
   

   

 

 

 

 

        MEMORANDUM 
 

 

 TO: HONORABLE MAYOR & FROM: Katano Kasaine 

                     CITY COUNCIL   

  

SUBJECT: SEE BELOW DATE: June 7, 2013  

 
        ___________________________ 
City Administrator                          Date 

Approval               /s/ Deanna J. Santana    6/7/13  _____ 
 

 

REVISED INFORMATION 
 

SUBJECT:   Update on CalPERS New Rate Increases Due to Amortization and 

Smoothing Policy Changes Adopted by CalPERS on April 17, 2013 

 

This information memorandum provides an update on CalPERS recent changes to its new 

smoothing and amortization policy that was approved on April 17, 2013.  Under the new 

smoothing and amortization policy changes as provided in CalPERS circular letter dated April 

26, 2013, investment gains and losses would be recognized over a fixed 30-year period with the 

increases or decreased in the rate spread directly over a 5-year period.   According to CalPERS, 

this action will result in an increase in employer rates in the near term but lower contributions 

rates in the long term.  The smoothing will increase the employer rate volatility in normal years 

but a much reduced chance of very large rate increase in extreme years if there was a large 

investment loss.  In addition, the adoption of this new amortization and smoothing method will 

improve funding levels, which would reduce the funding level risk and ultimately achieve a fully 

funded status for its plans in thirty years. The adopted policy changes intend to protect the 

beneficiaries and reduce the long-term cost of benefits for all.  This new change will be 

implemented in the June 30, 2013 actuarial valuations.  A copy of the CalPERS circular letter 

dated April 26, 2013 is attached to this memo. 

 

On April 5, 2013, Staff provided an information memorandum on CalPERS newly adopted 

actuarial assumptions being implemented with the June 30, 2011 valuation and the impact to the 

City’s contribution.  This memorandum is revising the figures to reflect the newly adopted 

CalPERS’ rates and the new information issued by CalPERS on projected impacts on future rates 

effective FY 2015-16. 
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Current and New Rates from CalPERS and Projected Costs 
 

In the previous information memorandum dated April 5, 2013, it was projected that the City’s 

retirement contributions to CalPERS costs will increase by 20.5% in FY 2013-14 and 5.25 % in 

FY 2014-15 respectively. Based on updated budget data, as presented in the FY 2013-15 

proposed policy budget, the cost will increase by 19.5%  in FY 2013-14 and an additional 8.6% 

is projected to increase in FY 2014-15, respectively.  The table below provides the detail of the 

City’s employer contribution rates and projected annual costs based on the FY 2013-15 Proposed 

Policy Budget and CalPERS’ new smoothing and amortization policy changes, as well as 

historical rates and costs. 

 

Table 1 

 
 MISCELLANEOUS FIRE POLICE   

 

Annual Cost Rate Annual Cost Rate
(3)

 Annual Cost Rate
(3)

 

Total  

Annual Cost 

Cumulative 

% Change* 

2006-2007 38,013,933.26 17.480 13,799,911.54 27.280 27,415,317.53 27.280 79,229,162.33  

2007-2008 42,934,740.16 19.200 14,357,867.10 26.660 30,244,078.80 26.660 87,536,686.06  

2008-2009 41,909,512.12 19.550 14,799,733.04 27.090 35,228,553.86 27.090 91,937,799.02  

2009-2010 28,609,780.59 19.590 14,450,896.34 27.448 34,554,042.38 27.448 77,614,719.31  

2010-2011 23,436,093.61 19.890 14,175,460.08 27.682 30,221,552.26 27.682 67,833,105.95  

2011-2012 31,440,003.39 23.604 13,113,234.90 28.561 21,058,342.21 28.561 65,611,580.50  

2012-2013
(1)

 33,044,376.00 25.115 12,465,077.00 26.479
(4)

 21,784,707.00 30.479
(5)

