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Understanding Pension Funding

Hurdles and Other

Pension Basics . .
Considerations

How are we doing
relative to our
funding targets?

Potential Strategies
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Building Blocks of Pension Funding Policy

m Analyze Present Adopt Administer » Evaluate
Pension Model Develop Formally Monitor Revisit
Basics & investment funding policy  adopt and funding policy  funding policy
Economic return implement to ensure
Headwinds scenarios funding policy  fiscal stability
and growth
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Pension Funding Concepts are Similar to Other

Retirement Plans {é @ M @%

Participant or employer set retirement goals:

e Expected retirement age JVL

e Life expectancy goal v

e EXxpected Investment earnings rate v
v —

e Expected savings balance or replacement income goal

Goals determine initial savings rate estimated to achieve
retirement goals

As compared to a defined contribution plan, the key difference with
a defined benefit pension plan 1s who bears the funding risk if
assumptions don’t hold true.
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Pension Jargon Glossary

e Assumption = Target, Goals or Expected Results
e EXxperience = Actual Results
e Normal Cost = Initial contribution rate (Employee and Employer contributions)

e Present Value of Projected Benefit (PVPB) = Value of all future benefits In
today’s dollars

e Accrued Liability (AL) = Target funding progress at a given point of time

e Unfunded Accrued Liability (UAL) = Amount actual savings falls short of
funding target

e Amortization of UAL = Additional annual contribution needed to get back on
track

e Annual Required Contribution = Normal Cost + Amortization of UAL
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lllustration of Mortality Risk for an Individual

Employee
$1,200,000
s1.000.000 _Present Value of Projected Benefit (Savings —
Goal)
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“ Retirement Payments
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Retirement Plans Are Sensitive to Investment
Earnings

1,400,000 Present Value of Projected Benefit
(Funding target at desired retirement age)

1,200,000
1,000,000
Accrued Liability
800,000 .
(Target funding progress
at a static point in_time)
600,000 >

Normal Cost

400,000 Contributions
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Proprietary and Confidential © 2021 _ GOV 21-0452 A 8 of 41

GoviInvest Inc.



Retirement Plans Are Sensitive to Investment

Earnings

1,400,000 Present Value of Projected Benefit UAL
(Funding target at desired retirement age)
1,200,000 ] (Amount of
Assets Short of
1,000,000 Funding Target)
Accrued Liability
800,000 .
(Target funding progress
at a static point in_time)
600,000 >
Normal Cost
400,000 Contributions
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Historical Factors Impacting Funded Status

Funded ratio (%)

128% ~10%
140% - 9% 119% 101% {85008
s - 8% 1% 16%
— $4008B
100% —
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Actuarial liabilities ($)
60% L
$2008B
aos L Assets ($)
— $100B
20% $

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20M 2012 2013 2014 2015 2016 2017  revosaons

Increased Additional
1993-2000 2007-2009 life $6 billion
Strong economy SB400 AB616 Great Recession expectancies from State
PEPRA law
. Discount Discount Discount
S ource: Cal P E R S rate lowered rate lowered rate lowered
Dot.com crash 8.25% — 7.75% 7.75% — 7.5% 75% = 7%
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Hasn’t The Market Already Recovered?

lllustrative Impact of Investment Performance on an Example Plan
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Events & Concerns

« Still paying off Great Recession losses and changes 1n
assumptions In an iIncreasing payment schedule

« 2019 Investment Experience Loss 6.7% vs 7% ~
$4,047,841

« 2020 Investment Experience Loss 4.7% vs 7% ~
$16,089,000

* Projected Capital Market Assumptions (CMA’s) on future
investment returns projected to underperform 7%
Investment Earning Goal both 1n the near term (10
Years 4.85%) and long-term (30 Years 6.42%)

« Potential further reductions to discount rate November
2021
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CalPERS Historic Investment Returns
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* Not included in CalPERS Valuation but are included in Govinvest Forecast
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New Asset Allocation Effective June 30, 2020

Real Asset Liquidity
13% 1%

Private Equity
8%

Fixed Income

28%
Equities
50%
*Source: *"CalPERS and Employers: Fiscal Year Returns, Cost Impacts and Our Path Forward”,
7/21/2020
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Challenges to Achieving Target Returns

