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law on Chapter 11 and Chapter 13.

Now in Chapter 9, we have a different kind of
reorganization in the sense that the Court's powers are
considerably more limited in terms of the day-to-day
management of the case.

We went through that right at the outset of the case
where when the retirees wanted an injunction against the
City's unilateral imposition of reduction of retiree health
benefits.

And that leaves a situation in which there is somewhat
less for the adversary process to deal with in a
Chapter 9 case, and perhaps the great duty on the court at
the time of confirmation to scrutinize whether all of the
essential elements of confirmation have been satisfied, the
problem being that there's so many other people that are not
at the table.

Yes, we have retirees, we have representatives some
organized labor groups, we have bond holders. There's a
couple of hundred thousand citizens out there who are not in
the courtroom, and I'm not in a position to be able to
advance their positions.

And so with that, my sense is that the duty of the
Court to be independently persuaded of all essential elements
of confirmation actually is somewhat amplified in Chapter 9.

Something more importantly is Chapter 11.

169
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In Chapter 11, when we have contests, it usually winds
up with a situation by the end of the confirmation hearing
that everybody is arm and arm, they have made a deal.

And when the judges review the plan they are doing so
in the context in which a piece is broken out, they do not
want to do anything to continue the war. And so judges are
perhaps somewhat less skeptical than they ought to be in
various plans. That's just a fact of life.

So here we are in the Chapter 9 context. And I am
persuaded that I do need to take a hard look at the plan
overall. I do have this one objection, although it seems to
be a little more of a nuance to them, a straight up challenge
to CalPERS.

But if I understand the evidence that came out in the
eligibility hearing, in which there was an enormous amount of
complaining by the capital market creditors that the largest
liability of the City was to CalPERS is not appropriate for
the City to tackle that. That record, that evidence is just
all over the record.

And there are references to numerous 6-digit pensions
out there, pensions pushing —-- I don't remember -- $200,000,
and the practices of spiking and using not the average high
three years, but the high one year and allowing the accrual
of unlimited sick, accrued sick time and retirement or

vacation time to raise the final compensation on which

170
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this is a contract, but you cannot reject this contract under
Section 365 of the BRankruptcy Code." And by the way, if you
do, we have a lien that's going to suddenly and magically
Jump up." Those are pretty interesting questions to someone
who understands bankruptcy.

So, you know, I think we probably need to recognize
that we got a festering sore here and we have to get in there
and excise it and figure out what the story is. You know,
maybe CalPERS is correct, maybe not.

But then if I conclude that CalPERS is not really in
any different position than some other pension provider in
the marketplace, then the question would still, regarding
impairment, would still be regarding whether the decision not
to impair pensions in this case, assuming that the pension
provider is not CalPERS.

But it's whoever else provides private pensions,
whether that decision still makes sense, it perfectly well
might make sense, but I have to figure out that context.

So that's how my brain is thinking. It's thinking
about a series of hurdles that we have to get over. So it's
conceivable that I could conclude that the CalPERS contract
is a contract that could be impaired and the plan is not
confirmed because it should have taken that into account or
it might include that the CalPERS contract can be impaired,

but under the facts of this case the decision not to do so
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made sense, or the third possibly I suppose is that the
CalPERS contract cannot be impaired because the structure of
California law.

So that's what's going on in my brain, so this is
going to be the opportunity to get to the bottom of it. So I
think the ball is the in CalPERS's court. And Mr. Gearin has
been telling me on multiple occasions that CalPERS is
constitutionally protected, and so on. And I did see I have
read his brief, so I've seen it; but, you know, I also don't
know enough of the details.

So Mr. Lamoureux really helped educate me greatly.
And I have lots of questions like, you know, what would be
the effect if the City terminated, what would CalPERS do?

I do see there's some testimony in there about
termination and what happens in termination, is there's a
term called "termination pool," something like that? And I
would presume that means that somehow the pensioners in that
category get walled off and in effect get told by CalPERS,
"Well, since the contributions we have on you are only 40
percent of what's needed to give you your pensions, you are
only getting 40 percent of the nominal hits."

Other questions are who defines the defined benefits?
Understand that CalPERS is probably two different things.
Tt's probably the State of California vis-a-vis employees of

the State of California, and with whom there's apparently no,

175
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But technically, the answer here, to be accurate, should be
probably changed to say less than 150.
Q. Would you do me a favor. Do you have a pen?
A. T don't right now.
MR. RYAN: Mr. Bocash will give you a pen.
THE COURT: What page and line again?
MR. RYAN: I'm sorry, it's Exhibit 4015. Page 4 of
that exhibit, paragraph 11, Your Honor.
THE COURT: Talking about line 237
THE WITNESS: Or line 18.
MR. RYAN: Line 18, less than 100 item.

A. T will change it to say "less than 150 agencies."
BY MR. RYAN:

Q. And just briefly, again, can you describe how it is
you came to determine that there was a mistake or an
oversight in this paragraph?

A. T basically asked staff to get me a list of all the
agencies that terminated and their termination date. And we
actually had a new computer system at CalPERS a few years
ago, and it made it a little bit easier to track down some of
the information. So that's how we came across some of these
agencies.

Q. Now, is CalPERS governed by ERISA?

A. No.

Q. Is CalPERS covered by the PBGC?

162
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Q. And you mentioned -- if I use the term "PERL," would
you understand that?
Yes.
And I believe you have a copy of that with you?
Right here.

And is this the most recent copy of the PERL?

» © » 0 ¥

Correct. That's the 2014 version.

MR. RYAN: Your Honor, yesterday we did provide a
courtesy copy to the Court of the PERL. I believe it was
actually still in the shrink wrap.

BY MR. RYAN:

Q. So does CalPERS administer benefits for state
employees?

A. Yes, we do.

Q. And again, we just looked at Exhibit 8, which is the
contract —— well, the document labeled "contract" with
Stockton. And does a similar document like that exist for
CalPERS' relationship with the state?

A. No, it does not. For the state, the contract per se

would be this little book here, the PERL. Basically the PERL

states, in the case of the State, all of the benefits that

apply to the State employees. So by law, the State employees

of the State of California participate in CalPERS, and the

PERL dictates what the benefits are.

When it comes to the local agencies, the PERL dictates
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the menu of benefits that's available to them, and the
employers can select them.

Q. And how does the State determine how certain benefits
are given for various bargaining units or various groups of
actual State employees?

A. So the way it works usually is, in bargaining, the
State will agree to the bargaining unit as to the level of
benefit of contributions that apply to these members. And
then they have the Legislature ratify this agreement and put
it in the law. So over the years, if you look at the PERL,
as the State and bargaining units have agreed to different
benefits, they have changed the law accordingly.

THE COURT: That's talking about State employees,
right?

THE WITNESS: Yes.
BY MR. RYAN:

Q. And so it's the Legislature who enacts those specific
sections of the PERL to reflect what the collective
bargaining units have come up with?

A. Correct.

Q. And do State employees have the same menu of options
or menu of benefits that municipal employers have —- I'm
sorry, State employers have that same menu of options that
municipal employers have?

A. No, they don't. They're subject to what's been agreed

166
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upon and put into the -- in the PERL.

Q. And does CalPERS administer the benefits for State
employees any differently than it does for municipal
employees?

A. No, we don't.

Q. Are the funds collected from the State and those
collected from non State member employers in separate pools?

A. No, they're in the same trust fund. They're all
commingled for investment purposes.

Q. Now, we've heard a lot about —-- or there's been a lot
of discussion at least today about some actuarial terms. And
one of the things we've talked about was contribution rates.
Can you explain, in actuarial terms, what a contribution rate
is and how it's determined?

A. So first of all, just to get some background. When
you look at a pension plan, if you had a brand-new employer
contacting CalPERS today and say I would like to join
CalPERS, and they tell us we would like these members to be
subject to a certain benefit level, let's say it's what we
call the 2 percent at 60 formula, and they hire someone
that's age 25. As actuaries, our role is to try to set a
contribution schedule to help that employer make sure that
over the career of the individual, we put enough money in the
pension plan so that when that person retires, there's enough

funds to pay the benefits.
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So to do so, we first have to make several actuarial
assumptions. At what age are members going to retire? How
long are they going to live so that we have an idea of how
many years we're going to have to pay a benefit. Since all
of the benefits at CalPERS are based on final compensation
either in the final year of retirement or the final three
years, we also have to make assumptions about salary
increases in the future.

We also have to make an assumption about what we're
going to do with the contributions we collect from both
employers and members. And so we have to make an assumption
about the expected investment return. It's what we call the
"discount rate" in our valuation reports.

So using these assumptions and the benefit levels
selected by the employer, we first calculate the annual
contribution requirement or what is needed to fund the
benefits that will be earned over the course of one year.
This is what we call in our valuation report the "normal
cost."

So the normal cost is simply the cost for the next
years benefits. So if you have one employee and we may tell
the employer, your normal cost is 14 percent of payroll for
your plan.

So if the member pays 7, we ask the employer to pay

the other half, which is 7. So that's the normal cost.
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To the extent all the assumptions we make as actuaries
we realize every single year, the employer would always have
to pay only the normal cost of 14 percent. The reality is,
the assumptions we make as actuaries are long-term
assumptions; to give you an example, the investment return
assumption or discount rate, it's currently set at 7 and a
half.

If you look historically, I don't think there's a
single year where we've actually earned 7 and a half percent
at CalPERS. But in some years, we've earned more and some
years we've earned less. So when you earn either more than
expected, you can make the argument that you collected too
much, so you have a surplus on your hands. And in years when
you earn less than expected, you could have a non-funded
liability, which is why, when you look in our valuation
reports, you will see an unfunded liability.

Q. Now, you mentioned the term "unfunded liability." Can
you explain to me what unfunded accrued actuarial liability,
what that is?

A. Yes. It's really —- it's basically —-- to look at it,
it's a snapshot of a point in time of where the plan is on
schedule or not.

The best analogy that we usually try to explain to
people, whether it is funding or a pension plan, imagine you

are in Berkeley in a boat and you are trying to go to
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San Francisco. And all do you is say "I'm going to look at
the, you know, I'm going to look at the Golden Gate Bridge,
I'm going to aim for that bridge." And if all you do is you
set your course at the beginning and you never adjust, you
may have some wind, some current, some weight.

So basically to look at the unfunded liability, every
year when we do an actuarial evaluation. It's what we would
do as a sailor in a boat. You look to see "Am I still on
course, am I still on schedule?"

So the unfunded liabilities is for us a way to know
"Are we on schedule with our goal to ultimately fully fund
the benefits?" So there's some years where we say "Oh, we
have more money, we have assets that exceeds or liabilities,
therefore let's reduce the flow of money to account for
that," and vice versa.

If we have an unfunded liability, which is the case to
date, the assets in the City of Stockton's pension plan are
less than the liabilities. Therefore, today you have an
unfunded liability. So our course of action to get them back
on schedule is to collect contributions in excess of the
normal costs. So we refer to it in our evaluation report as
"payments toward the unfunded liability."

Q. And is the unfunded liability, is that presently due
and owing?

A. No, it's not. That's why it's really just a snapshot
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one 75 percent, and the other one 95. So that's kind of we
express it in terms of that way.

Q. Are the assumptions you make as an actuary, are they
based on an assumption that payments will be timely made?

A. Yes. This is one of the critical part of any —- the
funding of any pension plan. It is based on the premise that
you will be able to collect the contributions from both the
employers and the members.

Q. If an employer does not make its contributions to
CalPERS, is CalPERS still obligated to administer the
benefits for that employer?

A. Yes. But at CalPERS, in an event where an employer is
not making their contributions, we have the ability and the
right to what we call it "terminate their contract."

Q. And could you tell me a little bit about termination,
or how can a contract or an arrangement with CalPERS be
terminated?

A. Okay. So there are really two ways that an
arrangement with CalPERS could be terminated. The first one
would be a voluntary termination on the part of the employer.
So that would first require an election by the governing body
of the employer to what we call an "intent to terminate."

So once CalPERS received the intent of termination, we
would then perform with what we call a "preliminary

termination actuarial evaluation," where we would provide the

176
Diamond Court Reporters - (916) 498-9288

19




w N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Case 12-32118 Filed 08/14/14 Doc 1675

employer with the amount that would be owed at termination
were they to terminate.

THE COURT: Is that what I see on page 1857

THE WITNESS: On page 185, I'll get to that right now
since you asked, Your Honor. On page 185, this is
information we started to provide two years ago. This is for
information purposes. It tells the City of Stockton "Had you
terminated your plan on June 30, 2012, this is the amount,
this is your termination liability and the amount owed on
that date." So this is for information purposes only.

Right now, where I was about to get to is when an
employer expressed their intent to terminate, once they have
signed that paper, the PERL states that the actual
termination date cannot be earlier than one year after that
document has been signed.

So let's say today an employer signed a document
providing it to CalPERS with their intent to terminate their
contract, the termination date could not be effective sooner
than May 15, 2015.

So a year when May 15, 2015 arrives, we would then
collect all of the member information for the members
governed under that plan to do a final calculation
determination, we would calculate what the termination
liability is on that date, compared on the assets we have on

hand on that date, and the difference between those two would
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be called the "unfunded liability at termination.”

And this is really the only time where the unfunded
liability would become owing and due at that time. When a
member terminates their contract, the unfunded liability is
due at that time.

Q. And does anything else occur at that time that you are
aware of in terms of when the unfunded liability amount comes
due, any other things you are arise at that time, once the
termination occurs?

A. S0 basically once the termination occurs and the
amount is due, we normally —-- we ask the employer to pay it.
This is also by law. So once an employer terminates a
contract, they go into what we call a "CalPERS Terminated
Agency Pool." It is a pool that we administer for all of the
terminated agency.

The key to remember is when an agency terminates their
contract with CalPERS, CalPERS now becomes the guarantor of
the benefits, CalPERS is on the hook to pay the benefits.

Once termination is passed and -- let's say an
employer wanted to terminate and we estimated that —- we
calculated their liabilities were $12 million, we had
$11 million in assets and we told them you owe us $1 million,
once they pay us that $1 million we move them to the
terminated agency pool.

And from the employer's perspective they are done with
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their plan, they no longer have any need to make any
payments, CalPERS is now responsible to pay for the
dependents, and CalPERS will pay the benefits.

An issue that could arise in this case is let's say 20
years later the assumptions didn't pan out as we expected
when we collected the money at termination. CalPERS has no
recourse but to go back to the employer afterward.

If we were in the situation where —-- and hopefully we
never get there —-- where there's not enough money in the
terminated agency pool to pay the benefits, we most likely
would have to take the money from the Public Employee
Retirement Fund where all the other assets are.

So you could make an argument that there could be a
situation where other employers participating in CalPERS may
have to chip in to help pay for the benefits of the members
in the terminated agency pool.

THE COURT: I want to see if I understand what you
Just said. Let's say that hypothetically there's a
termination liability of $1,007,000,000, and the market value
of assets on hand is $431 million, leaving about $576 million
in unfunded termination liability.

If I understand what you said correctly the entity
could get a bill for $576 million and if that amount was paid
then CalPERS would, in effect, act as guarantor of complete

payments, they would pay the full pension plan and take the
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risk, that longer term, investment returns, and that would be
adequate to cover it?

THE WITNESS: That's a correct statement. You have a
good understanding, which I would like to point out, which is
also one of the reason the matter in which the assets are
invested for the terminated agency pool, it's invested in a
much more conservative fashion than it is for some of the
other plans at CalPERS.

THE COURT: Now, let's change one fact. If the
terminating agency does not pay the $576 million, then what
happens?

THE WITNESS: So again in accordance with the PERL it
would require our chief actuary to bring a decision in front
of our board. The PERL basically provides authority to the
CalPERS Board to reduce the members benefits in an event when
an employer cannot fully fund the unfunded liability at
termination, so there's a decision that our board would have
to make.

So in this case, the board would be faced with the
decision to potentially reduce the benefits by an amount of
57.2 percent, and again that's a decision the board would
have to make.

THE COURT: So the accurate statement is in that
situation, if the termination liability is not paid, the

CalPERS board has the authority to reduce pension benefits, I
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take it, across the board by a pro rata amount equally,
approximately equal to the amount that was not paid --

THE WITNESS: Correct.

THE COURT: -- or the proportions thereof.

Okay, go ahead.

MR. RYAN: Thank you.

Q. I wanted to talk to you a little bit about there's
another way that an employer can be terminated, other than
them opting out.

A. Correct, and that's the situation we were talking
about before. The law provides that if an employer does
not —— 1f you obey by the rules set out in the PERL, which is
one of them, once they agree to have CalPERS administer their
retirement benefits they are required to pay what we believe
is the necessary amount to fund the benefits.

So 1if an employer was unable to make the contribution
or refused to make the contributions, CalPERS would have the
ability to step in and tell the employer "As a result of you
not, you know, following the rules of your agreement with us,
we are terminating our agreement." And in such cases the
termination date would be effective 60 days after we have
informed them of our wish to terminate that agreement.

Q. And just real quick, since you mentioned it, I wanted
you to take a look at Exhibit 8 which is the Stockton

contract.
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THE COURT: All right, just on the involuntary
termination, what is the consequence?

