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TOWN OF APPLE VALLEY 
TOWN COUNCIL STAFF REPORT 

 

To:  Honorable Mayor and Town Council  Date:   September 25, 2012 
 
From:  Marc Puckett, Asst. Town Manager of  Item No: 18 
 Finance & Administrative Services 
  
Subject: DISCUSSION OF UNFUNDED ACTUARIAL ACCRUED LIABILITIES  

T.M.  Approval:_____________________ Budgeted Item:  Yes   No  N/A 

 
 
RECOMMENDED ACTION: 
 
Receive and file report.    
 
SUMMARY: 
 
At a previous Council meeting, members of Council had requested that staff prepare a 
report discussing and explaining the Town’s unfunded actuarial accrued liability with 
respect to its employee pension plan offered through the California Public Employee 
Retirement System (CalPERS).   

An “unfunded liability” represents when a pension plan or “pooled” (multi-employer) 
pension plans’ actuarial value of assets is less than its accrued liability. The difference is 
the plan or pool’s unfunded liability.   

Also, it is important to underscore that this is an actuarially determined number comparing 
the entry age normal accrued liability to the actuarial value of assets. This point is often 
misunderstood.     

There are many reasons that an unfunded liability may exist.  Some reasons include 
creation of a new plan, a recession affecting the market value of plan assets, not 
contributing in accordance with the actuarially determined funding schedule (pension 
contribution holidays), or a change in participants’ benefits.  If an unfunded liability exists 
due to a decline in the market value of the plan assets, it will cause a temporary increase 
in contributions to the plan.  
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BACKGROUND AND ANALYSIS: 
 
The Town of Apple Valley has offered a defined benefit pension plan to its employees 
through CalPERS since the Town’s formation in 1988.  The Town is part of the CalPERS 
Miscellaneous Plan "Pool." All employers with less than 100 employees must be a member 
of the pool so that plan experience does not distort the annual required contribution (ARC) 
calculation.  The funded status as reported for the Miscellaneous Plan reflects the 
aggregated funded status of all members of the pool.  There are over 180 separate public 
agencies that are members of the CalPERS “Pool.” 
 
Within the Miscellaneous pool, the unfunded liability as of the last actuarial valuation dated 
June 30, 2010 (June 30, 2011 valuation will be released in October) was $296,982,470 
(297 million).  However, the actuarial value of assets as of June 30, 2010 was 
$2,000,888,875 (2 billion).   Many times the unfunded liability is reported in the news 
without also stating the value of plan assets in the trust to fund future liabilities.   
 
Also, although much has been made about CalPERS most recent 2011 calendar year rate 
of return of 1.1% please note that the historical rates of return for the last 22 years outlined 
in the attached CalPERS “Facts At A Glance” (Facts) publication for August, 2012, that is 
available on their website, indicated that for the last 22 fiscal years (as of the year ended 
June 30), CalPERS' rates of return have averaged 8.95%.  For the past 22 calendar years 
(as of the year ended December 31), CalPERS' rates of return have averaged 8.51%.  
Both of these rates of return covering the last 22 years of plan experience are more than 
100 basis points (1.00%) above the plan's investment rate of return assumption of 7.50.    

Funded status of the plan has fluctuated greatly as a result of the recession.  The market 
value of assets in the CalPERS trust was affected similarly to all 401ks when the economy 
entered the most recent recession in 2007.  This is illustrated by the Funding Status table 
within the Facts which indicates that the funded status of all public agency plans as of 
June 30, 2007 was 102.0% or 2% overfunded.  As a result of recession and meltdown in 
the financial markets, plan assets lost 40% of their value over the next two years but has 
now began to recover market value.  In fact, the DJIA stock index just past a four year high 
which is a significant indicator of the direction of the broader market economy.  Further, it 
is anticipated that when the CalPERS actuarial valuation report is received in October, the 
funded status will be as much as 10% higher.   

