section 115 trust with $1.5 million of funds;
$1.2 from excess reserves and $300,000 from the City’s non-binding pension reserve account, which was
dissolved.
Oversight & Review: The City’s Finance Committee will conduct a standing pension funding review at
least every five years to reset the discount rate (at an appropriate margin to CalPERS’ discount rate based
on latest available evidence), adjust annual funding costs and fix payments until the next review. It may
also recommend transferring money from the 115 trust to CalPERS or making a discretionary payment to
the 115 trust or CalPERS from excess reserves if any exist at that time. The Finance Committee will send
its recommendations to the City Council for approval.

Attachment G
Methodology for Calculating the Impact of a Lower Discount Rate on Annual Pension Costs
The City of Belvedere will use CalPERS’ Pension Outlook Tool to estimate the additional annual pension
costs associated with its lower discount rate assumption. The City recognizes the limitations of the tool,
notably that outputs are one year off-cycle, and that application of a lower discount rate does not “stick”,
so the amortization clock restarts every time the model is run. The City is comfortable with these
shortcomings, which skew towards modestly overpaying service accrual and UAL amortization costs in the
short term.
The inputs outlined in Exhibit 1 were used to calculate the increase in costs commencing FY21-22
associated with the City’s adoption of a 6.0% discount rate assumption, versus CalPERS’ 7.0% baseline
assumption. The City plans to make a $1.5 million discretionary payment to its Section 115 trust no later
than June 30, 2021, which is split 50:50 between Miscellaneous and Safety Pools for modeling purposes.
CalPERS generated a 4.7% preliminary investment return for the year ending June 30, 2020 which is used
as the Year 1 investment return assumption in the model.
Exhibit 1: Modeling Assumptions

Source: CalPERS’ Pension Outlook Tool

The outputs from the model are shown in Exhibit 2. The Normal Cost increases by an average of $90,000
and the UAL Payment by an average of $210,000 per annum over baseline for the five years commencing
FY22-23. The City thus intends to transmit $300,000 per year commencing FY21-22 (one year early) to its
Section 115 trust for the next five years, or until the next pension funding review, whichever is sooner.
Should CalPERS lower its own discount rate between review periods, the City may transmit a portion of
this $300,000 to CalPERS to compensate for the associated increase in ARC payments. All things being
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equal, CalPERS’ Pension Outlook Tool will be used again as part of the next standing review (using a
newly agreed discount rate), and payments fixed for a further multi-year period.
Exhibit 2: City of Belvedere Increase in Annual Pension Costs
Associated with a 6.0% Discount Rate Assumption
$ millions
2022-23
2023-24
2024-25
2025-26
2026-27
Average of Period

