SANTA CRUZ « PUBLIC
LIBRARIES

=< A City-County Sysiem

LIBRARY JOINT POWERS AUTHORITY BOARD
FINANCE SUBCOMMITTEE

Monday, June 28, 2010
Central Branch Community Meeting Room
224 Church Street, Santa Cruz

5.:00 PM PUBLIC MEETING
1. ROLL CALL
2. APPROVE AGENDA
3. APPROVE MINUTES OF APRIL 26, 2010 and May 24, 2010
4. ORAL COMMUNICATIONS
5. STAFF REPORTS

a. Financial reports though May 31, 2010
i Consolidated balance sheet showing assets and liabilities
ii. Summary page showing fund balances for fiduciary and
contingency funds
iii. Revenue and Expense report (Financial Status
Balances)including encumbrances
iv. Interagency labor charges (52149) broken out into detail
showing payroll costs and specific benefit costs;
v. Month End Cash Balances
b. Working Capital Loans- Santa Cruz City Council report
c. Calpers Actuarial Issues report
d. Cancel July meeting? -

6. NEXT MEETING
The next regularly scheduled meeting is August 23, 2010
7. ADJOURN

The Library Joint Powers Authority Board Finance Subcommittee will adjourn
from the regularly scheduled meeting of June 28, 2010 to the next regularly

‘ Library Headquarters and System Services
117 Union Street « Santa Cruz, California 95060 « (831) 420-5600



scheduled public meeting on August 23, 2010 at 5:00 pm in the Community
Meeting Room of the Central Branch Library.

The Santa Cruz City-County Library System does not discriminate against
persons with disabilities. Out of consideration for people with chemical
sensitivities, the Library requests that you attend fragrance free. The Central
Branch Library is a fully accessible facility. If you wish to attend this public
meeting, and you will require special assistance such as sign language or other
special devices in order to attend and participate, please call (831) 420-5600 or
TDD: (831) 420-5733 seventy-two (72) hours prior to the event to make
arrangements for assistance. Upon request, agendas for public meetings can be
provided in a format to accommodate special needs.

The Santa Cruz City-County Library System does not discriminate against
persons with disabilities. Out of consideration for people with chemical
sensitivities, the Library requests that you attend fragrance free. The Central
Branch Library is a fully accessible facility. If you wish to attend this public
meeting, and you will require special assistance such as sign language or other
special devices in order to attend and participate, please call (831) 420-5600 or
TDD: (831) 420-5733 seventy-two (72) hours prior to the event to make
arrangements for assistance. Upon request, agendas for public meetings can be
provided in a format to accommaodate special needs.



SANTA CRUZ PUBLIC LIBRARIES
A CITY-COUNTY SYSTEM

LIBRARY JOINT POWERS BOARD
FINANCE COMMITTEE

MINUTES

April 26, 2010 Central Branch Meeting Room
224 Church Street, Santa Cruz
4:30 PM PUBLIC MEETING

L ROLL CALL .
Present: Citizen Barbara Gorson, Councilmember Mike Rotkin,
(Called to order at 4:45 pm)

Staff: Teresa Landers, Director of Libraries
Jack Dilles, Director of Finance, City of Santa Cruz

I APPROVAL OF MEETING AGENDA OF APRIL 26, 2010
Counciimember Rotlin moved by consensus

that the Board approve the agenda of April 26, 2010

UNAN

HE MINUTES OF February 22, 2010

Counciimember Rotkin moved, seconded by Councilmember Gorson

that the Board approve the minutes of February 22, 2010.

UNAN

IV, NOTE: Meeting March 29, 2010- no quorum present

V. STAFF REPORTS

a..Financial reports through March 31 were reviewed. Expenditures continue to hold their own.
Revenues remain consistent with previous months, 75% of the year is completed with no -

SUrprises.
b.The cash balance is moving in the right direction; down.

¢.Year end projections were reviewed and are looking positive in terms of revenues and expenditures.

d. Tentative budget numbers for FY 10/F | were reviewed.

e. Jack discussed S year retirement cost projections. Employer rates are expected to increase gradually from 13-
18% over the next 4-5 years. He hopes to have firmer numbers for the June Board meeting,

V. NEXT MEETING TOPICS

Next meeting is scheduled for Monday May 24 2010 5:00-7:00 pm. in the Central Library

meeting room.
VL ADJOURN
The regular meeting adjourned at 5:05 p.m.
Respectiully submitted,

Teresa Landers
Library Director

All documents referred to in these minutes are available in the Library Office.



SANTA CRUZ PUBLIC LIBRARIES
A CITY-COUNTY SYSTEM

LIBRARY JOINT POWERS BOARD
FINANCE COMMITTEE

MINUTES

May 24, 2010 Central Branch Meeting Room
224 Church Street, Santa Cruz
5:00 PM PUBLIC MEETING

L ROLL CALL

Present: Counciimember Mike Rotkin, Councilmember Storey
(Called to order at 5:13 pm)

Staff: Teresa Landers, Director of Libraries
Jack Dilles, Director of Finance, City of Santa Cruz

Ik APPROVAL OF MEETING AGE‘ND.A OF May 24,, 2010
Councilmember Rotkin moved by consensus

that the Board approve the agenda of May 24, 2010

UNAN

ML MINUTES OF April 26, 2010
Continued to next month as a quorum of attendees present at the April 26, 2010 meeting was
not present at the May 24, 2010 meeting,

IV. ORAL COMMUNICATIONS

Ruby Storey stated, “I like libraries because you get books and get to read them.:”

