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Building Blocks of Pension Funding
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Understanding Pension Funding
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Pension Basics
Hurdles and Other 

Considerations

Next Steps

How is your agency 

doing relative to your 

funding targets?
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Pension Basics
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Retirement Benefits
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Provided through California Public Employees Retirement System 
(CalPERS), a multi-employer pension & health care administrator

Promised benefit is made by the contracting agency and thus the local 
agency’s obligation not CalPERS

Once the promised benefit is made, the benefit can only be changed 
prospectively per the California Constitution “California Rule”

Exiting CalPERS is not a practical option, the termination liability is cost 
prohibitive.

Revised benefit structure for employees hired on or after January 1, 
2013 due to Public Employees Pension Reform Act (PEPRA)

The Town has two CalPERS plans for safety and miscellaneous 
employees (i.e. non-safety employees) with a few different benefit tiers.
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Benefit Tiers – Miscellaneous Employees
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Classic 

Members

Miscellaneous

PEPRA

Hire Date
Prior to 

January 1, 2013

On or After 

January 1, 2013

Formula 2.7% @ 55 2% @ 62

Final Pay 

Period
36 Months 36 Months

COLA 2% per year 2% per year

Employee 

Contributions

Employee Pays

8% of Pensionable

Compensation*

Employee Pays

6.75% of Pensionable

Compensation

*Or as otherwise agreed to by bargaining unit memorandum of understanding
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Benefit Tiers – Safety Employees
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Classic Safety PEPRA 

Safety

Hire Date
Prior to 

January 1, 2013

On or After January 

1, 2013

Formula 3% @ 50 2.7% @ 57

Final Pay 

Period
36 Months 36 Months

COLA 2% per year 2% per year

Employee 

Contributions

Employee Pays

9% of Pensionable

Compensation*

Employee Pays 

13% of 

Pensionable 

Compensation*

*Or as otherwise agreed to by bargaining unit memorandum of understanding
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Assumptions Set Future Cost & Funding 
Expectations
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Economi
c
• Inflation

• Investment Return

• Salary Growth

Demographi
c
• Retirement

• Disability

• Death

• Termination

Major Driver of 

Plan Cost and 

Affordability
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Actuarially Determined Contribution
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Normal Cost

Unfunded 
Actuarial 
Liability 
(UAL) 

Amortization 
Payment

Total 
Employer 

Contribution

Normal Cost – the cost for current service

Paid as a percent of payroll

Increases when payroll increases, 

decreases when payroll decreases

UAL Contribution – payment toward past 

service

Paid as a dollar amount each year
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Illustration Pension Funding for an Individual 
Employee

 $(1,000,000)

 $(800,000)

 $(600,000)

 $(400,000)

 $(200,000)

 $-

 $200,000

 $400,000

 $600,000

 $800,000

 $1,000,000

 $1,200,000

25 30 35 40 45 50 55 60 65 70 75 80 85

Retirement Contribution

Retirement Payments

Employer retains risk of employee outliving original life expectancy

Expected Service Life Expected Retirement Life

Funding target at desired age of retirement

Target funding progress
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(Prefunding) (Pay-Go Funding)
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Target funding progress 
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Retirement Plans Are Sensitive to Investment 
Earnings
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UAL

(Amount of 

Assets Short of 

Funding Target)



Proprietary and Confidential © 2022 
GovInvest Inc. 

Historical Factors Impacting Funded Status   
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Source: CalPERS

Challenge Yourself to Look Beyond What You See Today
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Hurdles & 
Considerations 
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CalPERS Investment 
Return: 
21.3% 

(Preliminary Estimate)

Investment Return Triggers Lower Discount Rate Provision of 
Funding Risk Mitigation Policy  

New Discount Rate 6.8% Heading into ALM Deliberations 

Final Decisions Expected November 2021

https://www.calpers.ca.gov/docs/funding-risk-mitigation-policy.pdf
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https://www.calpers.ca.gov/docs/funding-risk-mitigation-policy.pdf


Proprietary and Confidential © 2022 
GovInvest Inc. 

-3.1%

35.4%

24.6%

13.8%

3.9%

15.7%
9.7%

6.5%

12.5%

14.5%

2.0%

16.3%
15.3%

20.1%
19.5%

12.5%

10.5%

-7.2% -6.1%

3.7%

16.6%
12.3%

11.8%

19.1%

-5.1%

-24.0%

13.3%

21.7%

0.1%

13.2%

18.4%

2.4%

0.6%

11.2%
8.6%

6.7%
4.7%

21.30%

-30.0%

-25.0%

-20.0%

-15.0%

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

1
9

8
4

1
9

8
5

1
9

8
6

1
9

8
7

1
9

8
8

1
9

8
9

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

Plan Year Ending June 30
Actual Discount Rate 5 per. Mov. Avg. (Actual)

Dot Com Crash

Great Recession

CalPERS Historic Investment Returns
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Historical Compound Annual Rate of Return

1 Year 5 Year 10 Year 20 Year 30 Year

Compound Annual Return 21.30% 10.40% 8.50% 6.90% 8.40%
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Source:  CalPERS
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How is Your Agency 
Impacted?    
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Funded Status Comparison
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6.8% Discount Rate 21.3% Investment Return Net Impact
Reason 

for 

Change
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Funded Status
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Normal Cost Impact – Nominal Dollars
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6.8% Discount Rate
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Normal Cost Impact – Percent of Payroll
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6.8% Discount Rate
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Impact on Annual Amortization Payment
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21.3% Investment 

Return
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Total Required Employer Contributions
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Known 
Threats

• More Pandemic Waves

• Geopolitical Risks

• Political Gridlock 

• Low Fixed Income Yields

• Inflation

• FOMC reaction signally the end of cheap money

• Significant Market Correction or slow reversion to 
the mean

• Unknown Risks
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Building Blocks of Pension Funding
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Questions
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While tested against actuarial valuation results, the software results will 
not necessarily match actuarial valuation results, as no two actuarial 
models are identical. 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.

Disclaimer
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