Increase in Normal Cost
0.10
0.09
0.09
0.09
0.08
0.09

Increase in UAL Payment
0.19
0.20
0.21
0.21
0.22
0.21

Source: CalPERS’ Pension Outlook Tool

Total Increase
0.29
0.29
0.30
0.30
0.30
0.30
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A Sustainable Pensions’ Strategy for Belvedere
Introduction
The City of Belvedere maintains a robust fiscal standing but rising pension and OPEB costs pose concerns.
It is important that the trajectory of these costs is understood, and that a strategy is developed to budget
appropriately and proactively for them. This paper discusses the City’s pension position and is intended as
background for the Taskforce on Pensions and OPEBs to begin its work.
PART 1: CALPERS
What is CalPERS?
California Public Employees’ Pension System (CalPERS) is a public pension fund that provides retirement
benefits for California’s state workers and employees of local public agencies. Of the 478 cities in California,
449 of them contract with CalPERS for employee retirement benefits. Larger cities like Los Angeles, San
Francisco and San Jose maintain their own pension funds. In total, there are 85 public pension funds
operating in California, of which CalPERS is the largest, with 2.0 million members. The other dominant
ones include the California State Teachers Retirement System (CalSTRS), the University of California
Retirement System, and the county systems that operate outside of CalPERS under the County Employees
Retirement Law (CERL). There is reciprocity between the various California public pension systems.
Is it a defined-benefit system?
Yes, pensions offered through CalPERS are defined benefit plans. The amount pensioners receive each
month is determined by their age at retirement, the number of years worked and highest annual salary. For
example, a “2% at 55” plan provides a pension equal to 60% of final salary if the recipient retires at age 55
after 30 years of work. Payments are then indexed to inflation through an annual cost-of-living adjustment
(COLA) and continue from retirement until death. Pension rights vest after five years of employment and
the minimum retirement age is 50 in most cases. Contracting agencies choose what benefit formula to offer
their employees from a set of options provided by CalPERS. Safety workers are typically offered more
generous benefits than non-safety workers because of the nature of their work and shorter working lives.
Contracting agencies also select their COLA, their highest annual salary formula (one year or three-year
average), and various other optional benefits.
Is CalPERS in financial difficulty?
CalPERS was designed to be a prefunded system. Employees and employers make monthly contributions
which are invested through CalPERS’ investment arm. Assuming investment returns meet expectations,
and barring other actuarial surprises, there should be sufficient funds, after expenses, to cover the pensions
that contracting agencies will eventually owe.
For much of its existence, CalPERS worked as designed. Indeed, by 1999, CalPERS was significantly
overfunded with assets equal to 128% of accrued liabilities, thanks to a booming stock market. As a result,
unions pushed the state legislature to pass SB 400, which cut employer payments and increased the
generosity of pensions for state employees (local agencies followed suit), both prospectively and
retrospectively. Under the new “3% at 50” formula, for example, safety workers could retire at age 50 after
30 years of service and receive 90% of final pay for the rest of their lives. The new formulas were based on
the premise that CalPERS would produce an 8.25% investment return in perpetuity, keeping the system
fully funded. But returns did not live up to these lofty goals, with asset values falling sharply during the
Great Recession of 2007-09. Coupled with increased life expectancy, CalPERS has moved from surplus into
sustained deficit, with no obvious solutions for closing the gap. It is important to recognize that CalPERS
itself is just a managing agency. Ultimately, it is the state and local agencies that contract with CalPERS that
bear financial responsibility for the pension commitments they have made.
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Chart 1: CalPERS Net Investment Return, % YOY
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Chart 2: CalPERS Cumulative Investment Performance Index (1999=100)
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Can benefits be cut?
Yes and no. In 2012, the state legislature passed the California Public Employees’ Pension Reform Act
(PEPRA) which created a new class of employee for anyone new to the California public pensions system,
with less generous benefits, a higher minimum retirement age (new non-safety workers only), and higher
contributions. But pension conditions for existing CalPERS members (“classic members”) were left
untouched, except for a ban on certain forms of pension spiking. The reforms also provided scope for higher
classic employee contribution rates. The act covered the state’s two largest pension systems, CalPERS and
CalSTRS, as well as 20 county systems.
Why are classic employees so protected?
One key reason PEPRA did not go further in targeting the pension rights of classic employees is the legal
ruling known as the California Rule, which was established by a 1955 California Supreme Court ruling.
This holds that public employees are guaranteed the pension they have accrued to date and are entitled to
keep earning a pension according to rules that are at least as generous for the reminder of their service.
Changes to pension benefits “must bear some material relation to the theory of a pension system and its
successful operation” and if they result in disadvantages to employees, they should be accompanied by
comparable new advantages. For all intents and purposes, this prevents any reduction in the generosity of
pension formulas for existing employees.
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In fact, unions sued in the aftermath of PEPRA arguing that the elimination of certain forms of pension
spiking for classic members violated the California Rule. The issue was litigated, and in 2020 the California
Supreme Court ruled that the changes were permissible and that no offsetting benefit was required because
the changes were simply closing loopholes on pension spiking that distorted pension calculations.
Nevertheless, the scope of the ruling was narrow, and the core tenets of the California Rule remain intact.
What happens to pension obligations if agencies file for bankruptcy?
Various cash-strapped agencies have filed for bankruptcy over the years, the largest ones being the City of
Vallejo in 2008, and Stockton and San Bernardino in 2012. Fast-rising pension costs were a major
contributing factor in all three cases. In the Stockton case, the bankruptcy judge opened the door for
pension benefit cuts, arguing that under federal law such contract impairment was constitutional, despite
the California Rule. Yet Stockton kept pension debt off the table, choosing instead to restructure other
debts, cut retiree health insurance benefits, reduce services, cut staff, and impose new voter-approved taxes.
It did this to avoid a “risk-free” termination valuation from CalPERS (see page 14) which would have
revealed a level of debt so large that restructuring might have become impossible. Nevertheless, smaller,
less-complex agencies have subsequently defaulted on their CalPERS obligations. In 2014, the City of
Loyalton stopped paying its CalPERS’ bills. Its retirees became the first in California to see their pensions
cut by CalPERS, to just 40 cents on the dollar.
So how well funded is CalPERS today?
Despite the PEPRA reforms, and a healthy 8.5% investment performance in the 10 years to June 30, 2020,
CalPERS has struggled to close the funding gap that emerged in the wake of the Great Recession. A low
starting base, increased life expectancy and modest lowering of the discount rate (see next) have stifled the
improvement in funded status. Provisional data for June 30, 2020 shows CalPERS’ contracting agencies
with an average funded ratio of 71%. This compares with a low of 61% in 2009 and a peak of 128% in 1999.
This amounts to $160 billion in unfunded pension debt, equal to more than $12,000 per Californian
household. CalPERS is just one of several underfunded public pension systems in California.
Table 1: CalPERS’ Public Employees Retirement Fund (PERF)
Year
2011-12
2012-13
2013-14
2014-15
2015-16
2016-17
2017-18
2018-19
2019-20

Total Fund Market Value (US$ bn)
233.4
257.9
300.3
301.9
302.0
326.4
354.0
372.6
389.0