V STAFF REPORTS
a.. Financial reports through April 30 were reviewed. Expenditures continue to hold their
own. Revenues remain consistent with previous months. 83% of the year is completed with
no surprises. A copy of explanatory notes is attached.
b. The cash balance is slightly positive and is expected to remain so through the end of the
fiscal year.
c.- Year end projections were reviewed and are looking positive
d. Budget numbers for FY10/11 were reviewed and indicate a positive fund balance can be
achieved with the cuts in Temporaries and the materials budget but with no significant
improvement to the lack of a reserve and dependent on the unions agreeing to continue the
furlough. Councilmember Rotkin talked briefly about the difficult negotiations which are
taking place with regards to the continuation of the furlough and related concessions.
e. The 5 year projections were also reviewed. There was a lengthy discussion about the work
of the Task Force on Library Service Models. Councilmember Storey requested the JPB be
kept informed as financial information is developed. He is specifically interested in a cost
allocation model by facility including costs/hour to operate. The issues surrounding various
costing models were discussed. It was also suggested that the City monitor the new Health
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Care Reform Act for possible effects (positive and negative) on the health insurance benefit
cost projections.

V. NEXT MEETING TOPICS
Next meeting is scheduled for Monday June 28 2010 5:00-7:00 pm. in the

Central Library meeting room.
V1L ADJOURN

The regular meeting adjourned at 6:05 p.m.
Respectfully submitted,

Teresa Landers
Library Director

All documents referred to in these minutes are available in the Library Office.
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STAFF REPORT

DATE: June 22, 2010

TO: Joint Powers Board

FROM: Teresa Landers, Library Director
RE: Working Capital Cash Loans
BACKGROUND

Since July 2008, the Santa Cruz County Public Libraries Joint Powers Authority (Library
JPA) operating fund has needed to borrow cash on a regular basis in order to meet its
financial obligations. The need to borrow cash has primarily resulted from falling
revenue in these tough economic times. The City’s General Fund has stepped up to loan
cash on a temporary basis as needed because this has been the most practical method
given that the City routinely pays the bills of the Library JPA by agreement. The City
has so far charged the Library JPA interest on these loans at the rate that the City would
‘otherwise earn on its portfolio investments, although there has been discussion with the
Library JPA Board and initial action (later reversed) in the past to charge a higher rate of
interest.

Loans have typically been made each month until a check (for the prior month) is
received by the Library JPA from the Santa Cruz County Library Financing Authority.
When the County check is received, the loan is repaid to the City’s General Fund. Since
July 2008, there has been an outstanding loan on more days than not. During this time,
the outstanding loan has exceeded $700,000 on 94 calendar days, exceeded $800,000 on
78 days, exceeded $900,000 on 47 days, and exceeded $1 million on 35 days. The longest
consecutive stretch exceeding $1 million was for 14 days.

DISCUSSION

It appears, based upon the current financial position of the Library JPA and upon the
proposed FY2011 Library JPA operating budget that there will continue to be a need for
the Library JPA to borrow funds temporarily in order to meet its financial obligations.

City Finance staff recommends that the City’s General Fund continue to loan funds to the
Library JPA operating funds subject to the following conditions:

1) That total outstanding working capital loans from the City's General Fund to
the Library JPA would not exceed $1 million at any point in time, unless required
for payroll expenditures;

2) That, if such total outstanding working capital loans would exceed $1 million
at any point as a result of accounts payable checks requested by the Library JPA,
those checks would not be issued and released by City staff until the loan balance
dropped enough to allow for payment of these checks;



3) That if a batch of requested accounts payable checks would cause the City
loan to exceed $1 million, City staff would seek guidance from Library staff as to
which checks should and should not be paid, taking into account the amount of
credit available;

4) That Library payroll costs would be paid even if outstanding working capital'
loans exceeded $1 million;

5) That the rate of interest to be charged the Library JPA on such loans shall,
during FY11, be equal to the City’s pooled investments portfolio earnings rate;

6) That the rate of interest to be charged the Library JPA on such necessary
loans shall, during FY12, be equal to the City’s pooled investments portfolio

earnings rate plus two percent per annum; and

7) That if the City’s General Fund does not have cash to loan, no subsequent
loans would be made to the Library JPA.

8) This action is conditional upon the judgment of the Finance Director and the
City Manager.

9) This policy shall be reviewed annually.

RECOMMENDATION: Motion to Approve City Finance staff
recommendations regarding making temporary working capital loans from the
City’s General Fund to the Santa Cruz County Public Libraries Joint Powers
Authority according to the conditions described.
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CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
INTRODUCTION

The City of Santa Cruz retained Bartel Associates to provide actuarial consulting services.
The following Executive Summary provides the City analysis of their CalPERS Safety and
Miscellaneous pension plans. This analysis is designed to assist the City in evaluating their
current funding situation.

It may be helpful to first review the summary of basic definitions starting on page 21,

CalPERS Investment REMUINS vvvveeserecnerrireims it e ssesesasssssens 2
Miscellaneous PIan ... e 4
Police Safety PIAN ..ottt 9
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Basic DefInitlonS. ..o et e s s s 22
7 June7,2010 ! SANTACRUZ



CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
CALPERS INVESTMENT RETURNS

CaIPERS Historical Investment Return

The following chart illustrates CalPERS market and actuarial value investment returns over

the past several years:

23.25%

15.50%

7.75%
[0 B STy S

-175% -

-15.30%

S232594 Lo s s s

-31.00%

995 1696 1907 1998 1995 20002001 2002 2003 2004 2003 2006 2007 2008 2009 2010
LU AVAModified | 82% 8.7% 9.1% 9.4% 8.5 ;4.0% 6.8% T6% 8.0% $.2% 9% B.1% 5.7% 6.3%
CEMVARme | 163% 15.3%20. 1% 19.5% 12.5% 10 5% 7.2% -6.0% 3.7% 16.6% 12.3% 11.0% 18.6%-5.1% -24.0 18.6%
— — AVA Uninodified §2% 87% 9.1% 94% 8.5% 83% 7.1% 4.0% 6.8% 7.6% 8.0% 8% 92% 8.1% -74% 1%

The 2010 return shown is estimated based on CalPERS February 28, 2010 published rates of
12.0% and additional gain of 4.0% through March 31, 2010 and 7.75% to June 30, 2610,
CalPERS’ 10 year average annual return is 3.1%.