To highlight some particular facts of interest noted in the publication, the average entry age 
for miscellaneous members is 35.  The average entry age for safety members is 30.  This 
is significant as it relates to pension liabilities. For example, much has been said about 
safety members retiring at age 50 with 90% of their pension benefit.  Based upon all plan 
experience, safety members enter public service on average at age 30 meaning that when 
first eligible, the safety member would have 20 years of service.  Attainment of benefit 
eligibility of 90% at age 50 is not possible because an officer must first be POST certified 
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prior to entering the public service.  An individual interested in becoming POST certified 
may not enter the academy prior to attainment of 21 years of age. Further, the current 
average years of service for all CalPERS service retirees is 20.3 years and the average 
attained age at retirement is age 60.      
 
Of particular note, the average annual pension benefit for all CalPERS retirees is $27,984 
per year or $2,332 per month before any applicable taxes.  The average annual pension 
benefit for retirees in the most recent year was $36,780 or $3,065 per month before any 
applicable taxes.    
 
In Apple Valley, there have been a total of 24 retirees.  For these retirees, the average 
annual pension benefit is $25,548 per year or $2,129 per month before any applicable 
taxes.  The average years of service for active members is 7.06 years and the average 
attained age is 44.3 years.   
 
Most commonly, the focus on public employee pensions has been on those individuals 
receiving pensions in excess of $100,000.  In fact, there is a website dedicated to tracking 
these individuals and reporting their names to the public.  In total, there have been 
536,234 retirees from CalPERS.  Of these retirees, 9,111 or 1.6% of the retirees were 
receiving a pension benefit of greater than $100,000.  To put it in perspective, for an 
agency with 200 employees, 3.2 of those employees would retire with a pension benefit 
greater than $100,000.  This would most likely include a City Manager, Assistant City 
Manager, Police Chief, Fire Chief or Public Works Director that has worked their entire 
career in the public sector in California and in agencies served by the CalPERS system.  
More commonly, most public employees (98.4%) are retiring with pension benefits at a far 
lower level which is evidenced by the average pension benefit for all retirees.   
 
Pension Reform Act of 2013 (AB 340) 

A summary of the actuarial cost analysis of the Pension Reform Act recently signed into 
law is attached.  This law will significantly reduce pension costs for employers and pension 
benefits for all future public employees.   While the exact cost savings has not yet been 
determined, it is estimated that the savings due to the pension benefit formula will be 
approximately 1.3-1.5% of payroll.   

As a reminder, the Town had previously adopted a two-tier plan reducing benefits for 
future retirees as a budget-balancing measure during the 2010-2011 Fiscal Year. 
Therefore, there will be limited benefit or budgetary savings as a result of the adoption of 
the Act.  
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CONCLUSION 

Unfunded liabilities in a Pension system must be discussed in context with the actuarial 
value of assets in the trust to gain a full understanding of the funded status of the plan. 
Funded levels vary, in part, due to cyclical economic activity within the capital markets.  
The funded status of the Trust was impacted by the recession. However, the funded status 
is showing signs of returning to the pre-recession levels. The average entry age for safety 
employees is 30.  The average entry age for miscellaneous members is 35.  The average 
pension benefit being paid to all CalPERS retirees is $27,984 per year or $2,332 per 
month before any applicable taxes.  The average annual pension benefit for retirees in the 
most recent year was $36,780 or $3,065 per month before any applicable taxes.   In Apple 
Valley, there have been a total of 24 retirees.  For these retirees, the average annual 
pension benefit is $25,548 per year or $2,129 per month before any applicable taxes. 
 
Budgetary savings for the Town as a result of passage of the Pension Reform Act will be 
limited due to the Town’s adoption of a second tier plan as a budget balancing measure 
during FY 2010-2011.  

 

______________________ 

MARC R. PUCKETT 
Assistant Town Manager of 
Finance & Administrative Services 

  

ATTACHMENTS:  1) CalPERS Facts At A Glance, August, 2012 
                              2) Actuarial Cost Analysis of PEPRA of 2013 
          3) Preliminary Summary of Pension Reform Provisions       
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