Funded Status (%)
69.6
69.8
76.3
73.1
68.3
68.0
70.2
71.0*
70.8*

*Using a 7.0% discount rate. Source: CalPERS

Is true funded status worse than officially reported?
Yes, this is likely true. Let’s back up. Funded status is essentially the ratio of assets (market value of assets)
to liabilities (actuarial accrued liability). The UAL (unfunded accrued liability) is the gap between liabilities
and assets. Whilst it is easy enough to calculate the market value of assets, calculating the present value of
future pension benefits – the accrued actuarial liability – is complicated and relies on a whole bunch of
economic and demographic assumptions. At the crux of the calculation is the discount rate, used to discount
these future cashflows. A higher discount rate means a lower present value liability. To be conservative and
ensure pension commitments are covered, pension models typically use the yield on high investment-grade
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municipal bonds as the discount rate i.e., what they are sure to earn by investing employer and employee
contributions. But CalPERS uses its expected rate of return on investments as its discount rate. This would
be fine if CalPERS met its investment goal, but it has fallen short on a sustained basis, with returns
averaging 5.5% since 2000, short of the 8.5% return envisaged when the state legislature enhanced benefits
in 1999. CalPERS discount rate currently stands at 7.0%, above what most analysts think it a reasonable
long-term investment return. This means that accrued liabilities are understated, and the funding gap is
likely wider than officially reported.
Table 2: CalPERS’ Discount Rate
Valuation Date
June 30, 1997
June 30, 2003
June 30, 2011
June 30, 2016
June 30, 2017
June 30, 2018

Old Rate
8.50%
8.25%
7.75%
7.50%
7.375%
7.25%

New Rate
8.25%
7.75%
7.50%
7.375%
7.25%
7.00%

Source: CalPERS

Table 3: CalPERS’ Net Investment Returns (June 30, 2020)
Year
1 year
5 years
10 years
20 years
30 years

Compounded Rate of Return
4.7%
6.3%
8.5%
5.5%
8.0%
Source: CalPERS

Do employers and employees have to pay more to fund the gap?
Yes, they do. Each year, CalPERS actuaries calculate a plan’s annual required contribution, based on
actuarial valuations from two years prior (i.e., 2020-21 contributions are based on actuarial valuations as
of June 30, 2018), which is the minimum that must be paid. It comprises two elements: the normal cost
rate, which is the annual cost of service accrual for current employees, and an annual payment towards the
UAL. The former is shared between employer and employee. The latter is paid by the employer i.e., the
cost of past inaccuracies in assumptions is borne entirely by the employer.
Annual Required Contribution = Normal Cost Rate + Annual Payment on UAL
Although CalPERS lets the UAL be amortized over 20-30 years, so as not to overwhelm agencies’ finances,
agencies do have the option of making additional extraordinary payments to pay down their UAL at a faster
clip. Those that can afford to often do. All told, employer contributions have surged over the past decade,
and are now three to four times as high as employee contributions.
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Chart 3: CalPERS’ Contributions History (US$ billion)
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*2017-18 employer contribution includes $6 bn contribution from the state. Source: CalPERS

CalPERS produces a nice catch-all graphic to illustrate the sources of income that fund public employee
pensions, and how these sources have evolved, known as The CalPERS Pension Buck. The 2020 version,
based on the prior 20 years of data, shows the cost split between investment earnings, employer
contributions and employee contributions as 55 cents, 32 cents and 13 cents, respectively. In 2015, the split
was 65/22/13. The original intent of SB 400 was that investment earnings would contribute 75 cents and
the remainder would be split between the employer and employee. The Pension Buck is a backward-looking
indicator. The respective shares continue to work against employers.
Chart 4: The CalPERS’ Pension Buck 2020

Based on CalPERS income over the last 20 years (as of June 2020) every dollar
spent on public pensions comes from these three sources. Source: CalPERS

How do we fix the problem?
Simply put, there are no quick fixes to this complex problem. Optimists hope that a sustained increase in
investment returns will make the problem disappear. Others think Sacramento will eventually pass
comprehensive pension reform that trims benefits for prospective service, to ensure the pension system’s
“successful operation”, as permitted by the California Rule. Even if true, agencies will still carry the cost of
unfunded pension benefits already accrued. Proactive agencies – cognizant that pension debt growth is a
form of deficit spending – are pursuing various strategies to close the gap. Common elements include:
•
•
•

More accurately valuing UALs using a lower discount rate.
Imputing the true cost of pension accruals when budgeting for the year.
Negotiating with staff to shift a greater share of pension costs onto employees.
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•
•
•

Making lump sum payments, accelerating amortization schedules, and funding special reserves to
pay down pension debt at a faster rate.
Slowing the pace at which new pension obligations accrue, through headcount cuts, trimming
pensionable pay and shifting to contract workers.
Pursuing other cost-cutting measures and/or tax increases to ensure long-term fiscal sustainability.