The chart shows three lines, AVA Modified (Actuarial Value of Assets with CalPERS recent
smoothing modification), MVA (Market Value of Assets) Rate and AVA Unmodified
{Actuarial Value of Assets based on CalPERS smoothing method prior to recent asset
smoothing modification). The MVA Rate is the investment return CalPERS’ assets actually
earned during the respective fiscal year ends, while the AVA shows the investment return as
a smoothed rate reflecting asset gains and losses over a period of time, rather than
immediately. The actuarial value of asset investment return directly affects City contribution
rates.

The chart indicates a -24.0% June 30, 2009 year end investment return. This compares to an
expected return of +7.75%, for a net loss of 31.8%. This loss would have a significant
impact on the City’s 2011/12 Miscellaneous and Safety contribution rates. However,
CalPERS smoothes asset gains and losses using a technique that generally recognizes one
fifteenth of market asset gains or losses in a given year. In addition, the smoothing method
does not allow the smoothed (actuarial) value to be less than 80% or more than 120% of the
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CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/36/08 VALUATION
CALPERS INVESTMENT RETURNS

market value (the 80-120% corridor). To mitigate the economic impact of the June 30, 2009
market decline, on June 13, 2009, CalPERS’ Board approved a modification to the corridor,
increasing it to 140% for the June 30,2009 valuation and to 130% for June 30, 2010
valuation. The corridor will return to 120% for the June 30, 2011 and subsequent valuations.
Complicating matters a bit is that each CalPERS valuation determines agency contribution
rates two years later (for example, the June 30,2009 valuation determines fiscal year
2011/12 contribution rates. The anticipated impact of the smoothing modifications are
discussed in the Miscellaneous and Safety sections below.
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CrTty OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
MISCELLANEOUS

Miscellaneous Plan
The City provides CalPERS 2.0%@55 benefit formula for the Miscellaneous employees.

Funded Status

The following two charts show the City’s Miscellaneous Plan’s funded status. The first chart
displays the funded status as a percentage of Actuarial Value of Assets and Market Value of
Assets; the second chart compares the Actuarial Accrued Liability to the Actuarial Value of
Assets (amount in millions). Note that the 6/30/09 and 6/30/10 asset values are estimated.

140% !
120%
0%
Sy g dian

60%

40%

20%

'J s . & ‘ Ehol ot L

1994 1995 1996 - 1997 1998 1999 - 2000 . 2001 2002 2003 2004 2005 2006 2007 2008 2009 2{)10‘
EIFunded Ratio - AVA_101% 102% 101% 104% 114% 121% 123% 112% 95% 6% §7% $8% 90% 91% 8% §6% 86%
B Funded Ratio - MVA_100% 108% 100% 116% 1279 120% 120% 104% 87% 78% 85% 91% 95% 104% 89% 63% 7%

0%

Having assets equal to Actuarial Liability should be viewed as a target. While this is an
appropriate measuring stick, it is expected that assets will move above and sometimes below
the actuarial liability. The funding percentage is subject to annual fluctuations based on
numerous factors including asset and actuarial (non-asset) gains and losses, and will only
become a concern if the plan is consistently under-funded or runs the risk of not being able to
pay benefits.
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Crry OF SANTA CRrRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
MISCELLANEOUS

360.0
230.0
2000
150.0

Ii

1994 1995 {996 |‘)97’:l998§§999‘2000.200} :2002 2003 2004 2005 2006 2007 2008 2009 2010
32380 670 761 ;84 59,1188 1323 1507 1602 1707 1854 2002 2242 2012 29,1
9068 793 961 11441203 1332 1263 1297 130, 1510 1649 181.2 1969 207.9 222,

30.0

B Actuarial Lisbilty
O Actuaria Asset Yalue 536,

The recent investment downturn will have significant impact on the plan’s funded status.
The following table shows the estimated market value investment losses for the
Miscellaneous Plan from June 30, 2008 through June 30, 2010. The Actuarial asset
“reserve” is the percent of market assets above actuarial value of assets. The market value of
assets experienced a 31.8% loss from what is expected. This loss will be reflected in the
June 30, 2009 funded status. Likewise, a projected 10.9% gain in assets for June 30, 2010.

Summing these gains and losses together gives an estimated unrecognized loss.

B Actuarial asset “reserve” at 6/30/08 1.5%
B June 30, 2009 [-24.0% compared to 7.75%] -31.8%
® June 30, 2010 [18.6%compared to 7.75%] 10.9%
B Total estimated % loss through June 30, 2010 -19.4%
B Total estimated unrecognized loss [-19.4% x $200] $-38.7 million

The estimated $38.7 million unrecognized loss will eventually increase the current unfunded
actuarial Hability (UAL). The following table shows the UAL at June 30, 2007 and

June 7, 2010 5
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CiTY OF SANTA CRUZ

CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION

MISCELLANEOUS

June 30, 2008, projected to June 30, 2010 and June 30, 2040 (in millions), using CalPERS
gains/losses amortization method.

