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I am writing this report less than a month after our Joint Meeting. The Retirement Board
provides the District Board with two written reports a year. The just report of 2016
focused on investment results. This report will cover the following:

1) The recency approved Actuarial Valuation
2) An update on investment performance.
3) Stammg.
4) PEPRA and the Plan Amendment.

Joint Meetin
The Joint Meeting provided a good forum for our Boards to discuss the key retirement
issues that impact the District and the Retirement System. The discussion of the funded
ratio, District contribution and PEPRA covered most of the retirement issues that
con&ont our respective Boards. If anV District Board member still has questions
pertaining to the Joint Meeting or-any other topic pertaining to the Rethement'System, I
encourage them to contact me or Hugo Wildmailn.

Recently Approved Actuarial Valuation
At its September 27" meeting, the Retirement Board approved the 2016 actuarial
valuation. Tills decision completed a process that began in the spring. As in prior years,
the General Manager and CFO were involved in providing feedback to the Retirement
Board. The Retirement Board approved a projected District contribution of $46.8 million
for the District's 2016/17 fiscal year. Last year, the District contribution was rougmy
$45.8. The District's contribution can be broken dolan into two components: lylhe
nomial cost(plus expenses); and 2ylhe amortization of the unfunded liability. The
nomlal cost is the cost of providing one additional year's accrual of future benefits to the
current workforce; while the amortization of the unf\Jaded liability is the payment
required to close the gap between the current funding level and fUI funding. For the
cunent fiscal year, the nomial cost is projected at $1 9.0 million (13.88% of pensionable
payroll); while the amortization of the unfunded liability will be $26.8 million. Expenses
are projected at $0.9 million. Roughly 57% of the District's contribution is a result of
amortizing the unfilnded liability.
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Funded Ratio
As was discussed at the Joint Meeting, the funded ratio of the Plan on an actuarial value
of assets improved from 66.7% to 68.7%; while the funded ratio on market value
declined from 65.8% to 63.3%. As was also discussed, the reason for the diHerence is
the "smoothing" (i.e., gradual recognition) of investment gains and losses in the actuarial
valuation of the funded ratio.

Projections
In the 2016 Actuarial Valuation, a section projects results going forward. We are hoping
these projections are helpful to the District. These projections are approximations and are
the result of numerous assumptions which we all know will not be met; however, they
should provide the District with an early indication of the possible changes to the
District's required contribution and the ftmded ratio of the Plan in the upcoming years.
The projections assume the following:

1)

2)
Baseline all assumptions, including the investment retum, are met.
0% retum in 2016, 7.25% thereafter, all other assumptions are met. The
investment return for 201 6 is discussed on the next page. The retum for 2016
should be well in excess of 0% absent a severe downtum in the equity markets in
the next 45 days. The 0% projection scenario is from earlier in the year and was
included in the Actuarial Valuation.
5% retum 201 6-2020, 7.25% thereafter, all other assumptions are met.3)

The following tables (from the Actuarial Valuation) compare the baseline projection
(7.25% a year retum) with a projection of contributions, assets, liabilities, and ftmded
ratios under two altemative scenarios:

e Assuming the assets will eam 0% for 2016, followed by the 7.25% assumption
each year thereafter during the projection period, and

e Assuming the assets will eam 5% per year for the five years from 2016-2020,
followed by the 7.25% assumption each year thereaf:ter during the projection
period.

Pro.jetted C:oi

Table 1-5

:i'ibution (S \lillions) Projected C'onto'lbution (a%o of Pal'roll)

\kar Projected Pa} ro
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139.1

143.2
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years

34.6%

35.4%
35.8%
36.5%

37.a}
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37.2%
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37.3%
37.4%
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Ret

6in 2
34.6%
35.8%
36.7%
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39.o%
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39.6%

39.6%
39.7%.

39.8%

39.9%
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39.4%

40.0%
40.5%
40.9%
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41.2%
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Table 1-6

Pr o.jectcd . \ctuari :\ssets (S in \li ro.jccted Funded Ratio(.\sects/ Liabilities))n
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Base EC (7.25%
tll Years

66. 1%

67.6%

68.7%
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5% return in
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67.6%
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z. 1%
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The projections above assume that the Retirement Board's future finding policy will be
to amortize changes in the Unfunded Actuarial Liability over 20-year periods using a
smoothed-asset calculation. The Retirement Board has not decided on the period,
however. See below.

The Retirement Board is happy to provide the District with projected results under any
scenario requested. If you would like to discuss these projections, please contact Hugo
Wildmann.

Recent Retirement Board Action

At the Joint Meeting, we discussed the decision by the Retirement Board to move hom
an "open" amortization of the unfimded liability to a "closed" amortization. An "open"
amortization method is where you basically "refinance" the remaining principal every
year; a "closed" amortization method is one where a given year's actuarial gain or deficit
is spread over a fixed number of years, similar to a mortgage. The change was made after
extensive analysis and discussion by the Board with our actuary. As was mentioned at
the Joint Meeting, this change will not have any impact on the District's fiscal year
201 6/17 contribution or funded ratio but will impact both of these beginning next year.
The Retirement Board decided to move to a "closed" amortization but has not yet decided
on the amortization period. The amortization period will be decided in 2017. Prior to the
Retirement Board making a decision, input 6om the District will be solicited.

Investment Results
When writing about investment results in these reports, I have consistently mentioned
that the focus of the Retirement Board is on long-term investment results. We all know
that in the short-term, markets will go up and down, but over the long:term, we expect
equity markets to go up. As of the date of this report, the approximate investment retum
for calendar 201 6 is 7%. This retum is very near our actuarially assumed rate of retum of
7.25%. As was mentioned at the Joint Meeting, it is reasonable to expect that roughly
one year out of every four years will produce a negative retum for the Plan and that close
to 40% of years will produce a retum below our actuarially assumed rate. As I have
mentioned on numerous occasions, the fact that the Plan will have a year (or several years
in a row) of returns below the actuarially assumed rate is not necessarily a reason for
alarm or a time to implement changes to the investment portfolio. It is usually a time to
take a long-term view and wait out the cyclical nature of the markets.
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Staffing
The Retirement Board would like to express our appreciation to District stan and to the
District Board for the approval of a fourth position in the Department. We also want to
thank the Human Resources Department for prioritizing the recruitments and allowing
flexibility during the process.

PEPRA and the Plan Amendment
Our staff continues to work closely with the District on issues pertaining to PEPRA and a
Plan amendment. We understand that that question of how and when to implement
PEPRA is being led by the District's General Counsel.

Please feel free to call me, Jefhey Lewis (463-3900), or Hugo Wildmann (891-4889), if
you would like to discuss this report or request additional information.
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