In truth, none of these are particularly palatable solutions, and the challenge is striking a good balance
between responsible pension planning and ongoing delivery of essential public services.
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PART 2: Belvedere’s Pension Status
What does Belvedere’s pension plan look like?
The City of Belvedere offers four defined-benefit plans administered by CalPERS, as follows:
•
•
•
•

Non-Safety Classic Plan – 2% at 55
Non-Safety PEPRA Plan – 2% at 62
Safety Classic Plan – 2% at 50
Safety PEPRA Plan – 2.7% at 57

It uses a 3-year average of highest compensation to calculate final salary, except for the classic non-safety
plan, for which it uses a single-year high. It contracts for a 2% cost-of-living-adjustment for retirees. As of
June 30, 2019 (latest available data), Belvedere had 18 active employees: 7 PEPRA members and 11 classic
members. This compares with a retirement pool of 53 members, all of whom are classic members.
Table 4: Belvedere’s CalPERS Pool: June 30, 2019
Membership Type
Non-Safety Classic
Non-Safety PEPRA
Safety Classic
Safety PEPRA
Total

Active Members
8
5
3
2
18

Retired Members
26
0
27
0
53

Data excludes survivors of retired members. Source: CalPERS

Because Belvedere’s classic plans are not the most generous offered by CalPERS (see page 12), in 2006 it
began offering a Retirement Enhancement Plan, operated by the Public Agency Retirement System (PARS),
to long-term city workers to supplement CalPERS. The plan offers an additional benefit factor of up to 0.5%
for non-safety workers (with the total benefit factor capped at 2.5%) and 0.3% for safety workers who
complete at least 15 years of service for Belvedere, retire directly from the City and CalPERS, and are at least
55 years’ old at retirement. The plan has been closed to new employees since January 1, 2012. There are
currently 7 retirees collecting this benefit, with 6 active employees likely to meet the eligibility
requirements. Contributions into the PARS plan are paid entirely by the employer.
The City also offers employees the option of participating in a 457(b) defined contribution plan. 457(b)
plans are the equivalent of 401(k) plans for government employees. Employees can elect to defer
compensation into the plan and the City will match up to $150 per month. Since this is a DC plan, there is
no risk borne by the employer.
Does Belvedere have a UAL?
Yes, as with most agencies in California, Belvedere’s net pension position moved into sharp deficit following
the Great Recession and associated stock market collapse. The combined UAL of its four CalPERS’ plans
jumped to $3.8 million as of June 30, 2009. Over the next decade, the City worked hard to pay down its
UAL, making a series of payments above and beyond the annual required contribution ($854,000 in 201314, $300,000 in 2016-17, and $3.6 million in 2017-18, of which $2.6 million was financed through a 30year lease-leaseback of the City’s Corporation Yard). Thanks to these extraordinary payments, Belvedere’s
UAL with CalPERS dropped to $1.6 million as of June 30, 2019 (latest available data). However, once the
outstanding balance of lease-leaseback debt is added back, the UAL rises to $4.0 million, higher than a
decade earlier. Concurrently, the UAL on the City’s Retirement Enhancement Plan stood at $178,065 as of
June 30, 2019, bringing total net pension debt to $4.2 million, an all-in funded ratio of 85%. For context,
total City revenues were $9.0 million and expenditures were $8.2 million in 2018-19. Growth in the UAL is
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expected in the year to June 30, 2020 given the poor investment environment. CalPERS posted a
provisional return of 4.7% in 2019-20, against a target of 7%.
Chart 5: Belvedere’s Net Pension Debt
5.0

Unfunded Actuarial Liability
Lease-Leaseback Debt

USD Millions
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3.0
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Excludes PARS UAL. Source: City of Belvedere Finance Department

Table 5: Belvedere’s Net Pension Debt: June 30, 2019
US$ Millions
Non-Safety Classic
Non-Safety PEPRA
Safety Classic
Safety PEPRA
Total CalPERS
PARS
Lease leaseback debt
Total

Actuarial Accrued
Liability
13.53
0.23
10.01
0.94
23.88
0.85
2.46
27.19

Market Value of
Assets
12.67
0.20
9.36
0.73
22.30
0.68
22.97

Unfunded Actuarial
Accrued Liability
0.87
0.36
0.65
0.21
1.58
0.18
2.46
4.21

Funded Ratio
93.6%
84.7%
93.5%
77.4%
93.4%
79.2%
84.5%

As of June 30, 2020, PARS’ UAL stood at $199, 181 and the outstanding balance on the lease leaseback stood at $2,325,000.
Source: CalPERS & City of Belvedere Finance Department

How much are Belvedere’s annual pension costs?
These costs can be broken down into two categories; those shared between the employee and employer, and
those borne solely by the employer.
•

•

The normal cost rate – the annual cost of service accrual for current employees – is shared between
the employee and employer. The NCR has pushed steadily higher in recent years (see Table 6)
because of changes to CalPERS’ longevity and discount rate assumptions. Because Belvedere’s
classic employee contribution rates are fixed by negotiated agreement (7% for non-safety and 9%
for safety), the City has picked up a disproportionate share of the growth in the NCR. PEPRA
employees pay half of their normal cost rate by law.
The employer-only costs comprise the annual payment towards the UAL, the cost of servicing the
lease-leaseback debt and the cost of the City’s PARS plan, plus any extraordinary payments towards
the City’s UAL.