B UAL
B Investment fosses 08/09

®  [nvestment gain 09/10’

B  Total

Projected
6/30/07 Qﬁ%ﬁ 6/30/10 6/30/40
$19.0 $27.3 $28.0 $27.3
60.5 78.7
21.8 28.3
66.7 777

Contribution Rates

The following chart shows historical contribution rates for the City’s Miscellaneous Plan

over the past several years:

§50p

109 | o

5%

%

-5%

R R i

-10%

1994 l995 1996 1997
NNormal Cost 58"/ 59% 66% ’J’]%

OUAL Amort ‘~0 2% -0.4% 7-0 3% -\1.

Bl Total 57% 25% 6.4% 55%

998 1999 2000 200 ’JOO” 2003 2004 2005 2006 2007 2008

72%.79% 8.3% 83% 84% 86% 52% 52% 53% 8.9% 88%
4% 33% 2% S2% 8% 38% 3% 19% 46%

21% 0.8% 09% 5.0% 113% 13.9% 90% 9.1% 9.1% 12.8% 134%

lgnores future gains & losses (after June 30, 2010) and asset smoothing, and assumes continuance of 30-

year rolling amortization method.

- June 7, 2010
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Crry OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES —~ 6/30/08 VALUATION
MISCELLANEQUS

The years in the above table reflect CalPERS valuation dates, which determine the City’s
contribution rates two years later. For example 2008 reflects CalPERS June 30, 2008
valuation which determines the City’s 2010/11 contribution rates.

In October 2009, CalPERS completed its June 30, 2008 valuation cycle. The following table
shows the contribution rates for the 2009/10 and 2010/11 fiscal years.

] Valuation 6/30/07 6/36/08
| | Contribution Year 2009/2010 201072011
| Normal cost 8.9% 8.8%
® Amortization bases:
@ Method Change -0.2% -0.1%
@ {Gain)/Losses 1.5% 2.3%
@ Assumption Change 2.2% 2.0%
@ Benefit Change 0.4% 0.4%
@ Sub-total 3.9% 4.6%
= Total 12.8% 13.4%
~—pp
' June 7, 2010 7 SANTACRLEZ
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
MISCELLANEOUS

Projected Contribution Rates

CalPERS’ actual investment return will significantly impact future City contribution rates.
The following chart shows the City’s projected contribution rates assuming future (6/30/10
and beyond) investment returns w:ll average 0.4% - 4.3%, 7.75% and 11.8% - 15.3% (the
75" 50™ and 25" confidence limits?) respectively. The projections use an estimated 18.6%’
return for June 30, 2010. This assumes no future benefit increases or Tier 2 implementation
to the City’s retirement plans.

Investment Return Varies

23%, |
20% et e et R T T TRT PR f/’/fi . 2
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09/10 P e 12 1213 13/14 14715 15/36

CU80% . 1BO% | 8a%  184%  197%
180% _ 180%  180%  180%  180%
- Unmodified AVA-25th 128%  134%  180%  180% 17.9%  177%  17.3%
8- Modified AVA-TSth  128%  134% - 140%  144%  174%  19.1%  205%
—a-Modificd AVA- SO 128%  134%  140%  144%  I51%  154%  158%
. Modificd AVA- 256y 128%  134%  140%  144%  146%  148%  l48%

R Unnodified AVA - Ty 128% __ 134%
-+ & Unmodified AVA - 50th 178%._ L 134%

The graph above projects future contribution rates under both CalPERS’ modified and
unmodified asset smoothing methods. As mentioned in Page 2 of this report, last year
CalPERS’ Board approved a modification to increase the corridor used in the actuarial value
assets to 140% for the June 390, 2009 valuation and to 130% for the June 30, 2010 valuation.
As illustrated above, the asset loss of fiscal year 2008/09 is deferred for several years under
the modified asset smoothing method. This will give the economy time to recover while
allowing the City proper time to plan for the increases contribution rates.

On April 21, 2010, CalPERS’ Board of Administration adopted updated actuarial assumption
based on a recently completed experience study. The above projections do not reflect the
new assumption. The assumption changes will likely increase the above projections by 1%-
2% beginning with 2011/12.

Investment Return will exceed the confidence limit by the given probability
¥ Based on CalPERS 2/28/10 published rate of return of 12.0%, an additionaf gain of 4.0% through 3/31/10
and 7.75% to 6/30/10.

?«"{ 3\
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CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION

Crty OF SANTA CRUZ

POLICE SAFETY

Police Safety Plan

The City participates in CalPERS 3%(@50 risk pool for Police Safety employees.

Contribution Rates
In October 2009, CalPERS compieted its June 30, 2008 valuation cycle. The following table
shows the Police Safety Plan’s contribution rates for the 2009/10 and 2010/11 fiscal years.

The Police Safety Plan belongs to the 3% @ 50 risk pool.

6/36G/07 6/36/08
2009/2016 20102011
L Employer Contribution Required
® Normat Cost ‘
> Pool Rate 15.6% 15.7%
» Surcharge for Class | Benefits 2.7% 2.7%
» Phase out of Normal Cost Difference -0.2% 0.0%
» Subtotal 18.1% 18.4%
® Amortization Bases
» Risk Pool’s Payment on Bases 1.7% 2.5%
»  Amortization of Side Fund 16.6% 14.7%
» Subtotal 18.3% 17.2%
® Total Employer Contiribution 36.3% 35.6%
Side Funds

A side fund was set up when CalPERS implemented Risk Pools as part of the June 30, 2003
valuation to account for the City UAL plan’s at that time. The side funds June 30, 2008
balance was $12,933,123 and the 2010/11 fiscal year payment will be $1,399,366. There are
12 years of payments remaining. Below is a table displaying future payments and Side Fund

- balance.