THE WITNESS: 1It's basically —- it will be the same
consequences of voluntary termination. The only difference
between the involuntary and voluntary is the effective date.

THE COURT: Sixty days?

THE WITNESS: Sixty days versus one year. Everything
else remains the same.

MR. RYAN:

Q. And is there a one-time opportunity to reduce
benefits?

A. Yes, also only one time, just before we moved that
plan to a terminated agency pool. So the board would only be
able to make that decision once.

Q. And what's the current status or make-up of the
terminated agency pool?

A. So the terminated agency pool right now, as I stated
in my declaration, has about 90 agencies in it. They're all
very, very small in nature. If I wanted the exact number I
have to open back my clarification, so I'll just go back
there.

But as of June 30, 2012, I'm referring again to my
declaration, page 4 of Exhibit 4015, paragraph 11, there were
90 agencies on June 30, 2012. And in total, there were about

178 million dollars in assets in that pool, and 89 million
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dollars in pension obligations.

So as you can see, it's not very —-- it's fairly small,
especially when you compare in size to like a plan, like the
City of Stockton. If you add up numbers for the City of
Stockton, they have about 6 billion dollars of pension
obligation at termination that would more than eat up the
entire pool of 170 —— of 89 million dollars of liabilities.

Q. Has there ever been a City the size of Stockton that's
terminated its relationship and gone into the terminated
agency pool?

A. No.

Q. So if a termination claim is not paid, and pensions
are reduced, where does the actuarial value shift, or the
actuarial risk shift?

A. So basically, at termination, basically the actuarial
risk shifts to CalPERS. And you could make the argument that
maybe it shifts to the other employers of CalPERS, because
you have to keep in mind that even though we have, I believe,
close to 280 billion dollars at CalPERS, it does not belong
to CalPERS. Its members -- it really belongs to the members
of CalPERS, the employers.

So to the extent at one point the termination agency
pool were to run out of money, or the actual risk runs out of
money, as I stated earlier, in order to pay those members'

benefits, the money would have to come from somewhere, most
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contributions and employer contributions.

THE WITNESS: So currently, things have changed. But
generally, member contribution rates have been set by
statute. So if I -- just to give you an example, Your Honor,
when you look at the contract and you look at the two percent
at 50 formula, if you went to that statute you find out that
statute said a member subject to 2 percent at 50 formula will
contribute 90 percent toward retirement. So that was the
contribution.

What we do at CalPERS when we set the funding
requirement, we look at how much needs to go in the pension
plan. So let's say the answer says we need 20 percent. We
look how much we collect from members. If the answer is 9,
we turn around and ask the employer to pay 11.

And 1f you -- I believe it was Mr. Moore in his
previous testimony, if I recall properly, there was a
discussion about what would happen if the City and its
employees agreed to have the member pay more toward
retirement. If let's say they were to reach an agreement
that instead of paying nine they would pay 11, we still need
only 20. So that would mean we would collect 11 from members
and 9 from the employer.

So this is probably the most effective way to do for
an employer to obtain savings from their CalPERS contribution

rate is to have their member, their current employees, pay
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more towards pension, because it provides them a —-- if you
want a one-for-one saving in their contribution rate toward
CalPERS.

If you look in the statute, there's a different member
contribution rate that applies to a different formula.
Generally, the higher the benefit formula is, the higher the
member contribution rate set by statute will be.

THE COURT: Now, if the member contribution rate is
set by statute, does that require that the member actually
pay, or does that —-- is the employer permitted to pay part of
the member's contribution?

THE WITNESS: The employer could certainly pay it.

But what it would do is if an employer paid on behalf of the
members, what that really means is that when the money comes
to CalPERS, we actually will take the 9 percent and deposit
it in what we call the member's account at CalPERS. We
actually keep track of the assets, separately member versus
employer.

So the member, even though they're not paying for it,
the money would still go into their accounts. And we are
aware that many employers, we know that many employers do pay
the member contribution rate. And we know it's been a
reversing trend lately as a result of the economy and other
factors.

THE COURT: So the employer can pay part or all of the
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it's no skin off of Franklin's nose. We're the ones that
have to live with it, we're the ones that have to run the
City, we're the ones that have to provide benefits and
services for employees.

And if don't have employees because Franklin, goodness
knows, was wrong and Mr. Moore was wrong, you tell me how
safe the City is going to be. That's what the
decision-makers for the City have to confront when making
these decisions.

Mr. Johnston made it sound like the City chose not
to -- discriminated against Franklin by agreeing with the
retirees to a low number to preserve the pension benefits,
because that was the only way to get retirees.

The City's decision had something to do with retirees,
because you heard Mr. Deis' testimony in his declaration,
during the eligibility phase, that our retirees would go
below the poverty level if they lost their pension benefits.

And you heard Ms. Nicholl talk about the cut, the 60
percent cut, what that would do to a retiree who was making
$51,000 a year or whatever. So there is a human compassion
element that Franklin lacks and the City has.

But more importantly, the City's concern is about its
current employees and retaining its current employees and
retaining a City that people will want to live in.

Similarly, Franklin can say "Judge, you know, we don't
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bonds, 1 want to move on to CalPERS. 1"m not going to
make a specific ruling today, but 1"m going to share with
you, in the context that would allow somebody who cared
to file a brief, to straighten me out on some points the
picture that | see emerging. So I assume that CalPERS
will be taking the most notes on it and then the
implications of what that picture starts looking like.

In particular, 1°ve been looking through the
California Public Employees®™ Retirement law the parties
so kindly gave me a copy of. Looks like 1t"s only
slightly smaller than the Internal Revenue Code. [I"m not
sure 1T 1t"s any less complex. Of course, 1 also have
the benefit of the very helpful testimony of David
Lamoureux, who was the Assistant Chief Actuary of
CalPERS, and that®"s helped me guide through it.

I"m looking at the retirement law kind of as if
it"s a jigsaw puzzle and the pieces are the various
provisions of the law and 1"m trying to assemble the
jigsaw puzzle; and when I do that, | get a picture, but
the jigsaw puzzle could be assembled a different way, and
I want to make sure 1°"m not getting off on a wrong track.

I don"t want to make an important ruling without
being confident that the parties have a conferring view
and get a fair chance to say 1t. The picture is not

entirely the same as what"s been coming out In the public
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rhetoric. 1°m going to cover several different aspects
of the situation.

The pieces of the puzzle that I"m looking at
start with -- primarily with the Public Employee
Retirement law section 20460, which 1 gather is the
California Government Code -- part of the California
Government Code. So 1t"s California Government Code
20460 through 20593. Those are the pieces of the puzzle
I"ve been rooting around with.

It looks to me like the situation is this.
California Public Employee Retirement system iIs two
different pieces, two completely different natures. As
to the State of California and the employees of the State
of California, CalPERS i1s the retirement system period.
That"s 1t. 1t"s the only show in town. But that only
goes to the employees of the State of California.

When one gets to Chapter 5 of CalPERS, one moves
into a subject called contract members of the system and
that"s the different aspect of CalPERS. As 1 understand
it, California municipality or, | guess, the public
employees® retirement law is the term public agency or,
as the Bankruptcy Code would use the term, municipality.
I think there"s -- probably the meaning is essentially
the same thing. For our purposes, 111 just speak in

terms of City, but 1 could be speaking about other types
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of public agencies as well as municipalities.

The City participates in CalPERS as a matter --
by virtue of contract and the City does not have to do
that. The City can join a county system. There are
county retirement systems authorized under California
law, as Mr. Lamoureux put it, the 1937 act, and pointed
to several counties that have their own county system.
And there can be just a local system. The City could
have 1ts own system and the City can contract with a
private pension provider. Recalling back to
Mr. Lamoureux"s testimony, he used as an example the City
of San Clemente, California has apparently a private
pension.

Well, 1n that aspect, i1t looks like CalPERS is
merely a pension provider like other pension providers
that i1s competing with the private sector to -- given the
fact that if you go to any private pension system. And
then there are other conjoined -- joined with the local
system or have i1ts own system and can join a county
system.

And when 1 look at the various provisions here,
it looks like there®s a number of situations that are
provided for whereby an entity, public agency,
municipality, a city can move from one to another, move

from a county system to a private, from a private to

29

DIAMOND COURT REPORTERS (916) 498-9288

36




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Case 12-32118 Filed 08/14/14 Doc 1675

Social Security system. It appears that i1t"s
specifically contemplated that, 1f a California public
agency can also be subject to Social Security, its
employees subject to Social Security -- and 1t appears
that when I look back into the Stockton contracts,
Exhibit 8 to the Lamoureux declaration has various forms
of the City of Stockton"s contracts with CalPERS through
the years, that there was at least a brief period of time
when Social Security did apply to City of Stockton
employees back i1n, 1 think, the 1950s -- the member
contribution is much higher i1f the employer is not
participating in federal Social Security.

In any event, the first source of resources of
funds are from the employer and the employee at the time
wages are paid. Then the seond source of funds is
earnings on the funds that CalPERS has collected by way
of its member contribution and employer contribution
funds.

And Mr. Lamoureux provided an exhibit showing
that the last 25 years rates of return have been
generally pretty attractive with one or two small
exceptions. But CalPERS, In an effort to be conservative
about 1ts long-term projections of the financial needs on
an actuarial basis, has actually reduced the assumed rate

of return on something of the order of about seven
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percent. So that"s the basic CalPERS fund out there --
which i1s touted as the biggest pension fund in the world
or something -- that CalPERS i1s out there investing and
earning returns. So that"s its next source of iIncome.

Then 1ts third source of income, and this iIs in
a way a source of a lot of misinformation just through
the general press and the general public, i1Is what some
people might call under-funding.

And what happens i1s CalPERS on a regular basis
annually takes a look at the long-term needs, what i1t"s
going to take to pay the pensions that i1t thinks it"s
obligated to pay, takes into account all sorts of risks.

Like some things are kind of ghoulish iIn this
business, the risk of longevity. |If they calculated the
need for an individual®s pension to be -- on the
assumption that this individual will have passed away by
age 80 and the person lives to a hundred, great for that
person and really bad for CalPERS. That"s longevity
risk.

But they take all those factors i1into account and
they look at what the member agency with the contract has
paid into the system and what i1ts current projections are
of rates of return, that®"s just an estimate of how the
market is going to work out in the future, and then they

determine an amount of additional contribution that has
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under-funding. 2077.5 provides a lesser consequence if
the board thinks that it will be able to go ahead and pay
the pensions without iImpairing the actuarial soundness of
the terminated agency pool.

Of course, that gets me back to the terminated
agency pool. 1 said the general funds of CalPERS appear
to be just part of the general investment pool and
that"s -- Mr. Lamoureux testified that was about assuming
a return iIn the seven percent range, but he pointed out
that the terminated agency pool -- approximately 70
terminated agencies in the pool, all of which he said are
relatively small -- he said that pool fund is iInvested In
a much more conservative basis, so assume a return of
about three percent. That means that the shortfall is
even greater because that"s what the actuarial analysis
of the need for additional contributions iIs at the time
of termination and that pool i1s a relatively small amount
of money.

So the standard solution appears to be that
CalPERS, to the extent it does not have accumulated
contributions, reduces pensions by that amount. That
leads to the interesting question of, well, what is
CalPERS then i1n relation to a case like this? Who i1s the
real creditor? It seems to me that, 1f you"re going to

take an individual®s pension or part of an individual®s
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pension, the individual employee is the creditor and
CalPERS 1s, i1n effect, kind of a servicing agency. Kind
of like In the mortgage world we have the owner of the
note and deed of trust and the mortgage servicer who
collects a very small fee for collecting the money and
passing it on to the owner of the note and deed of trust.

It looks to me like CalPERS does not bear the
financial risk of a shortfall In payments. Instead, the
structure of the Public Employee Retirement law places
that risk on the employee. So if I"m getting that wrong,
I need to know that as well. |1 do see under Section
20577.5 the board could elect to pay more than iIt"s
obligated to pay but, again, subject to the limitation
that 1t would not impact the actuarial soundness of the
terminated agency pool.

IT a large California city were to go into that
pool, the gravamen of Mr. Lamoureux®s testimony would
lead to the inference that i1t might affect the actuarial
of the terminated agency pool. That"s another puzzle
running around In my brain.

Another puzzle running around in my brain 1is
with respect to this lien on assets. Section 20574, 1t°s
a pretty interesting provision, and this i1s the so-called
$1.5 billion lien. 1 mean, everybody has assumed this

lien i1s valid. | don"t know if everybody has assumed it,
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That was apparently a political deal that had been made
within congress to get that done. Well, a lot of people
didn*"t pay a lot of attention to Chapter 9. Took them a
year or two to figure it out. But all of a sudden, all
sorts of debt could be potentially discharged.

So 1t was no surprise that effective March 1,
1982 -- 1"m not sure when the actual enactment occurred,
it might have been i1n 1981 -- this lien i1s created. And
you look at the legislative history that has been so
helpfully provided by CalPERS that says this lien only
applies In cases of iInsolvency and bankruptcy. Well,
that®s really interesting.

There®s a section of the Bankruptcy Code called
Section 545(a) says the trustee may avoid the fixing of
the statutory lien on property of the debtor to the
extent that such lien first becomes effective against the
debtor and there®s a laundry list of six alternatives:
One of which 1s when the debtor becomes insolvent, one of
which i1s when the debtor"s financial condition fails to
meet a specified standard, one of which is when an
insolvency proceedings other than under the Bankruptcy
Code 1s commenced, and another iIs a proceeding when a
proceeding under the Bankruptcy Code is commenced.

Well, 1f you look back and remember the outset

of this case, a peculiar thing about Chapter 9 In the
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by vesting the authority to direct actuarial determinations solely with the CalPERS Board. Ex. 3 at
36 (relevant portions of official ballot pamphlet (Nov. 3, 1992)). By granting the CalPERS Board
sole authority to administer the system, Proposition 162 prevented the legislative and executive
branches from “raiding” pension funds to balance the State budget. Id. at 38.

0. The CalPERS Board is governed by the California Public Employees Retirement Law
(the “PERL”), which imposes statutory obligations on the Board and employers such as the City of
Stockton. Under the PERL, Stockton has certain obligations to CalPERS, and CalPERS in turn has
obligations to the City of Stockton’s current and former employees to provide retirement benefits in
accordance with the provisions of PERL. These statutory obligations are not directly affected by the
acceptance, rejection or modifications of the City’s collective bargaining agreements.

10. For public employees serving municipalities in California, the legislature created a
three-party structure under which CalPERS provides retirement benefits. First, each municipality
elects a “contract” with CalPERS that triggers the applicability of statutes including the PERL and
other laws, regulations and policies governing the provision of pension benefits through CalPERS.
Second, each public servant has an employment contract with the municipality that includes pension
benefits. Finally, CalPERS has a constitutionally defined responsibility to provide pension benefits
to its members and retirees and to protect these benefits.

11. Less than one hundred agencies have terminated their relationship with CalPERS in
the more than eighty years of the existence of the system. Virtually all of these terminating agencies
are very small local districts or agencies and most employers have terminated because they are
winding up their operations and ceasing business. No employer the size of the City of Stockton has
ever terminated its relationship with CalPERS. CalPERS administers a terminated agency pool for
agencies that terminate their relationship with CalPERS. As of June 30, 2012, there were 90 agencies
that had terminated their contract with CalPERS for which CalPERS continues to administer benefits
through the terminated agency pool. As of June 30, 2012, the terminated agency pool held about
$178 million in assets and $89 million in pension obligations. These pension obligations covered 740

members and/or beneficiaries currently receiving a benefit and 349 members that have not yet retired
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but are entitled to a deferred retirement benefit. By comparison, the termination liability for the
Stockton plans alone would affect approximately 2,518 members that have not yet retired but are
entitled to a deferred retirement benefit and 2,075 members and/or beneficiaries currently receiving a
benefit, and would result in termination obligations exceeding $2.6 billion for both plans while the
assets as of June 30, 2012 totaled about $1 billion.

12. Of the more than 1500 public agencies that contract for pension services with
CalPERS, none of them (other than the bankrupt City of San Bernardino) were delinquent by an
amount in excess of $150,000 as of March 31, 2013.

I11.  Pension Funding in California

13. The basic premise of a defined benefit pension plan is to defer compensation received
during employees’ peak earning years to their lowest earning years. The amounts of such deferred
payments are determined based on actuarial assumptions and calculations, and the risk is pooled
among the participants in the plan. For a homogeneous population, predictions for larger groups are
more accurate than for smaller groups. Accordingly, as a pool is made smaller and smaller, the
volatility of the cost per member increases because the risk is pooled among a smaller group.

14, The sources of funds used to provide the pension benefits are employee contributions,
employer contributions and investment income. Employee contributions are set by statute and vary
by benefit level. Under pension reform enacted by the California legislature in 2011, new employees
must pay half of the “Normal Cost,” which is the annual cost of service accrual for the upcoming
fiscal year for active employees in the absence of any unfunded or overfunded liability to be
amortized. Normal Cost is expressed as a percentage of the employer’s covered payroll.