 67,294,160.00  

2013-2014
(1)(6)

 41,076,011.00 27.300 15,960,302.00 28.857 23,397,368.00 32.857 80,433,681.00  

2014-2015
(1)(6)

 43,525,191.00 29.100 18,128,464.00 30.410 25,717,197.00 34.410 87,370,852.00  

2015-2016
(7)

 47,508,102.00 31.200 19,380,749.00 32.510 28,563,822.00 36.510 95,452,673.00 9.25% 

2016-2017
(7)

 50,705,762.00 33.300 20,632,658.00 34.610 30,206,770.00 38.610 101,545,191.00 16.22% 

2017-2018
(7)

 53,903,426.00 35.400 21,884,568.00 36.710 31,849,718.00 40.710 107,637,709.00 23.20% 

2018-2019
(7)

 57,101,084.00 37.500 23,136,477.00 38.810 33,492,666.00 42.810 113,730,227.00 30.17% 

2019-2020
(7)

 60,298,745.00 39.600 24,388,386.00 40.910 35,135,614.00 44.910 119,822,745.00 37.14% 

_____ 
(1) Projections 
(2) Covered Payroll is based on FY 2014-2015. 
(3)Net of Port’s payment (approximately 0.489%) 

(4)Police rate change from 29.064% to 30.479% on 8/31/12 
(5) Fire rate changed from 29.064% to 26.479% on 8/31/12 
(6)Computed on baseline payroll, projected as of April 12, 2013 
(7)Projections based on CalPERS new policy change date April 26, 2013 circular letter 
Note: total may not add up due to rounding 

* Represents % changed due to PERS new policy on amortization and smoothing methods effective FY 2015-16 

 

For questions please contact Katano Kasaine, Treasurer, at (510) 238-2989. 
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 Respectfully submitted, 

 

 

            /s/ 

 KATANO KASAINE 

 Treasurer, Treasury Division 

 

Attachments (1) 

--CalPERS April 26, 2013 Letter 



 
 
California Public Employees’ Retirement System   
P.O. Box 942709   
Sacramento, CA 94229-2709                                                    Reference No.: 
(888) CalPERS (or 888-225-7377) Circular Letter No.: 200-019-13 
TTY: (877) 249-7442 Distribution: VI 
www.calpers.ca.gov  Special:  

 
 
Circular Letter                                                                              

 

                         April 26, 2013           

 
  

TO:  ALL PUBLIC AGENCY EMPLOYERS 
   

SUBJECT: EMPLOYER RATE INCREASES DUE TO AMORTIZATION  
AND SMOOTHING POLICY CHANGES 

 
 

The purpose of this Circular Letter is to inform you of recent changes to the CalPERS 
amortization and smoothing policies. These changes are expected to increase 
employer contribution rates in the near term but result in lower contribution rates 
in the long term.  
 
Background 
At the April 17, 2013 meeting, the CalPERS Board of Administration approved a 
recommendation to change the CalPERS amortization and smoothing policies. Prior to 
this change, CalPERS employed an amortization and smoothing policy which spread 
investment returns over a 15-year period with experience gains and losses paid for over 
a rolling 30-year period.  After this change, CalPERS will employ an amortization and 
smoothing policy that will pay for all gains and losses over a fixed 30-year period with 
the increases or decreases in the rate spread directly over a 5-year period.  
 
The new amortization and smoothing policy will be used for the first time in the June 30, 
2013 actuarial valuations. These valuations will be performed in the fall of 2014 and will 
set employer contribution rates for the Fiscal Year 2015-16. 
 
Analysis 
The current amortization and smoothing policy was designed to reduce volatility in 
employer contribution rates.  The policy has accomplished this goal fairly well since its 
adoption, however a number of concerns have developed: 

• The use of an actuarial value of assets corridor can lead to significant single year 
increases to rates in years when there are large investment losses. 