US Treasury Yields Reduced to Near Zero
We Need to Take Risks to Achieve Returns

100% . 89% 14.3% 15%
Pl 1% 10-Year Treasury Constant Maturity Rate (%)
T Annual, Not Seasonally Adjusted
BO% 49%
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E0%
1.26% % -
40% 43%% B 0.63%
T | 5%
20% Fixed Income portion
of CalPERS assets (%)
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1970 1980 1990 2000 2010 2020
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WILSHIRE

CalPERS Expected Return and Risk Estimates
As of December 31, 2020

15.0%
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Asset Liability Management (ALM) — A Disciplined Approach

o Capital Market

Assumptions

o Strategic asset

funds risk
assessment

o Gauging the

Final approval
of discount rate

> > i » > D
2020 2021 2022
July* June July* September November July*
» Educational + Capital Market » Educational + Discussion » Experience + Effective date
sessions: Assumptions sessions: of candidate study results for strategic
portfolios with asset allocation
o ALM process + Economic o ALM process proposed Discussion
overview and Assumptions and framework discount rates of candidate
timeline portfolios with
o Investment discount rates

allocation funds’ ability Final approval
to tolerate of strategic .
market risk asset allocation Dot

W,

A

Source: CalPERS

Proprietary and Confidential © 2021 A

21-0452 A 18 of 41
Govinvest Inc. A" 4 GS?V,JQV?SJC




Proprietary and Confidential © 2021 ‘ 21-0452 A 19 of 41
Govinvest Inc. v qgvy!r?\n{ngt




Unfunded Accrued Liability (UAL)

The graph shows the pension lizbility and how it's being funded over time.

inyesr 2020:

Market Value of Assets Unfunded Accrued Liability Accrued Lisbility
O $724.55M O $428.00M O $1.15B

2020 2025 2030 2035 2040 2045
“ear (a3 of June 30)
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Projected UAL Balance

(Various Investment Return Scenarios)
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Plan Funded Status

(Various Investment Return Scenarios)
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Total Normal Cost

This graph shows the main components of your annual pension costs.

inyear 2020:
B sbffity Comtribilic Employer Normal Cost Employee Contributian
O O $1587M QO $10.03M

2500
$40M
3301
£20M
£10M
fo

2020 2025 2030 2035 2040 2045

Fiscal Year Beginring July 1
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Employer Normal Cost

This graph shows the main components of your annual pension costs.
inyesr 2020:
mrumded Listlliy Contributic Employer Normal Cost Empimyes Con
O O $15.87M O
2250
320M
315M
acM
$5M
o]
2020 2025 2030 2025 2040 2045
Fiscal Year Beginning July 1
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Required Employer Contribution

This graph shows the main components of your annual pension costs.
inyear 2020:

Unfunded Liability Contribution Employer Normal Cost
0 $27.20M O $15.87M

.
|
|
.
.
.
|
|
|
;
£50M |
|
|
sQSM IIII IIIIII
SCI IIIII
2025 2045

2020 2030 2035 2040

Fiscal Year Beginning July 1

GoviInvest Inc.

Insights to your financial future

Proprietary and Confidential © 2021 A Govinvest 21-0452 A 25 of 41



How Is El Dorado County Doing Relative to Other

Counties?

Placer
Nevada
El Dorado
Amador
Butte
Shasta
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Benefits of Actively Managing Payment Options

1) Savings are compelling
2) Smoother budgetary transitions

3) Preserve financial flexibility lllustrative
Unfunded Liability Contribution
0 $32.37M
T s Significantly bent trajectory of cost curve
S
D
440N %
Q! Save Interest Cost $$$
LL .
$30M oY
| Level out the payment
=1 escalation
S

Fiscal Year Beginning July 1
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Baseline Unfunded Liability Payment Plan

This graph shows the main components of yvour annuzl pension costs.

Unfunded Liability Contribution

O $27.20M

$37.5M COS\, GU

Fiscal Year Beginning July 1
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Unfunded Pension Liability
Funding Goals

« Keep Amortization Schedules Under 20 Years
 Maximize Long-term Savings

o Unfunded Liability Contributions should be aggressive but
mindful of current needs

 Maximize use of Additional Discretionary Payments (ADP)
» Keep contributions to CalPERS relatively level

e Don’t increase risk

 Choose most cost-effective path

* New 20-year level-dollar amortization policies adopted by
CalPERS are applied prospectively unless early implemented
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Future Pension Funding Policy Decision

1) Continue with Additional Discretionary Payments (ADP)

2) Fresh Start two or more bases to level out inclining payment
ramp.