Contribution Year

2010/11
201112
2012/13
2013/14
2014/15

2015/16
2016/17
2017/18
2018/19
2019/20

2020/21
2021722
2022/23

~ June 7, 2010

Payment
$1,399,366

$1,444,846
$1,491,803
$1,540,287
$1,590,346

$1,642,033
$1,695,399
$1,750,499
$1,807,390
$1,866,130

$1,926,780
$1,989,400
$0

Remaining Balance

Balance Date

$12,933,123
$12,482,860
$11,950,493
$11,328,124
$10,607,194

$9,778,429
$8,831,783
$7,756,377
$6,540,430
$5,171,194

$3,634,868
$1,916,521
$0

6/30/08
6/30/09
6/30/10
6/30/11
6/30/12

6/30/13
6/30/14
6/30/15
6/30/16
6/30/17

6/30/18
6/30/19
6/30/20

::::::
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City OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
POLICE SAFETY

Projected Contribution Rates

CalPERS’ actual investment return will significantly impact future City contribution rates.

The following chart shows the City’s projected contribution rates assuming future (6/30/10

and beyond) investment returns w1ll average 0.4% - 4.3%, 7.75% and 11.8% - 15.3% (the
750 50 and 25™ confidence limits®) respectively. The projections use an estimated 18.6%

return for June 30, 2010. This assumes no future benefit increases or Tier 2 implementation

to the City’s retirement plans.

Investment Return Varies

45% N P P PPN

35% R

3C%
0910 iO/li ; 21/12 12/43 l3!|4 14/15 15/16

CE-Unmodifid AVA-75th, 363% | 35.6% | 43.5%  ANG%  A3%  446%  469%
< Unmodified AVA-S0th. 363% | 356% . 435%  436%  437% 3% 438%
. Unmodified AVA-25th | 363% | 356% . 435%  A36%  434%  43%  426%
—@-Modified AVA-75th _ 363% | 356% ; 366%  313%  A29%  439%  484%
—a—Modified AVA - 50th  363%  356% : 366%  373%  392%  398%  404%
Modified AVA - 2Sth 363% 35.6% 366% 37.3% 37.8% 38.1% 38.2%

The above graph projects future contribution rates unde: both CalPERS’ modified and
unmodified asset smoothing methods. As mentioned in Page 2 of this report, last year
CalPERS’ Board approved a modification to increase the corridor used in the actuarial value
assets to 140% for the June 30, 2009 valuation and to 130% for the June 30, 2010 valuation.
As illustrated above, the asset loss of fiscal year 2008/09 is deferred for several years under
the modified asset smoothing method. This will give the economy time to recover while
allowing the City proper time to plan for the increases contribution rates,

On April 21, 2010, CalPERS’ Board of Administration adopted updated actuarial assumption
based on a recently completed experience study. The above projection does not reflect the
new assumption. The assumption charges will likely increase the above projections by 1-2
percentage points beginning with 2011/12 rates.

Investment Return will exceed the confidence limit by the given probability
°  Estimate based on CalPERS 2/28/10 published rate of return of 12.0%, an additional gain of 4.0% through
3/31/10 based on CalPERS market value from the website and 7.75% thereafter.
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
FIRE SAFETY

Fire Safety Plan

The City participates in CalPERS 3%@50 risk pool for Fire Safety employees.

Contribution Rates

In October 2009, CalPERS completed its June 30, 2008 valuation cycle. The following table
shows the Fire Safety Plan’s contribution rates for the 2009/10 and 2010/11 fiscal years. The

Fire Safety Plan belongs to the 3% @ 50 rick pool.

a Employer Contribution Required

® Normal Cost
» Pool Rate

» Surcharge for Class 1 Benefits

> Phase out of Normal Cost Difference

»  Subtotal

e Amortization Bases

» Risk Pool’s Payment on Bases
> Amortization of Side Fund

» Subtotal

@ Total Employer Contribution

Side Funds

A side fund was set up when CalPERS implemented Risk Pools as part of the June 30, 2003
valuation to account for the City UAL plan’s at that time. The side funds June 30, 2008
balance was $10,418,902 and the 2010/11 fiscal year payment will be $1,127,327. There are
12 years of payments remaining. Below is a table displaying future payments and Side Fund

balance.

Contribution Year
2016/11
2011/12
2012/13
2013/14
2014/15

2015/16
2016/17
2017/18
2018/19
2019/20

2020/21
2021722
2022723

" June 7, 2010

Payment

$1,127,327
$1,163,965
$1,201,794
$1,240,853
$1,281,180

$1,322,819
$1,365,810
$1,410,199
$1,456,031
$1,503,352

$1,552,210
$1,602,657
$0

1t

Remaining Balance

$10,418,902
$10,056,171
$9,627,297
$9,125,917
$8,545,137

$7,877.486
$7,114,869
$6,248,524
$5,268,960
$4,165,905

$2,928,243
$1,543,946
$0

6/30/07 6/30/08

2009/2010 2010/2011
15.6% 15.7%

2. 7% 2.7%
-0.1% 0.0%
18.2% 18.4%
1.7% 2.5%
21.2% 18.9%
22.9% 21.4%
41.1% 39.8%

Balance Date

6/30/08
6/30/09
6/30/10
6/30/11
6/30/12

6/30/13
6/30/14
6/30/15
6/30/16
6/30/17

6/30/18
6/30/19
6/30/20
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City OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
FIRE SAFETY

Projected Contribution Rates

CalPERS” actual investment return will significantly impact future City contribution rates.