15. A city’s contribution obligations to CalPERS are determined on an actuarial basis,
taking into account investment returns, mortality rates, projected retirement pattern, projected
compensation and other factors. All actuarial calculations are based on a number of assumptions
about the future such as demographic assumptions including the percentage of employees that will

terminate, die, become disabled and retire each future year and economic assumptions including
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future salary increases for each active employee and future investment returns. The key role of the
actuary is to spread this cost over time in a manageable way.

16. Investment income is based on actual performance but must be estimated in order to
determine future employer contributions. Investment returns are obviously dependent on global
financial circumstances and vary from year to year. The historical average annual return for
CalPERS investments over the past 30 years is 9.5%. Ex. 4, (Depicting CalPERS’ historical returns
from fiscal year 1983-84 to fiscal year 2012-13). Presently CalPERS employs an estimated expected
return rate of 7.5% in order to determine contributions, but as can be seen from the historical data,
actual returns may vary significantly from that estimate. Assumptions about the investment
return/discount rate are not based on investment targets or benchmarks but are instead driven by asset
allocations. As asset allocations change, investment return assumptions are revised. The current
investment return assumption is 7.5%, which is a combination of 2.75% for inflation and a real rate
of return of 4.75% (net of investment and administration expenses).

17. The benefits under CalPERS are pre-funded. Instead of allocating money at or near
the time that benefits become due, a pre-funded plan relies on an orderly schedule of contributions
well in advance of benefit requirements. The willingness and ability of the sponsor of a defined
benefit pension plan to maintain an orderly schedule is a major factor in the benefit security for
retirees and in the maintenance of an actuarially sound plan.

18.  The funded status is determined each year by comparing the assets in the plan to the
liabilities of the plan. The assets are impacted by the contributions received and investment returns
on those contributions while the liabilities are impacted by the benefits earned by its employees,
which is based on an employee’s years of service and age of retirement. If the City does not timely
make its required payments, the actuarial soundness of the fund may be negatively impacted. The
actuarial calculations are premised on the fact that contributions will be made when required and
invested when made.

19.  When contributions are delayed beyond the required date, the plan falls out of

actuarial balance and actuarial soundness is put in jeopardy. By not making timely contributions, the
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asset base is not being increased as projected while at the same time, the liabilities are continuing to
increase as employees continue to earn service credit.

20.  Anemployer’s contribution requirement is annually calculated and is expressed as a
percentage of payroll. This may change due to presently considered modifications by the CalPERS
Board. The employer’s contribution amounts are due and payable following each pay period.
Contributions are due by the 15th day following the last day in the pay period to which they relate.
However, payroll and contribution information are due by the 30th day following the last day in the
pay period to which they relate. Given this lag between the two dates, once CalPERS receives the
payroll and contribution information, if there is any discrepancy between the amount paid and the
payroll and contribution information supplied by the employer, later periodic payment amounts are
adjusted to account for discrepancies.

21.  Anactuarial valuation for each plan of a contracting agency is performed every year to
determine the present value of future benefits (i.e., the total amount of money needed to fully fund
expected benefits for current members for both past and future service), the Normal Cost (which is
the annual cost of one year of service accrual, as discussed above), the accrued liability (which is the
value of benefits earned to date for past service only) and the current funded status (which is the
market value of the assets as a percentage of the accrued liability).

22. Every year, the employer contribution rate is adjusted based on the funded status. If
the plan is less than 100% funded, the employer must pay both the Normal Cost and a payment
towards the unfunded accrued liability. If the plan is 100% (or more) funded, the employer must only
pay the Normal Cost.

23. To minimize the effect of any short-term market value fluctuations on employer
contribution rates, CalPERS uses an asset smoothing technique where investment gains and losses are
spread or “smoothed” over a period of time. On April 17, 2013, the CalPERS Board approved a
recommendation to change the CalPERS amortization and rate smoothing policies. EX. 5, Board of
Administration, Public Employees Retirement System, Resolution - Actuarial Policies - Amortization

and Smoothing Policies (April 17, 2013). Beginning with the June 30, 2013 valuations that set the
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event of termination, a terminated agency is required to make a payment to CalPERS in an amount
determined by the CalPERS Board (based on actuarial information) to be sufficient to ensure
payment of all vested pension rights of the terminated agency’s employees accrued through the
termination date (“Termination Payment”). The Termination Payment goes into the “Terminated
Agency Pool.” Once the Termination Payment is made, CalPERS has no further recourse to a
terminating employer. If a terminated agency the size of the City fails to pay the Termination
Payment, benefits may have to be reduced pro rata based on the amount of the Termination Payment
that is not funded. Once the terminated agency’s assets and liabilities have been merged into the
Terminated Agency Pool, no further benefit adjustments are permitted under the PERL. As a result,
the pool is subject to actuarial risk.

39. When determining the Termination Payment, CalPERS is subject to actuarial risks
including longevity risk, investment risk, inflation and wage-growth risk associated with the future
payment of the terminated agency’s benefits. Ex. 10, (Dec. 2012 Agenda Item). Unlike in an
ongoing plan, these risks cannot be addressed by adjusting contribution rates in future years. Because
there is no mechanism for receiving additional payments should the actuarial assumptions not be met,
the investments in the Terminated Agency Pool, and the assumptions to determine the Termination
Payment, must be more conservative. To address the longevity risk, the Termination Payment
calculation includes an increase to the liabilities to address mortality fluctuations. To address
investment risk, inflation and wage-growth risk, the CalPERS Board has adopted a policy to
determine the discount rate, inflation assumption and wage growth assumption for termination
calculations. Ex. 11 (CalPERS Circular Letter No. 200-058-11 (August 19, 2011)); Ex. 12 (August
2011 Agenda Item). In addition, the CalPERS Board recently adopted a conservative asset allocation
for the Terminated Agency Pool, providing that assets will be invested in treasury bonds. Ex. 10
(Dec. 2012 Agenda Item).

40. A primary driver in determining the amount of the Termination Payment is the setting
of the discount rate, which is a reflection of the asset policy or how the assets are invested. Given the

conservative nature of the investments in the Terminated Agency Pool, the discount rate related to a
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Termination Payment is low when compared with the actuarial rate for the portfolio for ongoing
participating agencies. The cumulative effect of these policies is that a terminated agency’s actuarial
liability upon termination is larger than the actuarial liability on an ongoing basis.?

41.  Stockton’s Annual Valuation Reports each provide a line item for “unfunded
termination liability,” which is an estimate of how much Stockton would owe to CalPERS if its
contracts had been terminated as of June 30, 2012. The Miscellaneous Plan lists this unfunded
termination liability at $575,931,065 and the Safety Plan lists this unfunded termination liability at
$1,042,390,452, for a total of more than $1.6 billion. Exs. 6 & 7, Safety Valuation Report at 28 &
Miscellaneous Valuation Report at 28. If a terminated agency fails to pay the Termination Payment,
benefits to employees must be reduced pro rata based on the amount of the Termination Payment that
is not funded.® Cal. Gov. Code § 20577. CalPERS may reduce the benefits payable under the
terminated contract only once. Id. After the terminated agency’s assets and liabilities have been
merged into the Terminated Agency Pool account, the PERL permits no further benefit adjustments.
Id. § 20578.

42.  When a plan is terminated, the PERL imposes a lien in favor of CalPERS *“on the
assets of a terminated contracting agency, subject only to a prior lien for wages.” Cal. Gov. Code 8§
20574. Legislative history confirms that this section immediately provides CalPERS with the rights
of a senior secured creditor as a matter of law. The legislature expressly intended to “grant PERS a
lien against the assets of public agencies who have terminated their membership in the system,
usually as a result of agency dissolution and bankruptcy who have unfunded liabilities owed to PERS
for vested employee benefits and have no ability to pay such liabilities.” Ex. 13 at 35 (relevant

portions of Legislative History of California Government Code § 20574).

2 Furthermore, a terminating agency owes CalPERS the costs of collection, including attorneys’ fees.
Cal. Gov. Code § 20574.

% CalPERS may choose to make no reduction or a lesser reduction if the CalPERS Board has made
reasonable efforts to the collect the payment and the CalPERS Board determines that failure to make
a reduction will not impact the actuarial soundness of the Terminated Agency Pool account. Cal.
Gov. Code § 20577.5.
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California Public Employees’ Retirement System
Actuarial Office

P.O. Box 942701
A\ // Sacramento, CA 94229-2701
2. TTY: (916) 795-3240
CalPERS  (888)225-7377 phone - (916) 795-2744 fax

www.calpers.ca.gov

October 2013

MISCELLANEOUS PLAN OF THE CITY OF STOCKTON (CalPERS ID: 6373973665)
Annual Valuation Report as of June 30, 2012

Dear Employer,

As an attachment to this letter, you will find a copy of the June 30, 2012 actuarial valuation
report of your pension plan. Your 2012 actuarial valuation report contains important actuarial
information about your pension plan at CalPERS. Your CalPERS staff actuary, whose signature
appears in the Actuarial Certification Section on page 1, is available to discuss the report with you
after October 31, 2013.

Future Contribution Rates

The exhibit below displays the Minimum Employer Contribution Rate for fiscal year 2014-15 and a
projected contribution rate for 2015-16, before any cost sharing. The projected rate for 2015-16
is based on the most recent information available, including an estimate of the investment return
for fiscal year 2012-13, namely 12 percent, and the impact of the new smoothing methods
adopted by the CalPERS Board in April 2013 that will impact employer rates for the first time in
fiscal year 2015-16. For a projection of employer rates beyond 2015-16, please refer to the
“Analysis of Future Investment Return Scenarios” in the “Risk Analysis” section, which includes
rate projections through 2019-20 under a variety of investment return scenarios. Please disregard
any projections that we may have provided you in the past.

Fiscal Year Employer Contribution Rate
2014-15 20.090%
2015-16 22.2% (projected)

Member contributions other than cost sharing, (whether paid by the employer or the employee)
are in addition to the above rates. The employer contribution rates in this report do not
reflect any cost sharing arrangement you may have with your employees.

The estimate for 2015-16 also assumes that there are no future contract amendments and no
liability gains or losses (such as larger than expected pay increases, more retirements than
expected, etc.). This is a very important assumption because these gains and losses do occur and
can have a significant impact on your contribution rate. Even for the largest plans, such gains
and losses often cause a change in the employer’s contribution rate of one or two percent of
payroll and may be even larger in some less common instances. These gains and losses cannot
be predicted in advance so the projected employer contribution rates are just estimates. Your
actual rate for 2015-16 will be provided in next year’s report.
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MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
(CalPERS ID: 6373973665)

Annual Valuation Report as of June 30, 2012

Page 2

Changes since the Prior Year’s Valuation

On January 1, 2013, the Public Employees’ Pension Reform Act of 2013 (PEPRA) took effect. The
impact of most of the PEPRA changes will first show up in the rates and the benefit provision
listings of the June 30, 2013 valuation for the 2015-16 rates. For more information on PEPRA,
please refer to the CalPERS website.

On April 17, 2013, the CalPERS Board of Administration approved a recommendation to change
the CalPERS amortization and rate smoothing policies. Beginning with the June 30, 2013
valuations that set the 2015-16 rates, CalPERS will no longer use an actuarial value of assets and
will employ an amortization and smoothing policy that will pay for all gains and losses over a
fixed 30-year period with the increases or decreases in the rate spread directly over a 5-year
period. The impact of this new actuarial methodology is reflected in the “Analysis of Future
Investment Return Scenarios” subsection of the “"Risk Analysis” section of your report.

A review of the preferred asset allocation mix for CalPERS investment portfolio will be performed
in late 2013, which could influence future discount rates. In addition, CalPERS will review
economic and demographic assumptions, including mortality rate improvements that are likely to
increase employer contribution rates in future years. The “Analysis of Future Investment Return
Scenarios” subsection does not reflect the impact of assumption changes that we expect will
also impact future rates.

Besides the above noted changes, there may also be changes specific to your plan such as
contract amendments and funding changes.

Further descriptions of general changes are included in the “Highlights and Executive Summary”
section and in Appendix A, “Actuarial Methods and Assumptions.” The effect of the changes on
your rate is included in the “Reconciliation of Required Employer Contributions.”

We understand that you might have a number of questions about these results. While we are
very interested in discussing these results with your agency, in the interest of allowing us to give
every public agency their results, we ask that you wait until after October 31 to contact us with
actuarial questions. If you have other questions, you may call the Customer Contact Center at
(888)-CalPERS or (888-225-7377).

Sincerely,

/. /Z%M

ALAN MILLIGAN
Chief Actuary
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CalPERS

ACTUARIAL VALUATION

as of June 30, 2012
for the
MISCELLANEOUS PLAN

of the
CITY OF STOCKTON

(CalPERS ID: 6373973665)

REQUIRED CONTRIBUTIONS
FOR FISCAL YEAR
July 1, 2014 — June 30, 2015
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CALPERS ACTUARIAL VALUATION - June 30, 2012
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS ID: 6373973665

ACTUARIAL CERTIFICATION

To the best of our knowledge, this report is complete and accurate and contains sufficient information to
disclose, fully and fairly, the funded condition of the MISCELLANEOUS PLAN OF THE CITY OF STOCKTON.
This valuation is based on the member and financial data as of June 30, 2012 provided by the various
CalPERS databases and the benefits under this plan with CalPERS as of the date this report was produced.
It is our opinion that the valuation has been performed in accordance with generally accepted actuarial
principles, in accordance with standards of practice prescribed by the Actuarial Standards Board, and that
the assumptions and methods are internally consistent and reasonable for this plan, as prescribed by the
CalPERS Board of Administration according to provisions set forth in the California Public Employees’
Retirement Law.

The undersigned is an actuary for CalPERS, who is a member of the American Academy of Actuaries and the
Society of Actuaries and meets the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained herein.

KELLY STURM, ASA, MAAA
Senior Pension Actuary, CalPERS

Page 1
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CALPERS ACTUARIAL VALUATION - June 30, 2012
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS ID: 6373973665

Introduction

This report presents the results of the June 30, 2012 actuarial valuation of the MISCELLANEOUS PLAN OF
THE CITY OF STOCKTON of the California Public Employees’ Retirement System (CalPERS). This actuarial
valuation sets the fiscal year 2014-15 required employer contribution rates.

On January 1, 2013, the Public Employees’ Pension Reform Act of 2013 (PEPRA) took effect. The impact of
most of the PEPRA changes will first show up in the rates and the benefit provision listings of the June 30,
2013 valuation, which sets the 2015-16 contribution rates. For more information on PEPRA, please refer to
the CalPERS website.

On April 17, 2013, the CalPERS Board of Administration approved a recommendation to change the CalPERS
amortization and smoothing policies. Prior to this change, CalPERS employed an amortization and smoothing
policy, which spread investment returns over a 15-year period while experience gains and losses were
amortized over a rolling 30-year period. Effective with the June 30, 2013 valuations, CalPERS will no longer
use an actuarial value of assets and will employ an amortization and smoothing policy that will spread rate
increases or decreases over a 5-year period, and will amortize all experience gains and losses over a fixed
30-year period.

The new amortization and smoothing policy will be used for the first time in the June 30, 2013 actuarial
valuations. These valuations will be performed in the fall of 2014 and will set employer contribution rates for
the fiscal year 2015-16.

As stewards of the System, CalPERS must ensure that the pension fund is sustainable over multiple
generations. Our strategic plan calls for us to take an integrated view of our assets and liabilities and to take
steps designed to achieve a fully funded plan. A review of the preferred asset allocation mix for CalPERS
investment portfolio will be performed in late 2013, which could influence future discount rates. In addition,
CalPERS will review economic and demographic assumptions, including mortality rate improvements that are
likely to increase employer contribution rates in future years.

Purpose of the Report

The actuarial valuation was prepared by the CalPERS Actuarial Office using data as of June 30, 2012. The
purpose of the report is to:

e Set forth the actuarial assets and accrued liabilities of this plan as of June 30, 2012;

e Determine the required employer contribution rate for the fiscal year July 1, 2014 through June 30,
2015;

e Provide actuarial information as of June 30, 2012 to the CalPERS Board of Administration and other
interested parties, and to;

e Provide pension information as of June 30, 2012 to be used in financial reports subject to Governmental
Accounting Standards Board (GASB) Statement Number 27 for a Single Employer Defined Benefit
Pension Plan.

California Actuarial Advisory Panel Recommendations

This report includes all the basic disclosure elements as described in the Model Disclosure Elements for
Actuarial Valuation Reports recommended in 2011 by the California Actuarial Advisory Panel (CAAP), with
the exception of including the original base amounts of the various components of the unfunded liability in
the Schedule of Amortization Bases shown on page 19.

Additionally, this report includes the following “Enhanced Risk Disclosures” also recommended by the CAAP
in the Model Disclosure Elements document:
e A "Deterministic Stress Test,” projecting future results under different investment income
scenarios
e A '“Sensitivity Analysis,” showing the impact on current valuation results using a 1% plus or minus
change in the discount rate.

Page 5

144



Case 12-32118 Filed 08/14/14 Doc 1675

CALPERS ACTUARIAL VALUATION - June 30, 2012
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS ID: 6373973665

The use of this report for any other purposes may be inappropriate. In particular, this report does not
contain information applicable to alternative benefit costs. The employer should contact their actuary before
disseminating any portion of this report for any reason that is not explicitly described above.