Chart 6 plots the history of the City’s annual employer pension costs, excluding the $2.15 million in net
extraordinary UAL payments made since 2013-14. In 2020-21, these costs are estimated to be around 30%
of payroll, nearly four times as high as the weighted-average employee contribution rate (8%). This is
consistent with statewide trends, despite the City’s large paydowns of pension debt. The maturity of
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Belvedere’s pension plan i.e., a low ratio of active employees to retirees, exposes the City to large shifts in
employer contributions, measured as a percentage of payroll, from investment losses, assumption changes
etc., (see page 14 on plan maturity for further explanation).
Table 6: CalPERS Normal Cost Contribution Rate
% of Salary
Classic Safety
Employee NCR, %
Employer NCR, %
Classic Non-Safety
Employee NCR, %
Employer NCR, %
PEPRA Safety
Employee NCR, %
Employer NCR, %
PEPRA Non-Safety
Employee NCR, %
Employer NCR, %

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

2021-22

9.00
13.81

9.00
14.78

9.00
14.97

9.00
15.72

9.00
16.64

9.00
18.15

9.00
18.19

7.00
8.51

7.00
8.88

7.00
8.92

7.00
9.41

7.00
10.22

7.00
11.03

7.00
10.88

11.00
11.15

12.00
12.08

12.00
11.99

12.00
12.14

12.00
13.03

13.00
14.04

13.00
13.13

6.25
6.24

6.25
6.56

6.25
6.53

6.25
6.84

6.75
6.98

6.75
7.73

6.75
7.59

PEPRA employees have an initial contribution rate of 50% of the total normal cost. If the total normal cost changes by more than 1%
point, the employee rate must equal 50% of the new normal cost. Source: CalPERS & City of Belvedere Finance Department

Chart 6: City of Belvedere’s Annual Pension Costs* (US$000s)
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*Excludes $2.15 million in extraordinary net UAL payments made by the City to CalPERS since 2013-14.
Source: City of Belvedere Finance Department

Is Belvedere’s funded position better than other cities in Marin?
In truth, it is difficult to make apples-for-apples comparisons of agencies’ net pension debt by simply
comparing agencies’ funded status with CalPERS. That is because many agencies, like Belvedere, have
Retirement Enhancement Plans outside of CalPERS, or have issued pension obligations bonds (see page
14), or other pension-type debt, adding to their liabilities. On the asset side, some agencies have established
Section 115 trusts (see later discussion) or pension reserve funds, excluded from the CalPERS calculation.
Moreover, many agencies have contracts with, or membership of, outside public agencies that carry their
own unfunded pension obligations. The City of Belvedere, for example, contracts with Tiburon Fire
Protection District (TFPD) for fire and emergency medical services and is part of the Belvedere-Tiburon
Library Agency JPA. As of June 30, 2019, TFPD’s UAL with CalPERS was $8.78 million (80% funded status)
and the Library’s UAL was $1.33 million (78% funded status). Although the City has no legal liability for
these debts, TFPD will likely require the City to pay higher costs for service as its UAL is amortized, so
unless the City can find an alternative provider, these higher costs are contractual. Likewise, the Library
will probably ask the City to help subsidize its pension debt repayments, as it struggles with its own finances.
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With these caveats in mind, Table 7 provides a comparison of Marin cities’ UALs with CalPERS (or MCERA
in the case of San Rafael) as of June 30, 2018, as compiled by Stanford’s California Pension Tracker. The
table shows each city’s funded status with CalPERS and its funded status adjusted for pension obligation
bond issuance or other pension-type debt. On either basis, Belvedere fares well compared to its neighbors.
Table 7: CalPERS’ UAL by City: June 30, 2018
US$ million
Belvedere
Corte Madera
Fairfax
Larkspur
Mill Valley
Novato
Ross
San Anselmo
San Rafael
Sausalito
Tiburon