The following chart shows the City’s projected contribution rates assuming future (6/30/10

and beyond) investment returns wxlk average 0.4% - 4.3%, 7.75% and 11.8% - 15.3% (the
75™ 50" and 25™ confidence limits®) respectively. The projections use an estimated 18.6%’

return for June 30, 2010. This assumes no future benefit increases or Tier 2 implementation

to the City’s retirement plans.

Investment Return Varies

55%
GO bov e e o i i e e e e 3
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cac Unmodificd AVA - S0th . 411%  398%  47.7%  47.8%  478% 77”74?9% 4T9%
¢ Unmodified AVA-25th  411%  398%  477%  478%  4T6%  473%  468%
- Modified AVA - 75th  41.1%  39.8%  408%  415%  47.1%  50.1%  52.6%
—d—Modified AVA - S0t~ 4L1% | 39.8% | 40.8%  41.5%  434%  44.0%  44.5%
Modified AVA -25th  411% | 39.8% . 408%  415%  420%  423%  424%

The above graph projects future contribution rates under both CaEPERS’ mod:ﬁed and
unmodified asset smoothing methods. As mentioned in Page 2 of this report, last year
CalPERS’ Board approved a modification to increase the corridor used in the actuarial value
assets 10 140% for the June 30, 2009 valuation and to 130% for the June 30, 2010 valuation.
As illustrated above, the asset loss of fiscal year 2008/09 is deferred for several years under
the modified asset smoothing method. This will give the economy time to recover while
allowing the City proper time to plan for the increases contribution rates.

On April 21, 2010, CalPERS’ Board of Administration adopted updated actuarial assumption
based on a recently completed experience study. The above projection does not reflect the
new assumption. The new assumption will likely increase the above projection by 1-2
percentage points beginning with 2011/12 rates.

Investment Return will exceed the confidence limit by the given probability
Estimate based on CalPERS 2/28/10 published rate of retum of 12.0%, an additiona} gain of 4.0% through
3/31/10 based on CalPERS market value from the website and 7.75% thereafter.
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CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TiER 2 ALTERNATIVES

Implication of a Second Benefit Tier

For purposes of this report we have assumed employees hired on and after July 1, 2010 would be
placed into a second tier (Tier 2) providing fower pension benefits. For current employees (Tier 1),
benefits would remain the same. Contribution calculations would then be caiculated on benefits
depending on which tier they belong. However, it is important to note that moving new employees
into a different benefit level has no impact on existing unfunded liabilities; it only impacts the level
of benefit future employees would earn. This means that the amortization of any unfunded liability
component of the contribution rate would remain the same for Tier 2 as it is for Tier 1, but the
Normal Cost component of the contribution rate would be lower. As Tier 2 grows, and Tier 1 is
closed, the cost for Tier 1 will decrease (as a dollar amount) and the replacement cost of the new
Tier 2 participants would be less than if they had been in the current Tier 1 plan. This results in
deceasing City contributions as a percent of payroil.

The following two pages show the CalPERS benefit factor comparison for Miscellaneous and
Safety Plans.

rrrrrr
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CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIERZ ALTERNATIVES

Miscelianeous

Benefit Factor Comparison
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SO 51 52 53 54 55 356 57 58 59 60 sl 62 63 64 65 &6
Retirement Age

Age 1.5%@635 2% @60 2%@38 25%@55  2.7%@55 3% @60

50 0.500% 1.092% 1.426% 2.000% 2.000%. 2.000%
51 0.567% 1.156% 1.522% 2.100% 2.140% 2.100%
52 0.633% 1.224% 1.628% 2.200% 2.280% 2.200%
53 0.700% 1.296% 1.742% 2.300% 2.420% 2.3060%
84 0.767% 1.376% 1.866% 2.400% 2.560% 2.400%
55 0.833% 1.460% 2.000% 2.500% 2.700% 2.500%
56 0.900% 1.552% 2.052% 2.500% 2.700% - 2.600%
57 0.967% 1.650% 2.104% 2.500% 2.700% 2.700%
58 1.033% 1.758% 2.156% 2.500% 2.700% 2.800%
59 1.100% 1.874% 2.210% 2.500% 2.700% 2.900%
60 1.167% 2.000% 2.262% 2.500% 2.700% 3.000%
61 1.233% 2.134% 2.314% 2.500% 2.700% 3.000%
62 1.300% 2.272% 2.366% 2.500% 2.700% 3.000%
63 1.367% 2.418% 2.418% 2.500% 2.700% 3.000%
64 1.433% 2.418% 2.418% 2.500% 2.700% 3.000%
65 1.500% 2.418% 2.418% 2.500% 2.700% 3.000%
Member Contribution Rate
2% 7% 7% 8% 8% 8%
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CiTy OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

Safety

Benefit Factor Comparison
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0.0%
50 b1 52 53 54 55 56 57 58 59 60
Retirement Age
Age 2% (@55 2% @50 3% @55 3% @56
50 1.426% 2.000% 2.400% 3.000%
51 1.522% 2.140% 2.520% 3.000%
52 1.628% 2.280% 2.640% 3.000%
53 1.742% 2.420% 2.760% 3.000%
54 1.866% 2.560% 2.880% 3.000%
35 2.000% 2.700% 3.000% 3.000%
56 2.000% 2.700% 3.000% 3.000%
57 2.000% 2.700% 3.000% 3.000%
58 2.000% 2.700% 3.000% 3.000%
59 2.000% _ 2.700% 3.000% 3.000%
60 2.000% 2.700% 3.000% 3.000%
Member Contribution Rate
8% 9% 9% 9%
S8
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CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

The City’s current benefit formula and 2010/11 contribution rates are:

Miscellaneous Police Safety Fire Safety

® Benefit Formula 2.0% @ 55 3% @ 50 3% @ 50
@ FAL One Year (FAET) | One Year (FAE1) | One Year (FAE!)
e PRSA Yes Yes Yes
® COLA 2% 2% 2%
e EPMC None None None
® 10/11 ER Contr.