3) Divert ADP contributions to Section 115 Pension Prefunding
Trust
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Potential Merits and
Limitations of Section 115
Pension Prefunding Trusts



Long Term Asset Allocation

12.0%
=@ 25 Year Retums =@ 20 Year Retums -@- 15 Year Returns -0~ 10 Year Returns -~ 5 Year Returns
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c 11.0%
=
Q
OC  10.0% s —-
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Q L
Eu 9.0% — —
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2  80% —
c = 50% Equities / 50% Bonds
< -
o 7.0% —
© .~ 30% Equities / 70% Bonds
Qo
I 60%
% 100% Bonds
5.0% r . . - : : . .
1.5% 2.5% 3.5% 4.5% 5.5% 6.5% 7.5% 8.5% 9.5%
Standard Deviation (Risk)
Source: Fisher Investments
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5-Year Time Horizon

12.0% -
®m Avg. Annual Rate of Return
10.0% .y
10.0% - Standard Deviation
8.7% 8.6%
8.0% - 7.6%
6.4%
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4.0% - 0
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0.0% - T ' . )
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i i _ Source: Fisher Investments :
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30-Year Time Horizon

12.0% -
1.1% ® Avg. Annual Rate of Return
Standard Deviation
10.0% - 9.4%
8.3%
8.0% -
6.0% - 5.5%
4.0% -
2.8%
2.0% - 1.3% 1.3% 1.6%
0.0% . :
100% Equities 70% Equity 50% Equity 100% Fixed Income

30% Fixed Income

Source: Fisher Investments
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Potential Benefits of Using a Section 115 Trust

* Trust assets can be theoretically accessed to pay CalPERS
at anytime to reduce volatility and offset unexpected rate
Increases (rate stabilization).

* Provides access to a broader universe of investments that
the County can undertake on its own, including stocks and
longer-term bonds.

* Allows the County to maintain control and investment
oversight of assets.

* Rainy Day Fund - Emergency source of funds when
Employer revenues are impaired based on economic or other
conditions

 Diversifies investment assets and strategies.
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Potential Limitations of Using a Section 115

Trust
* Does not directly reduce Net Pension Liability

» Assets not recognized when CalPERS sets contribution rates
« Added cost to administer
« Added complexities for reporting & administration

* May introduce additional risks
» Potentially short investment horizon
o Difficult to diversify a small portfolio
» Headline risk

o Assets can’t be simply transferred to CalPERS. They must be sold at current
market value

 In the event of an economic downturn, when the reserve funds might need to
be accessed, the market value of the trust portfolio is also likely to be
negatively impacted by the downturn.

* The Trust would not likely have a material impact on overall pension asset
diversification or investment return relative to the billions of pension assets
already at CalPERS.
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Comments From Major Provider of 115 Trusts

There are apgroximately 124 public agencies in California that have
adopted a 115 trust.

- Of those, we have 60 agencies that have adopted our program.

- The types of agencies run the gamut from perceived wealthy
agencies to those not considered as well off.

- The average deposit is probably under $1 million

- Qur program has no minimum fees nor monthly minimum, so those
Counties that may not be able to contribute substantial sums can
still participate.

- We simply charge a percent_aﬁe of assets In the program to
administer the program (which starts at 0.6%) so those making
smaller deposits would pay smaller fees.

- The smallest deposit we have from an agency is $50,000.
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Building Blocks of Pension Funding: Next
Steps

Pension Basics Model Develop Formally Monitor Revisit
& Economic investment funding policy  adopt and funding policy  funding policy
Headwinds return implement to ensure
scenarios funding policy  fiscal stability
and growth
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Disclaimer

While tested against actuarial valuation results, the software results will
not necessarily match actuarial valuation results, as no two actuarial
models are i1dentical. The software offers financially sound projections and
analysis; however, outputs do not guarantee compliance with standards under
the Government Accounting Standards Board or Generally Accepted Accounting
Principles. The software and this presentation are not prepared In
accordance with standards as promulgated by the American Academy of
Actuaries, nor do outputs or this presentation constitute Statements of
Actuarial Opinion. Govinvest has used census data, plan provisions, and
actuarial assumptions provided by Customer and/or Customer’s actuary to
develop the software for Customer. Govinvest has relied on this information
without audit.
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