Actuarial
Liability
22.1
69.8
34.3
63.6
155.7
207.0
25.6
52.8
584.1
103.5
38.0

Market Value
of Assets
20.8
49.3
28.1
45.9
112.8
153.9
21.4
36.0
450.0
72.9
28.9

UAL
1.3
20.5
6.2
17.7
42.9
53.1
4.2
16.8
134.1
30.6
9.1

Funded
Status
94%
71%
82%
72%
72%
74%
84%
68%
77%
70%
76%

POBs/Other
Pension Debt
2.6
0.0
0.0
3.2
0.0
18.6
0.0
1.4
0.0
0.0
0.0

Adj. Funded
Status
82%
71%
82%
69%
72%
60%
84%
64%
77%
70%
76%

Source: California Pension Tracker, Stanford University

Is there more that Belvedere can do?
Belvedere has worked hard to stay ahead of its pension obligations, but its annual pension costs continue
to rise, with further growth expected in the years ahead. Proactive planning would allow the City to manage
its unfunded pension obligations on a steady basis and avoid a sharp reduction in operations and personnel
as minimum annual payments move higher. The following steps should be considered:
1. Adopt a lower discount rate
First, the City should consider adopting a more realistic discount rate for valuing its pension obligations
and lay out a medium-term fiscal plan for systematically paying down the true value of its pension debt to
a desired level of funding. This will be a dynamic process, as new growth/or shrinkage in the UAL is possible
any year that CalPERS’ investment performance undershoots/overshoots the City’s adopted discount rate.
The lower discount rate should also be used in budgeting for annual workforce costs. Headcounts and
service levels might be impacted, and new revenues/taxes might be necessary to create sufficient room in
the budget for these higher pension costs. The City’s consulting PARS actuary (Milliman, Inc.) suggests a
30-year discount rate of 5.14%. Table 8 shows the size of Belvedere’s UAL with CalPERS as of June 30, 2019
using different discount rates. This demonstrates the sizeable impact that a lower discount rate has on debt
levels and the extent to which the City has de facto been deficit spending over the past decade.
The City would have to think carefully about if, and when, to recognize a new, lower discount rate on its
financial statements (below that of other CalPERS’ contracting agencies), as the higher recognized value of
pension debt could negatively impact the City’s perceived creditworthiness. This is an important
consideration if the City decides to seek debt financing for its Seawall Project.
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Table 8: Belvedere’s UAL at Different Discount Rates
As of June 30, 2019
7.0%
6.0%
3.25%
1.75%

CalPERS’ UAL
$1.6 million
$4.5 million
$17.5 million
$26.4 million

Funded Status
93.4%
83.5%
56.6%
46.3%

Refers to the City of Belvedere’s UAL with CalPERS only. Source: CalPERS

2. Review its amortization schedule
Second, as part of its medium-term fiscal plan, the City should also decide if it can pay down its pension
debt at a faster pace than required by CalPERS’ amortization schedule. This does not mean the City should
alter its contract with CalPERS to re-amortize its pension debt, as this would obligate the City to pay
according to the new schedule, which could impact service delivery. An informal arrangement is probably
preferred.
3. Establish a Section 115 trust
Third, the City should consider establishing a Section 115 trust as an alternative or adjunct to paying down
debt (and thus investing) with CalPERS. A Section 115 trust creates ringfenced funds for pensions and
allows those funds to be invested in higher risk instruments than general fund monies. Section 115 trusts
have various advantages. First, they provide investment diversification vis a vis CalPERS. Second, unlike
funds invested with CalPERS, they can be used to assist in meeting annual required payments to CalPERS
in bad years, providing rate smoothing. Third, they provide scope for better duration matching of plan
liabilities. That said, there are fees associated with Section 115 trusts and investment returns do not
necessarily outperform those generated by CalPERS, so this option needs to be carefully studied. It is also
important to note that because Section 115 assets can be withdrawn to pay annual required payments, they
will not reduce reported net pension debt on agencies’ financial statements, as paying additional funds to
CalPERS would. Instead, they are reported as a restricted asset, which does improve agencies’ overall
statement of net position.
4. Increase employee cost sharing
Fourth, the City should consider increasing employee contributions for classic members. PEPRA employees
already pay 50% of the normal cost rate, and by law the City can also require classic members to pay 50%
of the normal cost, capped at 8% of pay for non-safety members and 12% of pay for safety members.
Belvedere’s current rates are 7% and 9% respectively. Note that the PEPRA reforms allow agencies to go
further and negotiate with employees to pay part of the employer’s normal cost rate, but this is often agreed
in return for an enhanced benefit. This option should be carefully modeled as it does not necessarily
generate savings for the employer. For example, employee groups often ask for a higher COLA in exchange
for a higher cost share. Whilst this may lower the employer NCR in the short term, it may increase the
employer contribution in the medium term because of the compounding effect of higher salary bases and
the additional investment risk.
5. Blue skies option
Finally, the City could consider more creative solutions. A key constraint to controlling the long-term
trajectory of the City’s UAL is the fact that new City employees automatically join the CalPERS class and
enjoy the same generous defined-benefit pension plans. Hypothetically, new employees could be hired
through a new entity outside of the City of Belvedere (perhaps a new JPA structure) and offered defined
contribution plans. This would align City practices with the private sector and younger public agencies (e.g.,
Marin Clean Energy, the Ranch, Marin Transit). Existing employees would stay in the CalPERS class
employed by the City of Belvedere. This option would not affect the pension commitments the City has
made to past and present employees, but it would remove the pension risk associated with new hires. It is
not clear what legal hurdles this option would face, or whether it would create problems attracting talent.