» Normal Cost 8.8% 15.7% - 15.7%

> FAE 1 & PRSA 0.0° 2.7 2.7

» Pool Amort. 0.0 2.5 2.5

> Amort/Side Fund® 4.6 14.7 18.9

» Subtotal 13.4 35.6 39.8
® EPMC None None None

MisceHaneous Alternative Formulas
Miscellaneous alternative Tier 2 benefit is 2%@60'°. This produces a cost savings for the
City. :

Miscellaneous
Alternative Formulas 2% @69
® Normal Cost 7.0%
FAE I & PRSA 0.5
e Total 7.5
@ Savings from current formula 1.3%

Included in normal cost
Amortization Payments for Miscellaneous Plan and side fund payment for the pooled Safety Plans
We did not inciude 1.5%{@65 because no agency has contracted this formula,

rrrrrr
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

The following two tables show estimated cost savings (000s omitted) for the Miscellaneous
Plan in dollar amounts.

Estimated Savings - Miscellaneous

Year 2% @ 60
2010/11 $ 33
2011/12 70
2012/13 104
2013/14 139
2014/15 177
2015/16 215
2016/17 257
201718 300
2018/19 344
2016/20 392
2020/21 439

The above savings are based on the following Miscellaneous payroll projections shown
separately for current (Tier 1) participants and future (Tier 2) participants (000s omitted):.

Payroll Projections - Miscellaneous

Year Tier | Tier 2 Total
2010/11 $ 41,194 S 2,542 $ 43,730
2011712 39,741 5416 45,157
2012/13 38,595 8.029 46,623
2013/14 37,386 . 10,754 48,140
2014/15 35,971 13,734 49,704
2015/16 34,698 16,622 51,320
2016/17 33,084 19,904 52,988
2017/18 31,473 23,237 54,710
2018/19 26,868 26,620 56,488
2019/20 27,966 30,358 58,324
2020721 26,248 33,971 60,219

Total payroll is expected to grow annually at 3.25% each year. A slower payroll growth
results in lower cost savings while a more rapid payroll growth resuits in greater cost
savings.
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City OF SANTA CRUZ

CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

Police Safety Alternative Formulas

Safety alternative Tier 2 benefits could be 3%@55, 2% @50 and 2%(@55. Each of these
produces a cost savings for the City. The table below shows the Employer rates and net
savings for the reduced Tier 2 benefits.

Police Safety :
Alternative Formulas 3% @55 2% @50 2% @S5
& Normal Cost 13.3% 11.5% 11.0%
e FAE 1 & PRSA 2.6 2.1 1.8
® Pool Amortization 2.3 2.0 0.6
e Total 18.2 15.6 13.4
@ Savings from current formula 2.7% 5.3% 7.5%

The following two tables below show estimated cost savings (000s omitted) for the Safety
Plan in dollar amounts. It is split between the three alternative benefit levels (3%@55,
2%@50, and 2%@55) for Tier 2 participants.

Estimated Savings — Police Safety

Year 3% @ 35 2% @ 50 2% @ 55
2010/11 $ 10 $ 20 $ 28
2011712 2] 41 58
2012/13 34 66 94
2013/14 48 95 135
2014/15 66 131 184
2015/16 83 163 230
2016/17 101 198 280
2017/18 119 235 332
2018/19 14} 278 392
2019720 163 321 453
2020/21 185 364 514

i i
* June7,2010 18 SANIACRUZ




CiTY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

The above savings are based on the following Safety payroll projections shown separately
for current (Tier 1) participants and future (Tier 2) participants (000s omitted):

Payroll Projections - Police Safety

Year Tier 1 Tier 2 Total
2010/11 $ 9,139 $ 375 $ 9,514
2011/12 9,048 775 9,823
2012/13 8.895 1,247 10,142
2013/14 8.681 1,791 10,472
2014415 8.361 2,451 10,812
2015/16 8111 3,052 11,163
2016/17 7,810 3,717 11,526
2017/18 7,487 4,414 11,901
2018/19 7.076 5,212 12,288
2019/20 6,664 6,023 12,687

2020721 6,272 6,827 13,009

Total payroll is expected to grow annually at 3.25% each year. A slower payroll growth
results in lower cost savings while a more rapid payroll growth results in greater cost
savings.
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
TIER 2 ALTERNATIVES

Fire Safety Alternative Formulas
Fire Safety alternative Tier 2 benefits could be 3%@55, 2% @50 and 2%@55. Each of
these produces a cost savings for the City. The table below shows the Employer rates and

net savings for the reduced Tier 2 benefits.

Fire Safety
Alternative Formulas 3%@55 2%(@30 2% @55
@ Normal Cost 13.3% 11.5% 11.0%
e FAE | & PRSA 2.6 2.1 1.8
¢ Pool Amortization 2.3 2.0 0.6
@ Total 18.2 15.6 13.4
¢ Savings from current formula 2.7% 5.3% 7.5%

The following two tables below show estimated cost savings (000s omitted) for the Fire
Safety Plan in dollar amounts. It is split between the three alternative benefit levels (3%(@55,
2%@50, and 2%(@55) for Tier 2 participants.