Required Employer Contribution

Fiscal Year Fiscal Year
2013-14 2014-15
Actuarially Determined Employer Contributions
1. Contribution in Projected Dollars
a) Total Normal Cost $ 10,319,364 $ 9,534,932
b) Employee Contribution® 4,107,560 3,840,527
¢) Employer Normal Cost [(1a) — (1b)] 6,211,804 5,694,405
d) Unfunded Contribution 4,314,437 5,327,732
e) Required Employer Contribution [(1c) + (1d)] $ 10,526,241  $ 11,022,137
Projected Annual Payroll for Contribution Year $ 58,679,425 $ 54,864,671
2. Contribution as a Percentage of Payroll
a) Total Normal Cost 17.586% 17.379%
b) Employee Contribution® 7.000% 7.000%
¢) Employer Normal Cost [(2a) — (2b)] 10.586% 10.379%
d) Unfunded Rate 7.353% 9.711%
e) Required Employer Rate [(2c) + (2d)] 17.939% 20.090%
Minimum Employer Contribution Rate’ 17.939% 20.090%
Annual Lump Sum Prepayment Option® $ 10,152,408 $ 10,630,693

This is the percentage specified in the Public Employees Retirement Law, net of any reduction from the use
of a modified formula or other factors. Employee cost sharing is not shown in this report.

2The Minimum Employer Contribution Rate under PEPRA is the greater of the required employer rate or the
employer normal cost.

3Payment must be received by CalPERS before the first payroll reported to CalPERS of the new fiscal year
and after June 30. If there is contractual cost sharing or other change, this amount will change.

Plan’s Funded Status

June 30, 2011 June 30, 2012

1. Present Value of Projected Benefits $ 639,969,106 $ 652,666,337
2. Entry Age Normal Accrued Liability 568,852,600 584,540,872
3. Actuarial Value of Assets (AVA) 513,963,229 517,244,333
4. Unfunded Liability (AVA Basis) [(2) — (3)] $ 54,889,371 % 67,296,539
5. Funded Ratio (AVA Basis) [(3) / (2)] 90.4% 88.5%
6. Market Value of Assets (MVA) $ 450,853,223 % 431,187,495
7. Unfunded Liability (MVA Basis) [(2) — (6)] $ 117,999,377 % 153,353,377
8. Funded Ratio (MVA Basis) [(6) / (2)] 79.3% 73.8%
Superfunded Status No No
Page 6
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Cost

Actuarial Cost Estimates in General

What will this pension plan cost? Unfortunately, there is no simple answer. There are two major reasons for
the complexity of the answer. First, actuarial calculations, including the ones in this report, are based on a
number of assumptions about the future. These assumptions can be divided into two categories.
e Demographic assumptions include the percentage of employees that will terminate, die, become
disabled, and retire in each future year.
e Economic assumptions include future salary increases for each active employee, and the
assumption with the greatest impact, future asset returns at CalPERS for each year into the future
until the last dollar is paid to current members of your plan.

While CalPERS has set these assumptions to reflect our best estimate of the real future of your plan, it must
be understood that these assumptions are very long-term predictors and will surely not be realized in any
one year. For example, while the asset earnings at CalPERS have averaged more than the assumed return of
7.5 percent for the past twenty year period ending June 30, 2013, returns for each fiscal year ranged from
negative -24 percent to +21.7 percent.

Second, the very nature of actuarial funding produces the answer to the question of plan cost as the sum of
two separate pieces.
e The Normal Cost (i.e., the future annual premiums in the absence of surplus or unfunded liability)
expressed as a percentage of total active payroll.
e The Past Service Cost or Accrued Liability (i.e., the current value of the benefit for all credited past
service of current members) which is expressed as a lump sum dollar amount.

The cost is the sum of a percent of future pay and a lump sum dollar amount (the sum of an apple and an
orange if you will). To communicate the total cost, either the Normal Cost (i.e., future percent of payroll)
must be converted to a lump sum dollar amount (in which case the total cost is the present value of
benefits), or the Past Service Cost (i.e., the lump sum) must be converted to a percent of payroll (in which
case the total cost is expressed as the employer’s rate, part of which is permanent and part temporary).
Converting the Past Service Cost lump sum to a percent of payroll requires a specific amortization period,
and the employer rate will vary depending on the amortization period chosen.
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Changes since the Prior Year’s Valuation

Benefits

The standard actuarial practice at CalPERS is to recognize mandated legislative benefit changes in the first
annual valuation following the effective date of the legislation. Voluntary benefit changes by plan
amendment are generally included in the first valuation that is prepared after the amendment becomes
effective even if the valuation date is prior to the effective date of the amendment.

This valuation generally reflects plan changes by amendments effective before the date of the report. Please
refer to Appendix B for a summary of the plan provisions used in this valuation. The effect of any mandated
benefit changes or plan amendments on the unfunded liability is shown in the “(Gain)/Loss Analysis” and
the effect on your employer contribution rate is shown in the “Reconciliation of Required Employer
Contributions.” It should be noted that no change in liability or rate is shown for any plan changes, which
were already included in the prior year’s valuation.

Public Employees’ Pension Reform Act of 2013 (PEPRA)

On January 1, 2013, the Public Employees’ Pension Reform Act of 2013 (PEPRA) took effect, requiring that a
public employer’s contribution to a defined benefit plan, in combination with employee contributions to that
defined benefit plan, shall not be less than the normal cost rate. Beginning July 1, 2013, this means that
some plans with surplus will be paying more than they otherwise would. For more information on PEPRA,
please refer to the CalPERS website.

Subsequent Events

Actuarial Methods and Assumptions

On April 17, 2013, the CalPERS Board of Administration approved a recommendation to change the CalPERS
amortization and smoothing policies. Beginning with the June 30, 2013 valuations that set the 2015-16
rates, CalPERS will no longer use an actuarial value of assets and will employ an amortization and rate
smoothing policy that will pay for all gains and losses over a fixed 30-year period with the increases or
decreases in the rate spread directly over a 5-year period. The impact of this new actuarial methodology is
reflected in the “Expected Rate Increases” subsection of the “Risk analysis” section of your report.

Not reflected in the “Expected Rate Increases” subsection of the “Risk analysis” section is the impact of
assumption changes that we expect will also, impact future rates. A review of the preferred asset allocation
mix for CalPERS investment portfolio will be performed in late 2013, which could influence future discount
rates. In addition, CalPERS will review economic and demographic assumptions, including mortality rate

improvements that are likely to increase employer contribution rates in future years.

Bankruptcy

On June 28, 2012, the City of Stockton filed a petition for Chapter 9 bankruptcy protection with the United
States Bankruptcy Court. That petition was approved by the Judge on April 1, 2013. The bankruptcy did not
have an impact on the valuation or the determination of the required contributions for the 2014-15 fiscal
year.
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Reconciliation of the Market Value of Assets

1. Market Value of Assets as of 6/30/11 Including Receivables $ 450,853,223
2. Receivables for Service Buybacks as of 6/30/11 367,537
3. Market Value of Assets as of 6/30/11 450,485,686
4.  Employer Contributions 8,203,945
5. Employee Contributions 3,554,463
6. Benefit Payments to Retirees and Beneficiaries (30,219,557)
7. Refunds (188,037)
8. Lump Sum Payments 0
9. Transfers and Miscellaneous Adjustments (565,132)
10. Investment Return (987,180)
11. Market Value of Assets as of 6/30/12 $ 430,284,188
12. Receivables for Service Buybacks as of 6/30/12 903,307
13. Market Value of Assets as of 6/30/12 Including Receivables $ 431,187,495

Development of the Actuarial Value of Assets

1. Actuarial Value of Assets as of 6/30/11 Used For Rate Setting Purposes $ 513,963,229
2. Receivables for Service Buybacks as of 6/30/11 367,537
3. Actuarial Value of Assets as of 6/30/11 513,595,692
4. Employer Contributions 8,203,945
5. Employee Contributions 3,554,463
6. Benefit Payments to Retirees and Beneficiaries (30,219,557)
7. Refunds (188,037)
8. Lump Sum Payments 0
9. Transfers and Miscellaneous Adjustments (565,132)
10. Expected Investment Income at 7.5% 37,812,166
11. Expected Actuarial Value of Assets $ 532,193,540
12. Market Value of Assets as of 6/30/12 $ 430,284,188
13. Preliminary Actuarial Value of Assets [(11) + ((12) — (11)) / 15] 525,399,583
14. Maximum Actuarial Value of Assets (120% of (12)) 516,341,026
15. Minimum Actuarial Value of Assets (80% of (12)) 344,227,350
16. Actuarial Value of Assets {Lesser of [(14), Greater of ((13), (15))]} 516,341,026
17. Actuarial Value to Market Value Ratio 120.0%
18. Receivables for Service Buybacks as of 6/30/12 903,307
19. Actuarial Value of Assets as of 6/30/12 Used for Rate Setting Purposes $ 517,244,333
Page 11
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Asset Allocation

CalPERS adheres to an Asset Allocation Strategy which establishes asset class allocation policy targets and
ranges, and manages those asset class allocations within their policy ranges. CalPERS recognizes that over
90 percent of the variation in investment returns of a well-diversified pool of assets can typically be
attributed to asset allocation decisions. In December 2010 the Board approved the policy asset class targets
and ranges listed below. These policy asset allocation targets and ranges are expressed as a percentage of
total assets and were expected to be implemented over a period of one to two years beginning July 1, 2011

and reviewed again in December 2013.

The asset allocation and market value of assets shown below reflect the values of the Public Employees
Retirement Fund (PERF) in its entirety as of June 30, 2012. The assets for CITY OF STOCKTON
MISCELLANEOUS PLAN are part of the Public Employees Retirement Fund (PERF) and are invested

accordingly.
(B) ©) (D)
(A) Market Value Policy Target Policy Target
Asset Class ($ Billion) Allocation Range
1) Public Equity 113.0 50.0% +/- 7%
2) Private Equity 33.9 14.0% +/- 4%
3) Fixed Income 42.6 17.0% +/- 5%
4) Cash Equivalents 7.5 4.0% +/- 5%
5) Real Assets 24.8 11.0% +/- 3%
6) Inflation Assets 7.0 4.0% +/- 3%
7) Absolute Return Strategy (ARS) 5.1 0.0% N/A
Total Fund $233.9 100.0% N/A
Asset Allocation at 6/30/2012
3.0%  ARS
; 2.2%
Real Assets Inflation ’
10.6%
3.2%
Liquidity
Public Equity

Private Equity
14.5%
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CalPERS History of Investment Returns

The following is a chart with historical annual returns of the Public Employees Retirement Fund for each
fiscal year ending on June 30. Beginning in 2002, the figures are reported as gross of fees.
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Development of Accrued and Unfunded Liabilities

1.  Present Value of Projected Benefits

a) Active Members $ 221,184,776
b) Transferred Members 22,083,865
¢) Terminated Members 9,760,119
d) Members and Beneficiaries Receiving Payments 399,637,577
e) Total $ 652,666,337
2. Present Value of Future Employer Normal Costs $ 39,662,466
3. Present Value of Future Employee Contributions $ 28,462,999

4. Entry Age Normal Accrued Liability

a) Active Members [(1a) - (2) - (3)] $ 153,059,311

b) Transferred Members (1b) 22,083,865

¢) Terminated Members (1c) 9,760,119

d) Members and Beneficiaries Receiving Payments (1d) 399,637,577

e) Total $ 584,540,872

5.  Actuarial Value of Assets (AVA) $ 517,244,333
6. Unfunded Accrued Liability (AVA Basis) [(4e) — (5)] $ 67,296,539
7. Funded Ratio (AVA Basis) [(5) / (4e)] 88.5%
8.  Market Value of Assets (MVA) $ 431,187,495
9. Unfunded Liability (MVA Basis) [(4e) - (8)] $ 153,353,377
10. Funded Ratio (MVA Basis) [(8) / (4e)] 73.8%
Page 17
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(Gain) /Loss Analysis 6/30/11 - 6/30/12

To calculate the cost requirements of the plan, assumptions are made about future events that affect the
amount and timing of benefits to be paid and assets to be accumulated. Each year actual experience is
compared to the expected experience based on the actuarial assumptions. This results in actuarial gains or
losses, as shown below.

A Total (Gain)/Loss for the Year

1. Unfunded Accrued Liability (UAL) as of 6/30/11 $ 54,889,371
2. Expected Payment on the UAL during 2011/2012 3,515,013
3. Interest through 6/30/12 [.075 x (A1) - ((1.075)* - 1) x (A2)] 3,987,273
4. Expected UAL before all other changes [(Al) - (A2) + (A3)] 55,361,631
5. Change due to plan changes 0
6. Change due to assumption change 0
7. Expected UAL after all other changes [(A4) + (A5) + (A6)] 55,361,631
8.  Actual UAL as of 6/30/12 67,296,539
9. Total (Gain)/Loss for 2011/2012 [(A8) - (A7)] $ 11,934,908
B Contribution (Gain)/Loss for the Year
1 Expected Contribution (Employer and Employee) $ 13,242,003
2. Interest on Expected Contributions 487,598
3. Actual Contributions 11,758,408
4 Interest on Actual Contributions 432,969
5 Expected Contributions with Interest [(B1) + (B2)] 13,729,601
6 Actual Contributions with Interest [(B3) + (B4)] 12,191,377
7 Contribution (Gain)/Loss [(B5) - (B6)] $ 1,538,224
C Asset (Gain)/Loss for the Year
1.  Actuarial Value of Assets as of 6/30/11 Including Receivables $ 513,963,229
2. Receivables as of 6/30/11 367,537
3. Actuarial Value of Assets as of 6/30/11 513,595,692
4. Contributions Received 11,758,408
5. Benefits and Refunds Paid (30,407,594)
6. Transfers and miscellaneous adjustments (565,132)
7.  Expected Int. [.075 x (C3) + ((1.075)* - 1) x ((C4) + (C5) + (C6))] 37,812,166
8. Expected Assets as of 6/30/12 [(C3) + (C4) + (C5) + (C6) + (C7)] 532,193,540
9. Receivables as of 6/30/12 903,307
10.  Expected Assets Including Receivables 533,096,847
11. Actual Actuarial Value of Assets as of 6/30/12 517,244,333
12.  Asset (Gain)/Loss [(C10) - (C11)] $ 15,852,514
D Liability (Gain)/Loss for the Year
1.  Total (Gain)/Loss (A9) $ 11,934,908
2 Contribution (Gain)/Loss (B7) 1,538,224
3. Asset (Gain)/Loss (C12) 15,852,514
4 Liability (Gain)/Loss [(D1) - (D2) - (D3)] $ (5,455,830)

Development of the (Gain)/Loss Balance as of 6/30/12

1. (Gain)/Loss Balance as of 6/30/11 $ 18,819,847
2. Payment Made on the Balance during 2011/2012 1,130,150
3. Interest through 6/30/12 [.075 x (1) - ((1.075)2 - 1) x (2)] 1,369,874
4, Scheduled (Gain)/Loss Balance as of 6/30/12 [(1) - (2) + (3)] $ 19,059,571
5. (Gain)/Loss for Fiscal Year ending 6/30/12 [(A9) above] 11,934,908
6. Final (Gain)/Loss Balance as of 6/30/12 [(4) + (5)] $ 30,994,479
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Schedule of Amortization Bases

There is a two-year lag between the Valuation Date and the Contribution Fiscal Year.
e The assets, liabilities and funded status of the plan are measured as of the valuation date; June 30, 2012.
e The employer contribution rate determined by the valuation is for the fiscal year beginning two years after the valuation date; fiscal year 2014-15.

This two-year lag is necessary due to the amount of time needed to extract and test the membership and financial data, and due to the need to provide public agencies
with their employer contribution rates well in advance of the start of the fiscal year.

The Unfunded Liability is used to determine the employer contribution and therefore must be rolled forward two years from the valuation date to the first day of the
fiscal year for which the contribution is being determined. The Unfunded Liability is rolled forward each year by subtracting the expected Payment on the Unfunded
Liability for the fiscal year and adjusting for interest. The Expected Payment on the Unfunded Liability for a fiscal year is equal to the Expected Employer Contribution for
the fiscal year minus the Expected Normal Cost for the year. The Employer Contribution Rate for the first fiscal year is determined by the actuarial valuation two years
ago and the rate for the second year is from the actuarial valuation one year ago. The Normal Cost Rate for each of the two fiscal years is assumed to be the same as
the rate determined by the current valuation. All expected dollar amounts are determined by multiplying the rate by the expected payroll for the applicable fiscal year,

based on payroll as of the valuation date.