11
by Sally Wilkinson

Attachment H

PART 3: Policy Wonk Stuff (Optional)
Explain how benefit formulas work
In simple terms, the benefit a retiree receives is equal to his “benefit factor” multiplied by his highest annual
salary multiplied by his years of service. The benefit factor changes according to number of years worked
and age at retirement. For example, using the City’s “2% at 50” classic safety formula, if an employee retires
at age 50 after 30 years of work, his benefit factor is 2.0, but if he retires at age 55 after 30 years of work,
his benefit factor is 2.7 (statistically he has less years to live). Thus, if his final salary is $100,000, he will
receive $60,000 per year if he retires at age 50, and $81,000 per year if he retires at age 55. His pension
benefit is upgraded by 2% per year (COLA). Benefits are capped as a percentage of final compensation,
albeit at a high level. CalPERS’ various plans offer different benefit factors, escalators and caps, so it is not
always easy to assess which offers the richest benefits. Typically, safety formulas are richer than non-safety
formulas, as shown by comparing Belvedere’s plans in the tables below. The table on the following page
summarizes all plans offered by CalPERS.
Table 9: Belvedere Classic Safety Benefit Formula: 2% at 50
Age at Retirement
50
51
52
53
54
55 or older

Benefit Factor
2.00%
2.14%
2.28%
2.42%
2.56%
2.70%

Benefit After 30 Years’ Service
60.0
64.2
68.4
72.6
76.8
81.0

Formula capped at 90% of final compensation. Source: CalPERS

Table 10: Belvedere Classic Non-Safety Benefit Formula: 2% at 55
Age at Retirement

Benefit Factor

Benefit After 30 Years’ Service

50
51
52
53
54
55
56
57
58
59
60
61
62
63 or older

1.426
1.522
1.628
1.742
1.866
2.00
2.052
2.104
2.156
2.210
2.262
2.314
2.366
2.418

42.78
45.66
48.84
52.26
55.98
60.00
61.56
63.12
64.68
66.30
67.86
69.42
70.98
72.54

Formula capped at 96.72% of final compensation. Source: CalPERS
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Table 11: Benefit Formulas: Classic and PEPRA Members
Formula
Min. Retirement Age
Non-Safety/Miscellaneous Employees
PEPRA Members
2% at 62
52
Classic Members
2% at 55
50
2.5% at 55
50
2.7% at 55
50
2% at 60
50
3% at 60
50
Safety Workers
PEPRA Members
2% at 57
50
2.5% at 57
50
2.7% at 57
50
Classic Members
2% at 50
50
3% at 50
50
2% at 55
50
2.5% at 55
50
3% at 55
50

Pension @ 30 Yrs’ Service1

Maximum Pension2

60%

100%

60%
75%
81%
60%
90%

96.72%
95%
102.6%
96.72%
120%

60%
75%
81%

80%
100%
108%

60%
90%
60%
75%
90%

90%
90%
90%
90%
90%

1.Pension

as a % of final compensation assuming retirement takes place after 30 years of service at full retirement age of plan.
factors are different for each plan and change according to the number of years worked and age at retirement.
Plans are capped at different levels as a percentage of final compensation. Please refer to CalPERS’ benefit tables for more details.
Source: CalPERS
2.Benefit

How does CalPERS amortize agencies’ pension debt?
Each year, CalPERS requires agencies to pay down a portion of their UAL as part of their annual required
contribution. The amount that needs to be paid is determined by CalPERS’ amortization policy. CalPERS
divides the UAL into what it calls amortization bases. Each year’s base is essentially the increase/decrease
in a plan’s UAL and is broke down by source e.g. investment gains/losses. Different portions of the base are
amortized according to different rules, including the number of repayment periods, how the payments are
spread over time (dollar flat or rising), and whether there is a ramp up/ramp down in payments. CalPERS
recently revised its amortization policy to be more stringent (see Table 13). The rule change takes effect in
2021-22 and applies to new UAL bases created on or after June 30, 2019. UALs established prior to that
date will continue to be amortized according to the prior policy.
Table 12: CalPERS Old Amortization Policy
Source of UAL
Amortization Period
Escalation Rate
Ramp Up
Ramp Down

Investment
Gain/Loss
30 Years
Payroll
5 Years
5 Years

Non-Investment
Gain/Loss
30 Years
Payroll
5 Years
5 Years

Assumption/
Method Change
20 Years
Payroll
5 Years
5 Years

Benefit Change
20 Years
Payroll
0
0

Source: CalPERS
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Table 13: CalPERS New Amortization Policy
Source of UAL
Amortization Period
Escalation Rate
Ramp Up
Ramp Down