Estimated Savings — Fire Safety

Year 3% @ 35 2% @ 50 2% @ 55
2010/11 $ 6 $ 13 $ 18
2011/12 i3 26 37
2012/13 21 42 59
2013/14 30 60 85
2014/15 42 82 e
2015/16 52 102 144
2016/17 63 124 175
2017/18 75 147 208
2018/19 R8 174 246
2019720 102 201 284
2020/21 116 228 322

e
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION

TIER 2 ALTERNATIVES

The above savings are based on the following Fire Safety payfol] projections shown
separately for current (Tier 1) participants and future (Tier 2) participants (000s omitted):

Payroll Projections — Fire Safety

Year Tier1 - Tier 2 Total
2010/11 $ 5732 $ 235 $ 5966
201812 5,674 486 6,160
2012/13 5,579 782 6,361
2013/14 5,444 1,123 6,567
2014/15 5,244 1,537 6,781
2015/16 5,087 1,914 7,001
2016/17 4,898 2,331 7,229
2017/18 4,695 2,768 7,464
2018/19 4,438 3,268 7,706
2019/20 4,179 3,777 7,957
2020721 3,933 4282 8215

Total payroll is expected to grow annually at 3.25% each year. A slower payroll growth
results in lower cost savings while a more rapid payrolt growth results in greater cost

savings.
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‘ CIT_Y OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
BASIC DEFINITIONS

Undersianding these terms makes it easier to understand the City’s CalPERS actuarial
information.

Present Value of Benefits: When CalPERS (or any actuary) prepares a pension valuation,
they first gather participant data (including active employees, former emplovees not in
payment status, participants and beneficiaries in payment status) at the valuvation date (for
example June 30, 2008). Using this data and some actuarial assumptions, they project future
benefit payments. (The assumptions predict, among other things, when people will retire,
terminate, die or become disabled, as well as what salary increases, inflation and investment
return might be.) Those future benefit payments are discounted, using expected future
investment return, back to the valuation date. This discounted present value is the plan's
present value of benefits. It represents the amount the plan needs as of the valuation date to
pay all future benefits ~ if all assumptions are met and no future contributions (employee or
employer) are made.

Actuarial Liability: This represents the portion of the present value of benefits that
participants have earned (on an actuarial, not actual, basis) through the valuation date.

Current Employer Normal Cost: The total normal cost represents the portion of the present
value of benefits expected to be earned (on an actuarial, not actual, basis) in the coming year.
The current employer normal cost represents the employer’s portion of the total normal cost
— that is, the total normal cost offset by employee contributions.

Present Value of Benefits

Future
Normal Costs

| Current
Employer

Normal Cost

Actuarial

Liability

The above chart shows the Present Value of Benefits as the sum of Actuarial Liability,
Current Normal Cost, and Future Normal Costs. Once these amounts are calculated,
the actuary compares actuarial assets to the Actuarial Liability. When assets equal
liabilities, a plan is considered on track for funding. When assets are greater than
liabilities, the plan has excess assets; when assets are less than liabilities, the plan has
an unfunded liability.

Contribution Rate: CalPERS does not require an agency to make up any shortfall (unfunded
liability) immediately, nor do they allow an immediate credit for any excess assets. Instead,
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CITY OF SANTA CRUZ
CALPERS ACTUARIAL ISSUES — 6/30/08 VALUATION
BASIC DEFINITIONS

the difference is amortized over time. An agency’s contribution rate is nothing more
complicated than the current employer normal cost, plus the amortized unfunded liability or
less the amortized excess assets. Simply put, this contribution is the value of employer
benefits earned during the year plus something to move the plan toward being on track for
funding. There is a two-year delay from the valuation date to the contribution effective date.

For example, the June 30, 2008 valuation generates an agency's 2010/11 fiscal year

contribution. CalPERS instituted this delay a few years ago to ensure public agencies would
have contribution rates as they begin their budgeting process for each fiscal year.

Fresh Start: When CalPERS prepares a valuation and determines an agency’s contribution
rate, it’s usually in layers, such as gains/losses or plan changes, with each layer (base) adding
up to the contribution rate. But if that calculation results in a zero contribution rate,
CalPERS combines it into one base and tells the agency it will have a zero contribution for a
fixed period. That combination is called a “fresh start.,” An agency with a fresh start will
know it; the actuarial report will show a single base (labeled fresh stare).

Super-Funded: A plan is super-funded when actuarial assets are greater than the present
value of benefits, Referring to the above circle chart a plan has excess assets when assets
exceed the Actuarial Liability and a super-surplus when asset exceed the Present Value of
Benefit. When a plan is Super-Funded, the super-surplus (actuarial assets over present value
of benefits) may be used to pay employee contributions. However, any super-surplus use
must occur in the fiscal year for which the valuation report's contribution rate was calculated.
For example, a plan super-funded in the June 30, 2008 valuation can use super-surplus to pay
2010/11 fiscal year employee contributions.

Employer Paid Member Contribution (EPMC): Each employee contributes towards his or
her retirement based on the retirement formula. If employer chooses to pick up a portion or
entire coniribution for employees, the portion of member contribution that paid by employer
is called Employer Paid Member Contribution.

Final Average Earning (FAE): The final average earning is the monthly average of the
member’s highest 12 or 36 consecutive months’ earning.

Post Retirement Survivor Allowance (PRSA): The portion of retirement allowance will
automatically be continued to certain statutory beneficiaries upon the death of the retiree,
without a reduction of the retiree’s allowance.

s I
June 7, 2010 23