Amounts for Fiscal 2014-15

Amorti- Expected Expected Scheduled Payment as
Date zation Balance Payment Balance Payment Balance Payment for Percent-age of

Reason for Base Established Period 6/30/12 2012-13 6/30/13 2013-14 6/30/14 2014-15 Payroll
FRESH START 06/30/06 11 $13,571,672 $1,385,492 $13,153,039 $1,422,229 $12,664,919 $1,464,896 2.670%
ASSUMPTION CHANGE 06/30/09 17 $12,568,357 $983,412 $12,491,361 $1,009,861 $12,381,167 $1,040,157 1.896%
SPECIAL (GAIN)/LOSS 06/30/09 27 $16,229,684 $993,626 $16,416,697 $1,020,794 $16,589,568 $1,051,417 1.916%
SPECIAL (GAIN)/LOSS 06/30/10 28 $(7,362,580) $(443,158) $(7,455,298) $(455,325) $(7,542,354) $(468,985)  (0.855%)
GOLDEN HANDSHAKE 06/30/11 19 $4,335,945 $0 $4,661,141 $351,941 $4,645,826 $362,500 0.661%
ASSUMPTION CHANGE 06/30/11 19 $688,979 $(48,994) $791,450 $19,920 $830,155 $64,774 0.118%
SPECIAL (GAIN)/LOSS 06/30/11 29 $(4,657,861) $0 $(5,007,201) $(300,685) $(5,070,984) $(309,706)  (0.564%)
PAYMENT (GAIN)/LOSS 06/30/12 30 $927,865 $(655,144) $1,676,722 $(200,720) $2,010,587 $120,737 0.220%
(GAIN)/LOSS 06/30/12 30 $30,994,478 $1,147,289 $32,129,529 $1,158,945 $33,337,624 $2,001,942 3.649%
TOTAL $67,296,539 $3,362,523 $68,857,440 $4,026,960 $69,846,508 $5,327,732 9.711%

The special (gain)/loss bases were established using the temporary modification recognized in the 2009, 2010 and 2011 annual valuations. Unlike the gain/loss occurring
in previous and subsequent years, the gain/loss recognized in the 2009, 2010, and 2011 annual valuations will be amortized over fixed and declining 30-year periods so
that these annual gain/losses will be fully paid off in 30 years. The gain/loss recognized in 2012 and later valuations will be combined with the gain/loss from 2008 and

earlier valuations.
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Reconciliation of Required Employer Contributions

Percentage Estimated $

of Based on

Projected Projected

Payroll Payroll
1. Contribution for 7/1/13 — 6/30/14 17.939% $ 10,526,241
2. Effect of changes since the prior year annual valuation

a) Effect of unexpected changes in demographics and financial results 2.151% 1,180,225

b) Effect of plan changes 0.000% 0

c) Effect of changes in Assumptions 0.000% 0
d) Effect of change in payroll - (684,329)

e) Effect of elimination of amortization base 0.000% 0

f) Effect of changes due to Fresh Start 0.000% 0

g) Net effect of the changes above [Sum of (a) through (f)] 2.151% 495,896

3. Contribution for 7/1/14 — 6/30/15 [(1)+(29)] 20.090% 11,022,137

The contribution actually paid (item 1) may be different if a prepayment of unfunded actuarial liability is
made or a plan change became effective after the prior year’s actuarial valuation was performed.
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Employer Contribution Rate History

The table below provides a recent history of the employer contribution rates for your plan, as determined by the
annual actuarial valuation. It does not account for prepayments or benefit changes made in the middle of the
year.

Required By Valuation

Fiscal Employer Total Employer
Year Normal Cost Unfunded Rate Contribution Rate
2010 - 2011 10.844% 3.243% 14.087%
2011 - 2012 10.546% 6.395% 16.941%
2012 - 2013 10.268% 6.613% 16.881%
2013 - 2014 10.586% 7.353% 17.939%
2014 - 2015 10.379% 9.711% 20.090%

Funding History

The Funding History below shows the recent history of the actuarial accrued liability, the market value of assets,
the actuarial value of assets, funded ratios and the annual covered payroll. The Actuarial Value of Assets is used
to establish funding requirements and the funded ratio on this basis represents the progress toward fully funding
future benefits for current plan participants. The funded ratio based on the Market Value of Assets is an indicator
of the short-term solvency of the plan.

Valuation Accrued Actuarial Market Value Funded Annual
Date Liability Value of of Ratio Covered
Assets (AVA) Assets (MVA) AVA MVA Payroll
06/30/08 $ 491,467,308 $ 460,950,390 $ 467,269,585 93.8% 95.1% $ 66,743,768
06/30/09 535,150,533 478,673,431 345,912,268 89.4% 64.6% 62,265,227
06/30/10 548,129,809 495,325,729 383,364,117 90.4% 69.9% 56,256,198
06/30/11 568,852,600 513,963,229 450,853,223 90.4% 79.3% 53,699,986
06/30/12 584,540,872 517,244,333 431,187,495 88.5% 73.8% 50,208,946
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Volatility Ratios

The actuarial calculations supplied in this communication are based on a number of assumptions about very long-
term demographic and economic behavior. Unless these assumptions (terminations, deaths, disabilities,
retirements, salary growth, and investment return) are exactly realized each year, there will be differences on a
year-to-year basis. The year-to-year differences between actual experience and the assumptions are called
actuarial gains and losses and serve to lower or raise the employer’s rates from one year to the next. Therefore,
the rates will inevitably fluctuate, especially due to the ups and downs of investment returns.

Asset Volatility Ratio (AVR)

Plans that have higher asset to payroll ratios produce more volatile employer rates due to investment return. For
example, a plan with an asset to payroll ratio of 8 may experience twice the contribution volatility due to
investment return volatility, than a plan with an asset to payroll ratio of 4. Below we have shown your asset
volatility ratio, a measure of the plan’s current rate volatility. It should be noted that this ratio is a measure of the
current situation. It increases over time but generally tends to stabilize as the plan matures.

Liability Volatility Ratio

Plans that have higher liability to payroll ratios produce more volatile employer rates due to investment return and
changes in liability. For example, a plan with a liability to payroll ratio of 8 is expected to have twice the
contribution volatility of a plan with a liability to payroll ratio of 4. The liability volatility ratio is also included in the
table below. It should be noted that this ratio indicates a longer-term potential for contribution volatility and the
asset volatility ratio, described above, will tend to move closer to this ratio as the plan matures.

Rate Volatility As of June 30, 2012
1. Market Value of Assets without Receivables $ 430,284,188
2. Payroll 50,208,946
3. Asset Volatility Ratio (AVR = 1./ 2.) 8.6
4. Accrued Liability $ 584,540,872
5. Liability Volatility Ratio (4. / 2.) 11.6
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Projected Rates

On April 17, 2013, the CalPERS Board of Administration approved a recommendation to change the CalPERS
amortization and smoothing policies. Beginning with the June 30, 2013 valuations that will set the 2015-16 rates,
CalPERS will employ an amortization and rate smoothing policy that will pay for all gains and losses over a fixed
30-year period with the increases or decreases in the rate spread directly over a 5-year period. The table below
shows projected employer contribution rates (before cost sharing) for the next five Fiscal Years, assuming
CalPERS earns 12% for fiscal year 2012-13 and 7.50 percent every fiscal year thereafter, and
assuming that all other actuarial assumptions will be realized and that no further changes to assumptions,
contributions, benefits, or funding will occur between now and the beginning of the fiscal year 2015-16.
Consequently, these projections do not take into account potential rate increases from likely future
assumption changes. Nor do they take into account the positive impact PEPRA is expected to gradually have on
the normal cost.

New Rate Projected Future Employer Contribution Rates

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

Contribution Rates: 20.090% 22.2% 24.3% 26.4% 28.6% 30.7%

Analysis of Future Investment Return Scenarios

In July 2013, the investment return for fiscal year 2012-13 was announced to be 12.5 percent. Note that this
return is before administrative expenses and also does not reflect final investment return information for real
estate and private equities. The final return information for these two asset classes is expected to be available later
in October. For purposes of projecting future employer rates, we are assuming a 12 percent investment return for
fiscal year 2012-13.

The investment return realized during a fiscal year first affects the contribution rate for the fiscal year 2 years later.
Specifically, the investment return for 2012-13 will first be reflected in the June 30, 2013 actuarial valuation that
will be used to set the 2015-16 employer contribution rates, the 2013-14 investment return will first be reflected in
the June 30, 2014 actuarial valuation that will be used to set the 2016-17 employer contribution rates and so forth.

Based on a 12 percent investment return for fiscal year 2012-13 and the April 17, 2013 CalPERS Board-
approved amortization and rate smoothing method change, and assuming that all other actuarial
assumptions will be realized, and that no further changes to assumptions, contributions, benefits, or funding will
occur between now and the beginning of the fiscal year 2015-16, the effect on the 2015-16 Employer Rate is as
follows: (Note that this estimated rate does not reflect additional assumption changes as discussed in the
“Subsequent Events” section.)

Estimated 2015-16 Employer Rate Estimated Increase in Employer Rate between
2014-15 and 2015-16
22.2% 2.1%

As part of this report, a sensitivity analysis was performed to determine the effects of various investment returns
during fiscal years 2013-14, 2014-15 and 2015-16 on the 2016-17, 2017-18 and 2018-19 employer rates. Once
again, the projected rate increases assume that all other actuarial assumptions will be realized and that no further
changes to assumptions, contributions, benefits, or funding will occur.
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Five different investment return scenarios were selected.

The first scenario is what one would expect if the markets were to give us a 5™ percentile return from
July 1, 2013 through June 30, 2016. The 5" percentile return corresponds to a -4.1 percent return for
each of the 2013-14, 2014-15 and 2015-16 fiscal years.

The second scenario is what one would expect if the markets were to give us a 25" percentile return
from July 1, 2013 through June 30, 2016. The 25" percentile return corresponds to a 2.6 percent return
for each of the 2013-14, 2014-15 and 2015-16 fiscal years.

The third scenario assumed the return for 2013-14, 2014-15, 2015-16 would be our assumed 7.5
percent investment return which represents about a 49" percentile event.

The fourth scenario is what one would expect if the markets were to give us a 75" percentile return from
July 1, 2013 through June 30, 2016. The 75" percentile return corresponds to a 11.9 percent return for
each of the 2013-14, 2014-15 and 2015-16 fiscal years.

Finally, the last scenario is what one would expect if the markets were to give us a 95" percentile return
from July 1, 2013 through June 30, 2016. The 95™ percentile return corresponds to a 18.5 percent

return for each of the 2013-14, 2014-15 and 2015-16 fiscal years.

The table below shows the estimated projected contribution rates and the estimated increases for your plan under

the five different scenarios.

Estimated Change in
2013-16 Investment Estimated Employer Rate Employer Rate
Return Scenario between 2015-16
2016-17 2017-18 2018-19 and 2018-19
-4.1% (5th percentile) 25.8% 30.7% 36.7% 14.5%
2.6% (25th percentile) 24.9% 28.3% 32.2% 10.0%
7.5% 24.3% 26.4% 28.6% 6.4%
11.9%(75th percentile) 23.8% 24.7% 25.1% 2.9%
18.5%(95th percentile) 22.9% 22.1% 19.6% -2.6%

Analysis of Discount Rate Sensitivity

The following analysis looks at the 2014-15 employer contribution rates under two different discount rate
scenarios. Shown below are the employer contribution rates assuming discount rates that are 1 percent lower and
1 percent higher than the current valuation discount rate. This analysis gives an indication of the potential required
employer contribution rates if the PERF were to realize investment returns of 6.50 percent or 8.50 percent over the

long-term.

This type of analysis gives the reader a sense of the long-term risk to the employer contribution rates.

2014-15 Employer Contribution Rate

As of June 30, 2012 6.50% Discount Rate | 7.50% Discount Rate 8.50% Discount Rate
(-1%) (assumed rate) (+1%)
Employer Normal Cost 14.717% 10.379% 7.086%
Unfunded Rate Payment 20.180% 9.711% (0.744%)
Total 34.897% 20.090% 6.342%
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Hypothetical Termination Liability

Below is an estimate of the financial position of your plan if you had terminated your contract with CalPERS as of
June 30, 2012 using the discount rates shown below. Your plan liability on a termination basis is calculated
differently compared to the plan’s ongoing funding liability. In December 2012, the CalPERS Board adopted a more
conservative investment policy and asset allocation strategy for the Terminated Agency Pool. Since the Terminated
Agency Pool has limited funding sources, expected benefit payments are secured by risk-free assets. With this
change, CalPERS increased benefit security for members while limiting its funding risk. This asset allocation has a
lower expected rate of return than the PERF. Consequently, the lower discount rate for the Terminated Agency
pool results in higher liabilities for terminated plans.

In order to terminate your plan, you must first contact our Retirement Services Contract Unit to initiate a
Resolution of Intent to Terminate. The completed Resolution will allow your plan actuary to give you a preliminary
termination valuation with a more up-to-date estimate of your plan liabilities. CalPERS advises you to consult with
your plan actuary before beginning this process.

Valuation Hypothetical Market Value Unfunded Termination Termination
Date Termination of Assets Termination Funded Liability
Liability* (MVA) Liability Ratio Discount
Rate’
06/30/11  $ 808,560,358 $ 450,853,223 $ 357,707,135 55.8% 4.82%
06/30/12 1,007,118,560 431,187,495 575,931,065 42.8% 2.98%

! The hypothetical liabilities calculated above include a 7 percent mortality contingency load in accordance with
Board policy. Other actuarial assumptions, such as wage and inflation assumptions, can be found in appendix A.

2 The discount rate assumption used for termination valuations is a weighted average of the 10 and 30-year US
Treasury yields in effect on the valuation date that equal the duration of the pension liabilities. For purposes of this
hypothetical termination liability estimate, the discount rate used, 2.98 percent, is the yield on the 30-year US
Treasury Separate Trading of Registered Interest and Principal of Securities (STRIPS) as of June 30, 2012. In last
year's report the May 2012 rate of 2.87 percent was inadvertently shown rather than the June rate of 2.98
percent. Please note, as of June 30, 2013 the 30-year STRIPS yield was 3.72 percent.

Page 28

167



Case 12-32118 Filed 08/14/14 Doc 1675

GASB STATEMENT NO. 27

168



Case 12-32118 Filed 08/14/14 Doc 1675

169



Case 12-32118 Filed 08/14/14 Doc 1675
CALPERS ACTUARIAL VALUATION - June 30, 2012
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS ID: 6373973665

MISCELLANEOUS PLAN of the CITY OF STOCKTON

Information for Compliance with GASB Statement No. 27

Disclosure under GASB 27 follows. However, note that effective for financial statements for fiscal
years beginning after June 15, 2014, GASB 68 replaces GASB 27. GASB 68 will require additional
reporting. CalPERS is planning to provide GASB 68 disclosure information upon request for an
additional fee. We urge you to start discussions with your auditors on how to implement GASB 68.

Under GASB 27, an employer reports an annual pension cost (APC) equal to the annual required contribution
(ARC) plus an adjustment for the cumulative difference between the APC and the employer’s actual plan
contributions for the year. The cumulative difference is called the net pension obligation (NPO). The ARC for the
period July 1, 2014 to June 30, 2015 has been determined by an actuarial valuation of the plan as of June 30,
2012. The unadjusted GASB compliant contribution rate for the indicated period is 20.090 percent of payroll. In
order to calculate the dollar value of the ARC for inclusion in financial statements prepared as of June 30, 2015,
this contribution rate, less any employee cost sharing, as modified by any amendments for the year, would be
multiplied by the payroll of covered employees that was actually paid during the period July 1, 2014 to June 30,
2015. The employer and the employer’s auditor are responsible for determining the NPO and the APC.

A summary of principal assumptions and methods used to determine the ARC is shown below.

Retirement Program

Valuation Date June 30, 2012
Actuarial Cost Method Entry Age Normal Cost Method
Amortization Method Level Percent of Payroll
Average Remaining Period 22 Years as of the Valuation Date
Asset Valuation Method 15 Year Smoothed Market
Actuarial Assumptions
Discount Rate 7.50% (net of administrative expenses)
Projected Salary Increases  3.30% to 14.20% depending on Age, Service, and type of employment
Inflation 2.75%
Payroll Growth 3.00%
Individual Salary Growth A merit scale varying by duration of employment coupled with an assumed

annual inflation growth of 2.75% and an annual production growth of 0.25%.

Initial unfunded liabilities are amortized over a closed period that depends on the plan’s date of entry into
CalPERS. Subsequent plan amendments are amortized as a level percentage of pay over a closed 20-year period.
Gains and losses that occur in the operation of the plan are amortized over a 30-year rolling period, which results
in an amortization of about 6 percent of unamortized gains and losses each year. If the plan’s accrued liability
exceeds the actuarial value of plan assets, then the amortization payment on the total unfunded liability may not
be lower than the payment calculated over a 30-year amortization period. More detailed information on
assumptions and methods is provided in Appendix A of this report. Appendix B contains a description of benefits
included in the valuation.

The Schedule of Funding Progress below shows the recent history of the actuarial accrued liability, actuarial value
of assets, their relationship and the relationship of the unfunded actuarial accrued liability to payroll.