• The use of long asset smoothing periods and long rolling amortization periods 
result in slow progress toward full funding. 

• The use of an actuarial value of assets requires the disclosure of two different 
funded statuses and unfunded liability numbers in actuarial valuation reports. 
This adds confusion and inhibits transparency. 

• The use of rolling amortization and long asset smoothing periods makes it 
difficult for employers to predict when contribution rates will peak and how high 
that peak will be.  
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• The use of rolling amortization and asset smoothing periods may result in 
additional calculations for the new accounting standards. These calculations 
would be avoided with a quicker funded status recovery. 

The adoption of the new smoothing and amortization policies will change future 
employer contribution rates. Changes are as follows: 

• Funding levels will improve, which will reduce the funding level risk.  The new 
methods will put your plan on a path to be fully funded in 30 years. 

• Your plan will experience more rate volatility in normal years, but a much 
reduced chance of very large rate increases in years when there are large 
investment losses. 

• Contribution rates in the near term will increase.   

• Long term contribution rates will be lower. 

• There will be greater transparency about the timing and impact of future 
employer contribution rate changes. 

• The new policy eliminates the need for an actuarial value of assets. As a result, 
there will be only one funded status and unfunded liability in actuarial reports. 

• There will be less confusion when the new accounting standards are 
implemented since there will be no need for extra liability calculations. 
 

Expected Rate Increases Due to Changes 
The following table can be used to gauge your agency’s expected increase in employer 
contribution rates under the new amortization and smoothing policy.   

 
The illustrated rates are based on public agency asset volatility ratios.  The asset 
volatility ratio (AVR) is an agency’s assets divided by their annual payroll. This ratio 
provides a measure of how sensitive an agency’s contribution rate will be due to 
investment returns. For pooled plans, the AVR is the asset volatility ratio of the pool. 
Your plans AVR is provided in the risk analysis section of your annual actuarial report.   
The table shows the projected increases in employer contribution rates for Fiscal Years 
2015-16 through 2019-20, assuming CalPERS earns 7.50 percent after 2011-12. 
Projections for Fiscal Year 2014-15 are not affected. As an extreme example, we have 
included a plan with an AVR of 15. 

 
Cumulative Projected Increase in Employer Contribution Rate beyond the 

Projected Fiscal Year 2014-15 Rate 
 

Fiscal Year AVR of 4 AVR of 6 AVR of 8 AVR of 10 AVR of 15 
2015 – 2016 1.1% 1.7% 2.2% 2.8% 4.2% 
2016 – 2017 2.2% 3.4% 4.4% 5.6% 8.4% 
2017 – 2018 3.3% 5.1% 6.6% 8.4% 12.6% 
2018 – 2019 4.4% 6.8% 8.8% 11.2% 16.8% 
2019 – 2020 5.5% 8.5% 11.0% 14.0% 21.0% 
 



Circular Letter No.: 200-019-13 
April 26, 2013 
Page 3 
 
For example, suppose your agency has an estimated 2014-15 contribution rate of 14.5 
percent and an AVR of 4. Referring to the table above, under the AVR of 4 column, you 
can expect to see a 1.1 percent increase in your current employer contribution rate for 
2015-16 resulting in a 15.6 percent rate, a 2.2 percent increase for 2016-17 for a 16.7 
percent rate, and so forth until the rate reaches an expected maximum of 20.0 percent 
in Fiscal Year 2019-20.  
 
Be aware these are only estimates since we do not know the final return on investments 
beyond June 30, 2012. Your employer rate will also differ due to your own plans 
demographic experience, or if you are in a pool, due to the pool’s demographic 
experience.  
 
Overall, these contribution increases will result in your plan being better funded in time 
and will ultimately result in lower contribution rates.  
 
If you have any questions, please call our CalPERS Customer Contact Center at       
888 CalPERS (or 888-225-7377). 

 

ALAN MILLIGAN 
Chief Actuary 
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