Investment
Gain/Loss
20 Years
0%
5 Years
0

Non-Investment
Gain/Loss
20 Years
0%
0
0

Assumption/
Method Change
20 Years
0%
0
0

Benefit Change
20 Years
0%
0
0

Source: CalPERS

What is risk pooling and how does this work at CalPERS?
Risk pooling refers to the spreading of financial risk evenly among contributors. CalPERS uses risk pooling
to reduce fluctuations in employer contribution rates caused by unexpected demographic events e.g., a
premature employee death. CalPERS requires all employers with 100 or fewer active employees to
participate in risk pools, pooling their assets and liabilities. Participation in risk pools for employers with
more than 100 active employees is optional. CalPERS operates two risk pools, one for non-safety groups
and one for safety groups.
Why does plan maturity matter?
Pension plan maturity is an important consideration in gauging a plan’s sensitivity to risk. As a plan’s
population ages, and more members reach retirement, its obligations become large relative to its source of
contributions. The ratio of assets to payroll (leverage ratio) increases as the plan matures and, as a result,
investment losses become more costly to the plan. For example, with a leverage ratio of 3.0, a 10%
investment loss would be equivalent to 30% of payroll. A 6.0 leverage ratio would mean that the same
investment loss would cost 60% of payroll. Thus, agencies with mature plans are exposed to higher volatility
in employer contributions, measured as a percentage of payroll. On all measures, Belvedere’s two classic
pension plans are very mature compared with the CalPERS average.
Table 14: Maturity Measures for Belvedere’s Classic Plans
As of June 30, 2019

Assets to Payroll Ratio

Non-Safety Classic
Safety Classic

15.1
25.2

Active Employee to
Retiree Ratio
0.31
0.11

Retiree Liabilities/Total
Liabilities, %
67%
66%

Source: CalPERS

What are pension obligation bonds?
Pension Obligation Bonds (POBs) are a tool used by public agencies to “pay down” their unfunded pension
liabilities, by replacing one form of debt (the existing UAL) with another (the POB). Agencies often believe
that such issuance locks in a lower cost of funding. It does not. Only if the rate of return that CalPERS earns
over the life of the bond exceeds the cost of POB funding, does the POB save the agency money. The idea
that POBs guarantee a fixed saving assumes that CalPERS consistently and exactly meets its investment
target, which it does not. The economics of the City’s 2017 lease-leaseback are the same as those of a POB,
but the City was able to secure a lower cost of funding (4.46% interest rate, subsequently refinanced at
2.55%) because of the securitized nature of the transaction.
Why don’t agencies just quit CalPERS?
The California Rule forbids agencies from reducing the generosity of pension benefits for existing
employees for past or prospective service. Exiting CalPERS would not change this calculus, but it would
allow employers to launch new defined-contribution pension schemes for new employees (no longer
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constrained by the CalPERS class system), offering significant potential cost savings. However, to exit
CalPERS, agencies must pay a termination fee to relieve themselves of their accrued pension obligations.
This termination fee represents the UAL calculated using a “risk-free” discount rate. CalPERS places the
liabilities of exited agencies into its Terminated Agency Pool and because no future employer contributions
are made into the pool, CalPERS secures these liabilities with risk-free assets, typically high-quality
municipal bonds. The lower discount rate significantly increases the UAL of terminated plans, which must
be paid on exit, making it prohibitively expensive for most employers to exit CalPERS. As of June 30, 2019,
the City of Belvedere’s hypothetical termination liability stood at $17.5 million using a 3.25% discount rate,
or $26.4 million using a 1.75% discount rate. CalPERS provides two estimates based on the lowest and
highest rates available over the surrounding 19-month period.
What accounting rules govern public pensions?
Accounting rules for public agencies are set by the Government Accounting Standards Board (GASB). In
2012, GASB issued two statements, GASB 67 and 68, setting new rules for the measurement and reporting
of public pensions data to be used in agencies’ Comprehensive Financial Annual Reports (CAFRs). The new
standards, which took effect in FY 2013-14 and 2014-15 respectively, attempted to address concerns about
the valuation of pension assets, the use of the expected rate of return as the discount rate to measure pension
liabilities, and the fact that agencies did not report unfunded pension liabilities on their balance sheets, but
instead reported the cumulative deficiency in their annual required contributions (ARC) since 1997. Going
forward, agencies were required to report the market value of their pension assets, use a blended discount
rate to measure their pension liabilities (albeit with discretion), and report the full value of their unfunded
pension liabilities on balance sheet. Because of pension fund reporting delays, agencies can report pension
liability data from the end of the prior fiscal year in their annual statements. Although the new standards
improved transparency, agencies have relied on workarounds to avoid (almost entirely) using a lower
blended discount rate, thus continue to understate their liabilities.
It is important to note that there is little in common between agencies’ Annual Valuation Reports (AVRs)
provided by CalPERS and the pension data included in agencies’ CAFRs. The rules governing, and objectives
of, the two reports are different. AVRs detail agencies’ funded status, debt amortization schedules, and
changes in minimum annual required contributions, to help in agencies’ budgetary planning. CAFRs are
designed for investors to assess trends in agencies’ financial health and solvency. They report agencies’ net
financial position on an accrual basis. One confusing element of CAFRs relates to “deferred outflows and
inflows of pension resources” which are essentially components of net pension debt that are not recognized
as an expense (outflows) or income (inflows) in the year in which they are created. For example, changes in
net pension debt resulting from a difference between projected and actual earnings are spread over five
years on CAFRs. Again, there is little commonality between AVRs and CAFRs, and AVRs are more relevant
for budget planning purposes. The discount rate is even slightly different (CAFRs use CalPERS’ discount
rate gross of administrative expenses), leading to discrepancies in reported UALs.

15
by Sally Wilkinson