Valuation Accrued Actuarial Value Unfunded Funded Ratios Annual ULAsa
Date Liability of Assets (AVA) Liability (UL) Covered % of
(AVA) | Market Payroll Payroll
(a) (b) (a)-(b) (b)/(a) | Value (c) [(a)-(b)1/(c)
06/30/08 | $ 491,467,308| $ 460,950,390 | $ 30,516,918 93.8% | 95.1% |$ 66,743,768 45.7%
06/30/09 535,150,533 478,673,431 56,477,102 89.4% 64.6% 62,265,227 90.7%
06/30/10 548,129,809 495,325,729 52,804,080 90.4% 69.9% 56,256,198 93.9%
06/30/11 568,852,600 513,963,229 54,889,371 90.4% 79.3% 53,699,986 102.2%
06/30/12 584,540,872 517,244,333 67,296,539 88.5% 73.8% 50,208,946 134.0%
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Plan’s Major Benefit Options

Shown below is a summary of the major optional benefits for which your agency has contracted. A description of principal standard and optional plan provisions
is in the following section of this Appendix.

Contract Package

Benefit Provision

Benefit Formula
Social Security Coverage
Full/Modified

Final Average Compensation Period

Sick Leave Credit
Non-Industrial Disability
Industrial Disability

Pre-Retirement Death Benefits
Optional Settlement 2W
1959 Survivor Benefit Level
Special
Alternate (firefighters)

Post-Retirement Death Benefits
Lump Sum
Survivor Allowance (PRSA)

COLA

Receiving

$500
Yes

5%

Active

2.0% @ 55
Yes
Modified
12 mos.
Yes
Standard
No
No
No

No
No

$500
Yes

5%

Active

2.0% @ 55
No
Full
12 mos.
Yes
Standard
No
No
Level 4

No
No

$500
Yes

5%

Receiving

$500
No

2%
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Actuarial Data

As stated in the Actuarial Certification, the data, which serves as the basis of this valuation, has been
obtained from the various CalPERS databases. We have reviewed the valuation data and believe that it is
reasonable and appropriate in aggregate. We are unaware of any potential data issues that would have a
material effect on the results of this valuation, except that data does not always contain the latest salary
information for former members now in reciprocal systems and does not recognize the potential for
unusually large salary deviation in certain cases such as elected officials. Therefore, salary information in
these cases may not be accurate. These situations are relatively infrequent, however, and when they do
occur, they generally do not have a material impact on the employer contribution rates.

Actuarial Methods

Funding Method

The actuarial funding method used for the Retirement Program is the Entry Age Normal Cost Method. Under
this method, projected benefits are determined for all members and the associated liabilities are spread in a
manner that produces level annual cost as a percent of pay in each year from the age of hire (entry age) to
the assumed retirement age. The cost allocated to the current fiscal year is called the normal cost.

The actuarial accrued liability for active members is then calculated as the portion of the total cost of the
plan allocated to prior years. The actuarial accrued liability for members currently receiving benefits, for
active members beyond the assumed retirement age, and for members entitled to deferred benefits, is
equal to the present value of the benefits expected to be paid. No normal costs are applicable for these
participants.

The excess of the total actuarial accrued liability over the actuarial value of plan assets is called the
unfunded actuarial accrued liability. Funding requirements are determined by adding the normal cost and an
amortization of the unfunded liability as a level percentage of assumed future payrolls. All changes in
liability due to plan amendments, changes in actuarial assumptions, or changes in actuarial methodology are
amortized separately over a 20-year period. All new gains or losses are tracked and amortized over a rolling
30-year period. If a plan’s accrued liability exceeds the actuarial value of assets, the annual contribution
with respect to the total unfunded liability may not be less than the amount produced by a 30-year
amortization of the unfunded liability.

Additional contributions will be required for any plan or pool if their cash flows hamper adequate funding
progress by preventing the expected funded status on a market value of assets basis to either:

. Increase by at least 15% by June 30, 2043; or
e Reach a level of 75% funded by June 30, 2043

The necessary additional contribution will be obtained by changing the amortization period of the gains and
losses, except for those occurring in the fiscal years 2008-2009, 2009-2010, and 2010-2011 to a period,
which will result in the satisfaction of the above criteria. CalPERS actuaries will reassess the criteria above
when performing each future valuation to determine whether or not additional contributions are necessary.

An exception to the funding rules above is used whenever the application of such rules results in
inconsistencies. In these cases, a “fresh start” approach is used. This simply means that the current
unfunded actuarial liability is projected and amortized over a set number of years. As mentioned above, if
the annual contribution on the total unfunded liability was less than the amount produced by a 30-year
amortization of the unfunded liability, the plan actuary would implement a 30-year fresh start. However, in
the case of a 30-year fresh start, just the unfunded liability not already in the (gain)/loss base (which is
already amortized over 30 years), will go into the new fresh start base. In addition, a fresh start is needed
in the following situations:

1) When a positive payment would be required on a negative unfunded actuarial liability (or
conversely a negative payment on a positive unfunded actuarial liability); or
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2) When there are excess assets, rather than an unfunded liability. In this situation, a 30-year fresh
start is used, unless a longer fresh start is needed to avoid a negative total rate.

It should be noted that the actuary may choose to use a fresh start under other circumstances. In all cases,
the fresh start period is set by the actuary at what is deemed appropriate; however, the period will not be
less than five years, nor greater than 30 years.

Asset Valuation Method

In order to dampen the effect of short-term market value fluctuations on employer contribution rates, the
following asset smoothing technique is used. First, an Expected Value of Assets is computed by bringing
forward the prior year’s Actuarial Value of Assets and the contributions received and benefits paid during the
year at the assumed actuarial rate of return. The Actuarial Value of Assets is then computed as the
Expected Value of Assets plus one-fifteenth of the difference between the actual Market Value of Assets and
the Expected Value of Assets, as of the valuation date. However, in no case will the Actuarial Value of
Assets be less than 80% or greater than 120% of the actual Market Value of Assets.

In June 2009, the CalPERS Board adopted changes to the asset smoothing method in order to phase in over
a three-year period the impact of the negative -24 percent investment loss experienced by CalPERS in fiscal
year 2008-2009. The following changes were adopted:

e Increase the corridor limits for the actuarial value of assets from 80 percent/120 percent of market
value to 60 percent/140 percent of market value on June 30, 2009

e Reduce the corridor limits for the actuarial value of assets to 70 percent/130 percent of market
value on June 30, 2010

e Return to the 80 percent/120 percent of market value corridor limits for the actuarial value of
assets on June 30, 2011 and thereafter

On April 17, 2013, the CalPERS Board of Administration approved a recommendation to change
the CalPERS amortization and rate smoothing policies. Beginning with the June 30, 2013
valuations that set the 2015-16 rates, CalPERS will employ an amortization and smoothing
policy that will pay for all gains and losses over a fixed 30-year period with the increases or
decreases in the rate spread directly over a 5-year period. Details of the agenda item can be

found on our website CalPERS On-Line:
http://www.calpers.ca.gov/index.jsp?bc=/about/committee-meetings/archives/pension-201304.xml
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Actuarial Assumptions

Economic Assumptions

Discount Rate
7.5% compounded annually (net of expenses). This assumption is used for all plans.

Termination Liability Discount Rate
The discount rate used for termination valuation is a weighted average of the 10 and 30-year US
Treasury yields in effect on the valuation date that equal the duration of the pension liabilities. For
purposes of this hypothetical termination liability estimate, the discount rate used, 2.98 percent, is
the yield on the 30-year US Treasury Separate Trading of Registered Interest and Principal of
Securities (STRIPS) as of June 30, 2012. Please note, as of June 30, 2013 the 30-year STRIPS yield
was 3.72 percent.

Salary Growth
Annual increases vary by category, entry age, and duration of service. A sample of assumed
increases are shown below.

Public Agency Miscellaneous
Duration of Service (Entry Age 20) (Entry Age 30) (Entry Age 40)

0 0.1420 0.1240 0.0980
1 0.1190 0.1050 0.0850
2 0.1010 0.0910 0.0750
3 0.0880 0.0800 0.0670
4 0.0780 0.0710 0.0610
5 0.0700 0.0650 0.0560
10 0.0480 0.0460 0.0410
15 0.0430 0.0410 0.0360
20 0.0390 0.0370 0.0330
25 0.0360 0.0360 0.0330
30 0.0360 0.0360 0.0330

Public Agency Fire
Duration of Service (Entry Age 20) (Entry Age 30) (Entry Age 40)

0 0.1050 0.1050 0.1020
1 0.0950 0.0940 0.0850
2 0.0870 0.0830 0.0700
3 0.0800 0.0750 0.0600
4 0.0740 0.0680 0.0510
5 0.0690 0.0620 0.0450
10 0.0510 0.0460 0.0350
15 0.0410 0.0390 0.0340
20 0.0370 0.0360 0.0330
25 0.0350 0.0350 0.0330
30 0.0350 0.0350 0.0330
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Salary Growth (continued)

Public Agency Police
Duration of Service (Entry Age 20) (Entry Age 30) (Entry Age 40)

0 0.1090 0.1090 0.1090
1 0.0930 0.0930 0.0930
2 0.0810 0.0810 0.0780
3 0.0720 0.0700 0.0640
4 0.0650 0.0610 0.0550
5 0.0590 0.0550 0.0480
10 0.0450 0.0420 0.0340
15 0.0410 0.0390 0.0330
20 0.0370 0.0360 0.0330
25 0.0350 0.0340 0.0330
30 0.0350 0.0340 0.0330

Public Agency County Peace Officers
Duration of Service (Entry Age 20) (Entry Age 30) (Entry Age 40)

0 0.1290 0.1290 0.1290
1 0.1090 0.1060 0.1030
2 0.0940 0.0890 0.0840
3 0.0820 0.0770 0.0710
4 0.0730 0.0670 0.0610
5 0.0660 0.0600 0.0530
10 0.0460 0.0420 0.0380
15 0.0410 0.0380 0.0360
20 0.0370 0.0360 0.0340
25 0.0350 0.0340 0.0330
30 0.0350 0.0340 0.0330
Schools
Duration of Service (Entry Age 20) (Entry Age 30) (Entry Age 40)
0 0.1080 0.0960 0.0820
1 0.0940 0.0850 0.0740
2 0.0840 0.0770 0.0670
3 0.0750 0.0700 0.0620
4 0.0690 0.0640 0.0570
5 0.0630 0.0600 0.0530
10 0.0450 0.0440 0.0410
15 0.0390 0.0380 0.0350
20 0.0360 0.0350 0.0320
25 0.0340 0.0340 0.0320
30 0.0340 0.0340 0.0320

e The Miscellaneous salary scale is used for Local Prosecutors.
e The Police salary scale is used for Other Safety, Local Sheriff, and School Police.

Overall Payroll Growth
3.00 percent compounded annually (used in projecting the payroll over which the unfunded liability
is amortized). This assumption is used for all plans.

Inflation
2.75 percent compounded annually. This assumption is used for all plans.
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APPENDIX A

Non-valued Potential Additional Liabilities
The potential liability loss for a cost-of-living increase exceeding the 2.75 percent inflation
assumption, and any potential liability loss from future member service purchases are not reflected

in the valuation.

Miscellaneous Loading Factors

Credit for Unused Sick Leave
Total years of service is increased by 1 percent for those plans that have accepted the provision

providing Credit for Unused Sick Leave.

Conversion of Employer Paid Member Contributions (EPMC)
Total years of service is increased by the Employee Contribution Rate for those plans with the
provision providing for the Conversion of Employer Paid Member Contributions (EPMC) during the

final compensation period.

Norris Decision (Best Factors)
Employees hired prior to July 1, 1982 have projected benefit amounts increased in order to reflect
the use of “Best Factors” in the calculation of optional benefit forms. This is due to a 1983
Supreme Court decision, known as the Norris decision, which required males and females to be
treated equally in the determination of benefit amounts. Consequently, anyone already employed
at that time is given the best possible conversion factor when optional benefits are determined. No

loading is necessary for employees hired after July 1, 1982.

Termination Liability

The termination liabilities include a 7 percent contingency load. This load is for unforeseen
improvements in mortality.

Demographic Assumptions

Pre-Retirement Mortality

Non-Industrial Death Rates vary by age and gender. Industrial Death rates vary by age. See
sample rates in table below. The non-industrial death rates are used for all plans. The industrial
death rates are used for Safety Plans (except for Local Prosecutor safety members where the
corresponding Miscellaneous Plan does not have the Industrial Death Benefit).

Non-Industrial Death

(Not Job-Related)

Industrial Death
(Job-Related)

Age Male Female Male and Female
20 0.00047 0.00016 0.00003
25 0.00050 0.00026 0.00007
30 0.00053 0.00036 0.00010
35 0.00067 0.00046 0.00012
40 0.00087 0.00065 0.00013
45 0.00120 0.00093 0.00014
50 0.00176 0.00126 0.00015
55 0.00260 0.00176 0.00016
60 0.00395 0.00266 0.00017
65 0.00608 0.00419 0.00018
70 0.00914 0.00649 0.00019
75 0.01220 0.00878 0.00020
80 0.01527 0.01108 0.00021

Miscellaneous Plans usually have Industrial Death rates set to zero unless the agency has specifically
contracted for Industrial Death benefits. If so, each Non-Industrial Death rate shown above will be
split into two components; 99 percent will become the Non-Industrial Death rate and 1 percent will
become the Industrial Death rate.
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Post-Retirement Mortality
Rates vary by age, type of retirement and gender. See sample rates in table below. These rates are
used for all plans.

Non-Industrially Disabled Industrially Disabled

Healthy Recipients (Not Job-Related) (Job-Related)
Age Male Female Male Female Male Female
50 0.00239 0.00125 0.01632 0.01245 0.00443 0.00356
55 0.00474 0.00243 0.01936 0.01580 0.00563 0.00546
60 0.00720 0.00431 0.02293 0.01628 0.00777 0.00798
65 0.01069 0.00775 0.03174 0.01969 0.01388 0.01184
70 0.01675 0.01244 0.03870 0.03019 0.02236 0.01716
75 0.03080 0.02071 0.06001 0.03915 0.03585 0.02665
80 0.05270 0.03749 0.08388 0.05555 0.06926 0.04528
85 0.09775 0.07005 0.14035 0.09577 0.11799 0.08017
90 0.16747 0.12404 0.21554 0.14949 0.16575 0.13775
95 0.25659 0.21556 0.31025 0.23055 0.26108 0.23331
100 0.34551 0.31876 0.45905 0.37662 0.40918 0.35165
105 0.58527 0.56093 0.67923 0.61523 0.64127 0.60135
110 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000

The mortality assumptions are based on mortality rates resulting from the most recent CalPERS
Experience Study adopted by the CalPERS Board, first used in the June 30, 2009 valuation. For
purposes of the post-retirement mortality rates, those revised rates include 5 years of projected on-
going mortality improvement using Scale AA published by the Society of Actuaries until June 30, 2010.
There is no margin for future mortality improvement beyond the valuation date. The mortality
assumption will be reviewed with the next experience study expected to be completed for the June 30,
2013 valuation to determine an appropriate margin to be used.

Marital Status
For active members, a percentage who are married upon retirement is assumed according to
member category as shown in the following table.

Member Category Percent Married
Miscellaneous Member 85%
Local Police 90%
Local Fire 90%
Other Local Safety 90%
School Police 90%

Age of Spouse
It is assumed that female spouses are 3 years younger than male spouses are. This assumption is
used for all plans.

Terminated Members
It is assumed that terminated members refund immediately if non-vested. Terminated members
who are vested are assumed to follow the same service retirement pattern as active members but
with a load to reflect the expected higher rates of retirement, especially at lower ages. The
following table shows the load factors that are applied to the service retirement assumption for
active members to obtain the service retirement pattern for separated vested members:

Age Load Factor
50 450%
51 250%
52 through 56 200%
57 through 60 150%
61 through 64 125%
65 and above 100% (no change)
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CALPERS ACTUARIAL VALUATION - June 30, 2012

Case 12-32118 Filed 08/14/14 Doc 1675

ACTUARIAL METHODS AND ASSUMPTIONS

APPENDIX A

Termination with Refund
Rates vary by entry age and service for Miscellaneous Plans. Rates vary by service for Safety Plans.
See sample rates in tables below.

Public Agency Miscellaneous

Duration of
Service Entry Age 20 Entry Age 25 Entry Age 30 Entry Age 35 Entry Age 40  Entry Age 45
0 0.1742 0.1674 0.1606 0.1537 0.1468 0.1400
1 0.1545 0.1477 0.1409 0.1339 0.1271 0.1203
2 0.1348 0.1280 0.1212 0.1142 0.1074 0.1006
3 0.1151 0.1083 0.1015 0.0945 0.0877 0.0809
4 0.0954 0.0886 0.0818 0.0748 0.0680 0.0612
5 0.0212 0.0193 0.0174 0.0155 0.0136 0.0116
10 0.0138 0.0121 0.0104 0.0088 0.0071 0.0055
15 0.0060 0.0051 0.0042 0.0032 0.0023 0.0014
20 0.0037 0.0029 0.0021 0.0013 0.0005 0.0001
25 0.0017 0.0011 0.0005 0.0001 0.0001 0.0001
30 0.0005 0.0001 0.0001 0.0001 0.0001 0.0001
35 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001

Public Agency Safety

Duration of Service Fire Police County Peace Officer
0 0.0710 0.1013 0.0997
1 0.0554 0.0636 0.0782
2 0.0398 0.0271 0.0566
3 0.0242 0.0258 0.0437
4 0.0218 0.0245 0.0414
5 0.0029 0.0086 0.0145
10 0.0009 0.0053 0.0089
15 0.0006 0.0027 0.0045
20 0.0005 0.0017 0.0020
25 0.0003 0.0012 0.0009
30 0.0003 0.0009 0.0006
35 0.0003 0.0009 0.0006

The Police Termination and Refund rates are also used for Public Agency Local Prosecutors, Other Safety,

Local Sheriff and School Police.

