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CITY OF DANA POINT 
 

AGENDA REPORT 
 
 
DATE: OCTOBER 1, 2019 
 
TO:  CITY MANAGER/CITY COUNCIL 
 
FROM: MIKE KILLEBREW, ASSISTANT CITY MANAGER 
 
SUBJECT: PENSION LIABILITY UPDATE – SECTION 115 TRUST 
 
RECOMMENDED ACTION: 
 
That the City Council receive and discuss this update regarding the City’s unfunded 
pension liability and steps being taken to aggressively address it. 
 
BACKGROUND: 
 
Pension Valuation Update 
On May 1, 2018, as part of the City’s initial work on developing its long-term financial 
plan, the City’s actuary made a presentation regarding the status of the City’s employee 
pension plan (“Plan”) managed by the California Public Employee Retirement System 
(“CalPERS”).  Her presentation included information regarding CalPERS policy changes 
that directed their actuaries to institute more conservative assumptions that in turn drive 
the liability projections and the City’s pension contributions.   
 
She also showed the negative impact the assumption changes are having on the funded 
status of the Plan, and she provided a sensitivity analysis of what happens to those liability 
projections when there are deviations from those assumptions.   
 
The presentation indicated options available to the City to address the unfunded liability 
that are not mutually exclusive, and include: 
 

1. Issue Pension Obligation Bonds (POB) to pay down the unfunded pension liability.  
This was not advised as it relies on interest arbitrage earnings with no guaranteed 
savings.  The Government Finance Officers Association (GFOA) recommends that 
governments not issue POBs for a number of reasons; and/or, 
 

2. Use one-time surplus funds to make additional payments directly to CalPERS to 
pay down the liability.  This is an irrevocable decision, with the risk that the funds 
are invested using the same investment strategy CalPERS uses for all pension 
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funds.  The actuary believes this is likely the best long-term solution, but cautions 
the risk stated above; and/or, 
 

3. Continue the current practice of making annual payments on the unfunded pension 
liability, with the fiscal year 2019-20 (FY20) payment being $391,954.  Those 
payments are projected to increase to $724,000 by FY31, and then decline until 
the liability is paid off in FY44; and/or, 

 
4. Direct CalPERS to re-amortize the City’s liability over a shorter period of time, 

which would increase the annual payments mentioned in 1. above; and/or, 
 

5. Deposit available funds into an Irrevocable Supplemental Pension Trust.  Such 
trusts are established in accordance with Internal Revenue Service Section 115 
regulations, and are referred to as Section 115 Trusts.   
 
Section 115 Trusts became a popular option in the past five years, and are offered 
by several private firms and, as of this year, by CalPERS.  Given that the funds put 
into a Section 115 Trust are irrevocably committed to pension payments, the 
restrictions normally placed on City investments do not apply.  The City would 
select an investment strategy offered by the Section 115 Trust provider, which are 
typically more aggressive than normal City investments, yet more conservative 
than what CalPERS uses for its normal pension fund investments. 

 
Later in 2018, the State passed legislation to allow CalPERS to establish and manage a 
Section 115 Trust program.  CalPERS has for over a decade offered a similar plan for 
agencies to pre-fund Other Post Employment Benefit (OPEB) liabilities (e.g.post-
retirement health care), and that plan has over 550 public agencies participating with over 
$10 billion being invested.   
 
CalPERS recently implemented their Section 115 California Employers’ Pension 
Prefunding Trust (“CEPPT”), and has made it available to member agencies.  Currently 
CalPERS is working with roughly two dozen agencies that may be investing in aggregate 
upwards of $100 million. 
 
The City’s actuary updated her liability projections and presented them at the March 5, 
2019 City Council meeting (See Supporting Document A).  Those projections were 
incorporated into the City’s updated Long Term Financial Plan. 
 
The City Council, in adopting the current two-year budget on June 5, 2019, set-aside $5 
million to apply specifically towards addressing the unfunded liability. 
 
The City recently received the CalPERS annual update to the pension valuation (See 
Supporting Document B).  The valuation reveals the result of the change to the discount 
rate assumption which is used to project CalPERS investment earnings; that change is 
directed to make their projections more conservative, and lowered the rate this year from 
7.25% down to 7%.  This was the final of three scheduled reductions that lowered the rate 
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from 7.5% down to the now 7%.  Where the 2018 valuation showed an unfunded liability 
of $5,006,475, and with assumption change it now projects to be $6,069,779; also, it 
lowered the projected funded status of the plan from 2018’s 80.5% down to the now 
78.8%. 
 
Though no other assumption changes are planned, there is a widely held belief that 
CalPERS will continue to work to lower the discount rate down to 6%. 
 
DISCUSSION: 
 
Staff has attended several CalPERS sessions to learn more about the CEPPT, and has 
been communicating directly with the CalPERS CEPPT program staff regarding contracts 
necessary for the City to utilize their program, their Section 115 investment strategies and 
options, administrative fees and subsequent investment processes.   
 
Staff has also gathered information regarding other Section 115 Trust providers including 
Public Agency Retirement Services and PFM, and reviewed white-papers published by 
the Government Finance Officers Association (GFOA). 
 
Staff intends to discuss the unfunded pension liability options with the City’s Finance 
Review Committee at its October 29th meeting.  In preparation for it, the City contracted 
with GovInvest to provide pension liability modeling and reporting software, which also 
includes actuarial consulting services that is expected to be useful in interpreting the 
modeling.  The software will be used to better inform decisions on how to most effectively 
pay down the unfunded pension liability. 
 
Following discussions and input from the FRC, and after conducting a scan of available 
public and private Section 115 Trust providers, Staff intends to return to the City Council 
with a recommendation later in the fiscal year. 
 
NOTIFICATION AND FOLLOW-UP: 
 
City of Dana Point Financial Review Committee (FRC) 
 
FISCAL IMPACT: 
 
None. 
 
ACTION DOCUMENTS:  
 
None. 
 
SUPPORTING DOCUMENTS:                                                                             PAGE # 
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SUPPORTING DOCUMENT B 
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