Schools
Duration of
Service Entry Age 20 Entry Age 25 Entry Age 30 Entry Age 35 Entry Age 40  Entry Age 45
0 0.1730 0.1627 0.1525 0.1422 0.1319 0.1217
1 0.1585 0.1482 0.1379 0.1277 0.1174 0.1071
2 0.1440 0.1336 0.1234 0.1131 0.1028 0.0926
3 0.1295 0.1192 0.1089 0.0987 0.0884 0.0781
4 0.1149 0.1046 0.0944 0.0841 0.0738 0.0636
5 0.0278 0.0249 0.0221 0.0192 0.0164 0.0135
10 0.0172 0.0147 0.0122 0.0098 0.0074 0.0049
15 0.0115 0.0094 0.0074 0.0053 0.0032 0.0011
20 0.0073 0.0055 0.0038 0.0020 0.0002 0.0002
25 0.0037 0.0023 0.0010 0.0002 0.0002 0.0002
30 0.0015 0.0003 0.0002 0.0002 0.0002 0.0002
35 0.0002 0.0002 0.0002 0.0002 0.0002 0.0002
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CALPERS ACTUARIAL VALUATION - June 30, 2012 APPENDIX A
ACTUARIAL METHODS AND ASSUMPTIONS

Termination with Vested Benefits
Rates vary by entry age and service for Miscellaneous Plans. Rates vary by service for Safety Plans.
See sample rates in tables below.

Public Agency Miscellaneous

Duration of
Service Entry Age 20 Entry Age 25 Entry Age 30 Entry Age 35  Entry Age 40
5 0.0656 0.0597 0.0537 0.0477 0.0418
10 0.0530 0.0466 0.0403 0.0339 0.0000
15 0.0443 0.0373 0.0305 0.0000 0.0000
20 0.0333 0.0261 0.0000 0.0000 0.0000
25 0.0212 0.0000 0.0000 0.0000 0.0000
30 0.0000 0.0000 0.0000 0.0000 0.0000
35 0.0000 0.0000 0.0000 0.0000 0.0000

Public Agency Safety

Duration of County Peace

Service Fire Police Officer

5 0.0162 0.0163 0.0265

10 0.0061 0.0126 0.0204

15 0.0058 0.0082 0.0130

20 0.0053 0.0065 0.0074

25 0.0047 0.0058 0.0043

30 0.0045 0.0056 0.0030

35 0.0000 0.0000 0.0000

e When a member is eligible to retire, the termination with vested benefits probability is set to
zero.

e  After termination with vested benefits, a miscellaneous member is assumed to retire at age 59
and a safety member at age 54.

e The Police Termination with vested benefits rates are also used for Public Agency Local
Prosecutors, Other Safety, Local Sheriff and School Police.

Schools
Duration of
Service Entry Age 20 Entry Age 25 Entry Age 30 Entry Age 35  Entry Age 40
5 0.0816 0.0733 0.0649 0.0566 0.0482
10 0.0629 0.0540 0.0450 0.0359 0.0000
15 0.0537 0.0440 0.0344 0.0000 0.0000
20 0.0420 0.0317 0.0000 0.0000 0.0000
25 0.0291 0.0000 0.0000 0.0000 0.0000
30 0.0000 0.0000 0.0000 0.0000 0.0000
35 0.0000 0.0000 0.0000 0.0000 0.0000
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CALPERS ACTUARIAL VALUATION - June 30, 2012 APPENDIX A
ACTUARIAL METHODS AND ASSUMPTIONS

Non-Industrial (Not Job-Related) Disability
Rates vary by age and gender for Miscellaneous Plans. Rates vary by age and category for Safety

Plans.
Miscellaneous Fire Police County Peace Officer Schools

Age Male Female Male and Female Male and Female Male and Female Male Female

20 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001
25 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001
30 0.0002 0.0002 0.0001 0.0002 0.0001 0.0002 0.0001
35 0.0006 0.0009 0.0001 0.0003 0.0004 0.0006 0.0004
40 0.0015 0.0016 0.0001 0.0004 0.0007 0.0014 0.0009
45 0.0025 0.0024 0.0002 0.0005 0.0013 0.0028 0.0017
50 0.0033 0.0031 0.0005 0.0008 0.0018 0.0044 0.0030
55 0.0037 0.0031 0.0010 0.0013 0.0010 0.0049 0.0034
60 0.0038 0.0025 0.0015 0.0020 0.0006 0.0043 0.0024

The Miscellaneous Non-Industrial Disability rates are used for Local Prosecutors.
The Police Non-Industrial Disability rates are also used for Other Safety, Local Sheriff and
School Police.

Industrial (Job-Related) Disability
Rates vary by age and category.

Age Fire Police County Peace Officer
20 0.0002 0.0007 0.0003

25 0.0012 0.0032 0.0015

30 0.0025 0.0064 0.0031

35 0.0037 0.0097 0.0046

40 0.0049 0.0129 0.0063

45 0.0061 0.0161 0.0078

50 0.0074 0.0192 0.0101

55 0.0721 0.0668 0.0173

60 0.0721 0.0668 0.0173

The Police Industrial Disability rates are also used for Local Sheriff and Other Safety.

Fifty Percent of the Police Industrial Disability rates are used for School Police.

One Percent of the Police Industrial Disability rates are used for Local Prosecutors.

Normally, rates are zero for Miscellaneous Plans unless the agency has specifically contracted
for Industrial Disability benefits. If so, each miscellaneous non-industrial disability rate will be
split into two components: 50 percent will become the Non-Industrial Disability rate and 50
percent will become the Industrial Disability rate.

Service Retirement

Retirement rates vary by age, service, and formula, except for the safety ¥2 @ 55 and 2% @ 55
formulas, where retirement rates vary by age only.
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ACTUARIAL METHODS AND ASSUMPTIONS

Service Retirement

Public Agency Miscellaneous 1.5% @ 65
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.008 0.011 0.013 0.015 0.017 0.019
51 0.007 0.010 0.012 0.013 0.015 0.017
52 0.010 0.014 0.017 0.019 0.021 0.024
53 0.008 0.012 0.015 0.017 0.019 0.022
54 0.012 0.016 0.019 0.022 0.025 0.028
55 0.018 0.025 0.031 0.035 0.038 0.043
56 0.015 0.021 0.025 0.029 0.032 0.036
57 0.020 0.028 0.033 0.038 0.043 0.048
58 0.024 0.033 0.040 0.046 0.052 0.058
59 0.028 0.039 0.048 0.054 0.060 0.067
60 0.049 0.069 0.083 0.094 0.105 0.118
61 0.062 0.087 0.106 0.120 0.133 0.150
62 0.104 0.146 0.177 0.200 0.223 0.251
63 0.099 0.139 0.169 0.191 0.213 0.239
64 0.097 0.136 0.165 0.186 0.209 0.233
65 0.140 0.197 0.240 0.271 0.302 0.339
66 0.092 0.130 0.157 0.177 0.198 0.222
67 0.129 0.181 0.220 0.249 0.277 0.311
68 0.092 0.129 0.156 0.177 0.197 0.221
69 0.092 0.130 0.158 0.178 0.199 0.224
70 0.103 0.144 0.175 0.198 0.221 0.248

Public Agency Miscellaneous 2% @ 60
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25Years 30 Years
50 0.011 0.015 0.018 0.021 0.023 0.026
51 0.009 0.013 0.016 0.018 0.020 0.023
52 0.013 0.018 0.022 0.025 0.028 0.031
53 0.011 0.016 0.019 0.022 0.025 0.028
54 0.015 0.021 0.025 0.028 0.032 0.036
55 0.023 0.032 0.039 0.044 0.049 0.055
56 0.019 0.027 0.032 0.037 0.041 0.046
57 0.025 0.035 0.042 0.048 0.054 0.060
58 0.030 0.042 0.051 0.058 0.065 0.073
59 0.035 0.049 0.060 0.068 0.076 0.085
60 0.062 0.087 0.105 0.119 0.133 0.149
61 0.079 0.110 0.134 0.152 0.169 0.190
62 0.132 0.186 0.225 0.255 0.284 0.319
63 0.126 0.178 0.216 0.244 0.272 0.305
64 0.122 0.171 0.207 0.234 0.262 0.293
65 0.173 0.243 0.296 0.334 0.373 0.418
66 0.114 0.160 0.194 0.219 0.245 0.274
67 0.159 0.223 0.271 0.307 0.342 0.384
68 0.113 0.159 0.193 0.218 0.243 0.273
69 0.114 0.161 0.195 0.220 0.246 0.276
70 0.127 0.178 0.216 0.244 0.273 0.306
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CALPERS ACTUARIAL VALUATION - June 30, 2012 APPENDIX A
ACTUARIAL METHODS AND ASSUMPTIONS

Service Retirement

Public Agency Miscellaneous 2% @ 55
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.015 0.020 0.024 0.029 0.033 0.039
51 0.013 0.016 0.020 0.024 0.027 0.033
52 0.014 0.018 0.022 0.027 0.030 0.036
53 0.017 0.022 0.027 0.032 0.037 0.043
54 0.027 0.034 0.041 0.049 0.056 0.067
55 0.050 0.064 0.078 0.094 0.107 0.127
56 0.045 0.057 0.069 0.083 0.095 0.113
57 0.048 0.061 0.074 0.090 0.102 0.122
58 0.052 0.066 0.080 0.097 0.110 0.131
59 0.060 0.076 0.092 0.111 0.127 0.151
60 0.072 0.092 0.112 0.134 0.153 0.182
61 0.089 0.113 0.137 0.165 0.188 0.224
62 0.128 0.162 0.197 0.237 0.270 0.322
63 0.129 0.164 0.199 0.239 0.273 0.325
64 0.116 0.148 0.180 0.216 0.247 0.294
65 0.174 0.221 0.269 0.323 0.369 0.439
66 0.135 0.171 0.208 0.250 0.285 0.340
67 0.133 0.169 0.206 0.247 0.282 0.336
68 0.118 0.150 0.182 0.219 0.250 0.297
69 0.116 0.147 0.179 0.215 0.246 0.293
70 0.138 0.176 0.214 0.257 0.293 0.349

Public Agency Miscellaneous 2.5% @ 55
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25Years 30 Years
50 0.026 0.033 0.040 0.048 0.055 0.062
51 0.021 0.026 0.032 0.038 0.043 0.049
52 0.021 0.026 0.032 0.038 0.043 0.049
53 0.026 0.033 0.040 0.048 0.055 0.062
54 0.043 0.054 0.066 0.078 0.089 0.101
55 0.088 0.112 0.136 0.160 0.184 0.208
56 0.055 0.070 0.085 0.100 0.115 0.130
57 0.061 0.077 0.094 0.110 0.127 0.143
58 0.072 0.091 0.111 0.130 0.150 0.169
59 0.083 0.105 0.128 0.150 0.173 0.195
60 0.088 0.112 0.136 0.160 0.184 0.208
61 0.083 0.105 0.128 0.150 0.173 0.195
62 0.121 0.154 0.187 0.220 0.253 0.286
63 0.105 0.133 0.162 0.190 0.219 0.247
64 0.105 0.133 0.162 0.190 0.219 0.247
65 0.143 0.182 0.221 0.260 0.299 0.338
66 0.105 0.133 0.162 0.190 0.219 0.247
67 0.105 0.133 0.162 0.190 0.219 0.247
68 0.105 0.133 0.162 0.190 0.219 0.247
69 0.105 0.133 0.162 0.190 0.219 0.247
70 0.125 0.160 0.194 0.228 0.262 0.296
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CALPERS ACTUARIAL VALUATION - June 30, 2012 APPENDIX A
ACTUARIAL METHODS AND ASSUMPTIONS

Service Retirement

Public Agency Miscellaneous 2.7% @ 55
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.028 0.035 0.043 0.050 0.058 0.065
51 0.022 0.028 0.034 0.040 0.046 0.052
52 0.022 0.028 0.034 0.040 0.046 0.052
53 0.028 0.035 0.043 0.050 0.058 0.065
54 0.044 0.056 0.068 0.080 0.092 0.104
55 0.091 0.116 0.140 0.165 0.190 0.215
56 0.061 0.077 0.094 0.110 0.127 0.143
57 0.063 0.081 0.098 0.115 0.132 0.150
58 0.074 0.095 0.115 0.135 0.155 0.176
59 0.083 0.105 0.128 0.150 0.173 0.195
60 0.088 0.112 0.136 0.160 0.184 0.208
61 0.085 0.109 0.132 0.155 0.178 0.202
62 0.124 0.158 0.191 0.225 0.259 0.293
63 0.107 0.137 0.166 0.195 0.224 0.254
64 0.107 0.137 0.166 0.195 0.224 0.254
65 0.146 0.186 0.225 0.265 0.305 0.345
66 0.107 0.137 0.166 0.195 0.224 0.254
67 0.107 0.137 0.166 0.195 0.224 0.254
68 0.107 0.137 0.166 0.195 0.224 0.254
69 0.107 0.137 0.166 0.195 0.224 0.254
70 0.129 0.164 0.199 0.234 0.269 0.304

Public Agency Miscellaneous 3% @ 60
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25Years 30 Years
50 0.026 0.033 0.040 0.048 0.055 0.062
51 0.021 0.026 0.032 0.038 0.043 0.049
52 0.019 0.025 0.030 0.035 0.040 0.046
53 0.025 0.032 0.038 0.045 0.052 0.059
54 0.039 0.049 0.060 0.070 0.081 0.091
55 0.083 0.105 0.128 0.150 0.173 0.195
56 0.055 0.070 0.085 0.100 0.115 0.130
57 0.061 0.077 0.094 0.110 0.127 0.143
58 0.072 0.091 0.111 0.130 0.150 0.169
59 0.080 0.102 0.123 0.145 0.167 0.189
60 0.094 0.119 0.145 0.170 0.196 0.221
61 0.088 0.112 0.136 0.160 0.184 0.208
62 0.127 0.161 0.196 0.230 0.265 0.299
63 0.110 0.140 0.170 0.200 0.230 0.260
64 0.110 0.140 0.170 0.200 0.230 0.260
65 0.149 0.189 0.230 0.270 0.311 0.351
66 0.110 0.140 0.170 0.200 0.230 0.260
67 0.110 0.140 0.170 0.200 0.230 0.260
68 0.110 0.140 0.170 0.200 0.230 0.260
69 0.110 0.140 0.170 0.200 0.230 0.260
70 0.132 0.168 0.204 0.240 0.276 0.312
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Service Retirement
Public Agency Fire 2 @ 55 and 2% @ 55
Age Rate Age Rate
50 0.01588 56 0.11079
51 0.00000 57 0.00000
52 0.03442 58 0.09499
53 0.01990 59 0.04409
54 0.04132 60 1.00000
55 0.07513
Public Agency Police /2 @ 55 and 2% @ 55
Age Rate Age Rate
50 0.02552 56 0.06921
51 0.00000 57 0.05113
52 0.01637 58 0.07241
53 0.02717 59 0.07043
54 0.00949 60 1.00000
55 0.16674
Public Agency Police 2% @ 50
Duration of Service
Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.014 0.014 0.014 0.014 0.025 0.045
51 0.012 0.012 0.012 0.012 0.023 0.040
52 0.026 0.026 0.026 0.026 0.048 0.086
53 0.052 0.052 0.052 0.052 0.096 0.171
54 0.070 0.070 0.070 0.070 0.128 0.227
55 0.090 0.090 0.090 0.090 0.165 0.293
56 0.064 0.064 0.064 0.064 0.117 0.208
57 0.071 0.071 0.071 0.071 0.130 0.232
58 0.063 0.063 0.063 0.063 0.115 0.205
59 0.140 0.140 0.140 0.140 0.174 0.254
60 0.140 0.140 0.140 0.140 0.172 0.251
61 0.140 0.140 0.140 0.140 0.172 0.251
62 0.140 0.140 0.140 0.140 0.172 0.251
63 0.140 0.140 0.140 0.140 0.172 0.251
64 0.140 0.140 0.140 0.140 0.172 0.251
65 1.000 1.000 1.000 1.000 1.000 1.000

These rates also apply to Local Prosecutors, Local Sheriff, School Police and Other Safety.
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Service Retirement

Public Agency Fire 2% @50
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25 Years 30 Years
50 0.007 0.007 0.007 0.007 0.010 0.015
51 0.008 0.008 0.008 0.008 0.013 0.019
52 0.017 0.017 0.017 0.017 0.027 0.040
53 0.047 0.047 0.047 0.047 0.072 0.107
54 0.064 0.064 0.064 0.064 0.098 0.147
55 0.087 0.087 0.087 0.087 0.134 0.200
56 0.078 0.078 0.078 0.078 0.120 0.180
57 0.090 0.090 0.090 0.090 0.139 0.208
58 0.079 0.079 0.079 0.079 0.122 0.182
59 0.073 0.073 0.073 0.073 0.112 0.168
60 0.114 0.114 0.114 0.114 0.175 0.262
61 0.114 0.114 0.114 0.114 0.175 0.262
62 0.114 0.114 0.114 0.114 0.175 0.262
63 0.114 0.114 0.114 0.114 0.175 0.262
64 0.114 0.114 0.114 0.114 0.175 0.262
65 1.000 1.000 1.000 1.000 1.000 1.000

Public Agency Police 3% @ 55
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.019 0.019 0.019 0.019 0.040 0.060
51 0.024 0.024 0.024 0.024 0.049 0.074
52 0.024 0.024 0.024 0.024 0.051 0.077
53 0.059 0.059 0.059 0.059 0.121 0.183
54 0.069 0.069 0.069 0.069 0.142 0.215
55 0.116 0.116 0.116 0.116 0.240 0.363
56 0.076 0.076 0.076 0.076 0.156 0.236
57 0.058 0.058 0.058 0.058 0.120 0.181
58 0.076 0.076 0.076 0.076 0.157 0.237
59 0.094 0.094 0.094 0.094 0.193 0.292
60 0.141 0.141 0.141 0.141 0.290 0.438
61 0.094 0.094 0.094 0.094 0.193 0.292
62 0.118 0.118 0.118 0.118 0.241 0.365
63 0.094 0.094 0.094 0.094 0.193 0.292
64 0.094 0.094 0.094 0.094 0.193 0.292
65 1.000 1.000 1.000 1.000 1.000 1.000

e These rates also apply to Local Prosecutors, Local Sheriff, School Police and Other Safety.
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Service Retirement

Public Agency Fire 3% @55
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25 Years 30 Years
50 0.012 0.012 0.012 0.018 0.028 0.033
51 0.008 0.008 0.008 0.012 0.019 0.022
52 0.018 0.018 0.018 0.027 0.042 0.050
53 0.043 0.043 0.043 0.062 0.098 0.114
54 0.057 0.057 0.057 0.083 0.131 0.152
55 0.092 0.092 0.092 0.134 0.211 0.246
56 0.081 0.081 0.081 0.118 0.187 0.218
57 0.100 0.100 0.100 0.146 0.230 0.268
58 0.081 0.081 0.081 0.119 0.187 0.219
59 0.078 0.078 0.078 0.113 0.178 0.208
60 0.117 0.117 0.117 0.170 0.267 0.312
61 0.078 0.078 0.078 0.113 0.178 0.208
62 0.098 0.098 0.098 0.141 0.223 0.260
63 0.078 0.078 0.078 0.113 0.178 0.208
64 0.078 0.078 0.078 0.113 0.178 0.208
65 1.000 1.000 1.000 1.000 1.000 1.000

Public Agency Police 3% @ 50
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.070 0.070 0.070 0.131 0.193 0.249
51 0.050 0.050 0.050 0.095 0.139 0.180
52 0.061 0.061 0.061 0.116 0.171 0.220
53 0.069 0.069 0.069 0.130 0.192 0.247
54 0.071 0.071 0.071 0.134 0.197 0.255
55 0.090 0.090 0.090 0.170 0.250 0.322
56 0.069 0.069 0.069 0.130 0.191 0.247
57 0.080 0.080 0.080 0.152 0.223 0.288
58 0.087 0.087 0.087 0.164 0.242 0.312
59 0.090 0.090 0.090 0.170 0.251 0.323
60 0.135 0.135 0.135 0.255 0.377 0.485
61 0.090 0.090 0.090 0.170 0.251 0.323
62 0.113 0.113 0.113 0.213 0.314 0.404
63 0.090 0.090 0.090 0.170 0.251 0.323
64 0.090 0.090 0.090 0.170 0.251 0.323
65 1.000 1.000 1.000 1.000 1.000 1.000

e These rates also apply to Local Prosecutors, Local Sheriff, School Police and Other Safety.
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Service Retirement

Public Agency Fire 3% @50
Duration of Service

Age 5 Years 10 Years 15 Years 20 Years 25 Years 30 Years
50 0.034 0.034 0.034 0.048 0.068 0.080
51 0.046 0.046 0.046 0.065 0.092 0.109
52 0.069 0.069 0.069 0.097 0.138 0.163
53 0.084 0.084 0.084 0.117 0.166 0.197
54 0.103 0.103 0.103 0.143 0.204 0.241
55 0.127 0.127 0.127 0.177 0.252 0.298
56 0.121 0.121 0.121 0.169 0.241 0.285
57 0.101 0.101 0.101 0.141 0.201 0.238
58 0.118 0.118 0.118 0.165 0.235 0.279
59 0.100 0.100 0.100 0.140 0.199 0.236
60 0.150 0.150 0.150 0.210 0.299 0.354
61 0.100 0.100 0.100 0.140 0.199 0.236
62 0.125 0.125 0.125 0.175 0.249 0.295
63 0.100 0.100 0.100 0.140 0.199 0.236
64 0.100 0.100 0.100 0.140 0.199 0.236
65 1.000 1.000 1.000 1.000 1.000 1.000

Schools 2%@ 55
Duration of Service

Age 5 Years 10 Years 15Years 20 Years 25 Years 30 Years
50 0.005 0.009 0.013 0.015 0.016 0.018
51 0.005 0.010 0.014 0.017 0.019 0.021
52 0.006 0.012 0.017 0.020 0.022 0.025
53 0.007 0.014 0.019 0.023 0.026 0.029
54 0.012 0.024 0.033 0.039 0.044 0.049
55 0.024 0.048 0.067 0.079 0.088 0.099
56 0.020 0.039 0.055 0.065 0.072 0.081
57 0.021 0.042 0.059 0.070 0.078 0.087
58 0.025 0.050 0.070 0.083 0.092 0.103
59 0.029 0.057 0.080 0.095 0.105 0.118
60 0.037 0.073 0.102 0.121 0.134 0.150
61 0.046 0.090 0.126 0.149 0.166 0.186
62 0.076 0.151 0.212 0.250 0.278 0.311
63 0.069 0.136 0.191 0.225 0.251 0.281
64 0.067 0.133 0.185 0.219 0.244 0.273
65 0.091 0.180 0.251 0.297 0.331 0.370
66 0.072 0.143 0.200 0.237 0.264 0.295
67 0.067 0.132 0.185 0.218 0.243 0.272
68 0.060 0.118 0.165 0.195 0.217 0.243
69 0.067 0.133 0.187 0.220 0.246 0.275
70 0.066 0.131 0.183 0.216 0.241 0.270
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Miscellaneous

Superfunded Status

Prior to enactment of the Public Employees’ Pension Reform Act (PEPRA) that became effective January 1,
2013, a plan in superfunded status (actuarial value of assets exceeding present value of benefits) would
normally pay a zero employer contribution rate while also being permitted to use its superfunded assets to
pay its employees’ normal member contributions.

However, Section 7522.52(a) of PEPRA states, “In any fiscal year a public employer’s contribution to a
defined benefit plan, in combination with employee contributions to that defined benefit plan, shall not be
less than the total normal cost rate...” This means that not only must employers pay their employer normal
cost regardless of plan surplus, but also, employers may no longer use superfunded assets to pay employee
normal member contributions.

Internal Revenue Code Section 415

The limitations on benefits imposed by Internal Revenue Code Section 415 are taken into account in this
valuation. Each year the impact of any changes in this limitation since the prior valuation is included and
amortized as part of the actuarial gain or loss base. This results in lower contributions for those employers
contributing to the Replacement Benefit Fund and protects CalPERS from prefunding expected benefits in
excess of limits imposed by federal tax law.

Internal Revenue Code Section 401(a)(17)

The limitations on compensation imposed by Internal Revenue Code Section 401(a)(17) are taken into
account in this valuation. Each year, the impact of any changes in the compensation limitation since the
prior valuation is included and amortized as part of the actuarial gain or loss base.

PEPRA Assumptions

The Public Employees’ Pension Reform Act of 2013 (PEPRA) mandated new benefit formulas and new
member contributions for new members (as defined by PEPRA) hired after January 1, 2013. For non-pooled
plans, these new members will first be reflected in the June 30, 2013 non-pooled plan valuations. New
members in pooled plans will first be reflected in the new Miscellaneous and Safety risk pools created by the
CalPERS Board in November 2012 in response to the passage of PEPRA, also beginning with the June 30,
2013 valuation. Different assumptions for these new PEPRA members will be disclosed in the 2013
valuation.
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The following is a description of the principal plan provisions used in calculating costs and liabilities. We have
indicated whether a plan provision is standard or optional. Standard benefits are applicable to all members while
optional benefits vary among employers. Optional benefits that apply to a single period of time, such as Golden
Handshakes, have not been included. Many of the statements in this summary are general in nature, and are
intended to provide an easily understood summary of the complex Public Employees’ Retirement Law. The law itself
governs in all situations.

PEPRA Benefit Changes

The Public Employees’ Pension Reform Act of 2013 (PEPRA) requires new benefits and member contributions for new
members as defined by PEPRA, that are hired after January 1, 2013. For non-pooled plans, these members will first
be reflected in June 30, 2013 non-pooled plan valuations. Members in pooled plans will be reflected in the new
Miscellaneous and Safety risk pools created by the CalPERS Board in November 2012 in response to the passage of
PEPRA, beginning with the June 30, 2013 valuation.

Service Retirement

Eligibility

A classic CalPERS member becomes eligible for Service Retirement upon attainment of age 50 with at least 5 years of
credited service (total service across all CalPERS employers, and with certain other Retirement Systems with which
CalPERS has reciprocity agreements). For employees hired into a plan with the 1.5% at 65 formula, eligibility for
service retirement is age 55 with at least 5 years of service.

Benefit
The Service Retirement benefit is a monthly allowance equal to the product of the benefit factor, years of service,
and final compensation.

e The benefit factor depends on the benefit formula specified in your agency’s contract. The table below shows
the factors for each of the available formulas. Factors vary by the member’s age at retirement. Listed are the
factors for retirement at whole year ages:

Miscellaneous Plan Formulas

Retirement Age 1.5% at 65 2% at 60 2% at 55 2.5% at55 2.7% at55 3% at 60

50 0.5000% 1.092% 1.426% 2.0% 2.0% 2.0%
51 0.5667% 1.156% 1.522% 2.1% 2.14% 2.1%
52 0.6334% 1.224% 1.628% 2.2% 2.28% 2.2%
53 0.7000% 1.296% 1.742% 2.3% 2.42% 2.3%
54 0.7667% 1.376% 1.866% 2.4% 2.56% 2.4%
55 0.8334% 1.460% 2.0% 2.5% 2.7% 2.5%
56 0.9000% 1.552% 2.052% 2.5% 2.7% 2.6%
57 0.9667% 1.650% 2.104% 2.5% 2.7% 2.7%
58 1.0334% 1.758% 2.156% 2.5% 2.7% 2.8%
59 1.1000% 1.874% 2.210% 2.5% 2.7% 2.9%
60 1.1667% 2.0% 2.262% 2.5% 2.7% 3.0%
61 1.2334% 2.134% 2.314% 2.5% 2.7% 3.0%
62 1.3000% 2.272% 2.366% 2.5% 2.7% 3.0%
63 1.3667% 2.418% 2.418% 2.5% 2.7% 3.0%
64 1.4334% 2.418% 2.418% 2.5% 2.7% 3.0%
65 & Up 1.5000% 2.418% 2.418% 2.5% 2.7% 3.0%
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Safety Plan Formulas

Ret::':e“t ", at 55 * 29% at 55 2% at 50 39% at 55 39% at 50
50 1.783% 1.426% 2.0% 2.40% 3.0%
51 1.903% 1.522% 2.14% 2.52% 3.0%
52 2.035% 1.628% 2.28% 2.64% 3.0%
53 2.178% 1.742% 2.42% 2.76% 3.0%
54 2.333% 1.866% 2.56% 2.88% 3.0%
55 & Up 2.5% 2.0% 2.7% 3.0% 3.0%

* For this formula, the benefit factor also varies by entry age. The factors shown are for members with an entry age
of 35 or greater. If entry age is less than 35, then the age 55 benefit factor is 50% divided by the difference between
age 55 and entry age. The benefit factor for ages prior to age 55 is the same proportion of the age 55 benefit factor
as in the above table.

e The years of service is the amount credited by CalPERS to a member while he or she is employed in this group
(or for other periods that are recognized under the employer’s contract with CalPERS). For a member who has
earned service with multiple CalPERS employers, the benefit from each employer is calculated separately
according to each employer’s contract, and then added together for the total allowance. An agency may contract
for an optional benefit where any unused sick leave accumulated at the time of retirement will be converted to
credited service at a rate of 0.004 years of service for each day of sick leave.

e The final compensation is the monthly average of the member’s highest 36 or 12 consecutive months’ full-time
equivalent monthly pay (no matter which CalPERS employer paid this compensation). The standard benefit is 36
months. Employers have the option of providing a final compensation equal to the highest 12 consecutive
months. Final compensation must be defined by the highest 36 consecutive months’ pay under the 1.5% at 65
formula.

e Employees must be covered by Social Security with the 1.5% at 65 formula. Social Security is optional for all
other benefit formulas. For employees covered by Social Security, the Modified formula is the standard benefit.
Under this type of formula, the final compensation is offset by $133.33 (or by one third if the final compensation
is less than $400). Employers may contract for the Full benefit with Social Security that will eliminate the offset
applicable to the final compensation. For employees not covered by Social Security, the Full benefit is paid with
no offsets. Auxiliary organizations of the CSUC system may elect reduced contribution rates, in which case the
offset is $317 if members are not covered by Social Security or $513 if members are covered by Social Security.

e The Miscellaneous Service Retirement benefit is not capped. The Safety Service Retirement benefit is capped at
90 percent of final compensation.

Vested Deferred Retirement

Eligibility for Deferred Status

A CalPERS member becomes eligible for a deferred vested retirement benefit when he or she leaves employment,
keeps his or her contribution account balance on deposit with CalPERS, and has earned at least 5 years of credited
service (total service across all CalPERS employers, and with certain other Retirement Systems with which CalPERS
has reciprocity agreements).
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Eligibility to Start Receiving Benefits
The CalPERS member becomes eligible to receive the deferred retirement benefit upon satisfying the eligibility
requirements for Deferred Status and upon attainment of age 50 (55 for employees hired into a 1.5% @ 65 plan).

Benefit

The vested deferred retirement benefit is the same as the Service Retirement benefit, where the benefit factor is
based on the member’s age at allowance commencement. For members who have earned service with multiple
CalPERS employers, the benefit from each employer is calculated separately according to each employer’s contract,
and then added together for the total allowance.

Non-Industrial (Non-Job Related) Disability Retirement

Eligibility

A CalPERS member is eligible for Non-Industrial Disability Retirement if he or she becomes disabled and has at least
5 years of credited service (total service across all CalPERS employers, and with certain other Retirement Systems
with which CalPERS has reciprocity agreements). There is no special age requirement. Disabled means the member is
unable to perform his or her job because of an illness or injury, which is expected to be permanent or to last
indefinitely. The illness or injury does not have to be job related. A CalPERS member must be actively employed by
any CalPERS employer at the time of disability in order to be eligible for this benefit.

Standard Benefit
The standard Non-Industrial Disability Retirement benefit is a monthly allowance equal to 1.8 percent of final
compensation, multiplied by service, which is determined as follows:

e Service is CalPERS credited service, for members with less than 10 years of service or greater than 18.518 years
of service; or

e  Service is CalPERS credited service plus the additional number of years that the member would have worked
until age 60, for members with at least 10 years but not more than 18.518 years of service. The maximum
benefit in this case is 33 1/3 percent of Final Compensation.

Improved Benefit

Employers have the option of providing the improved Non-Industrial Disability Retirement benefit. This benefit
provides a monthly allowance equal to 30% of final compensation for the first 5 years of service, plus 1% for each
additional year of service to a maximum of 50% of final compensation.

Members who are eligible for a larger service retirement benefit may choose to receive that benefit in lieu of a
disability benefit. Members eligible to retire, and who have attained the normal retirement age determined by their
service retirement benefit formula, will receive the same dollar amount for disability retirement as that payable for
service retirement. For members who have earned service with multiple CalPERS employers, the benefit attributed to
each employer is the total disability allowance multiplied by the ratio of service with a particular employer to the total
CalPERS service.

Industrial (Job Related) Disability Retirement

All safety members have this benefit. For miscellaneous members, employers have the option of providing this
benefit. An employer may choose to provide the Increased benefit option or the Improved benefit option.

Eligibility

An employee is eligible for Industrial Disability Retirement if he or she becomes disabled while working, where
disabled means the member is unable to perform the duties of the job because of a work-related illness or injury,
which is, expected to be permanent or to last indefinitely. A CalPERS member who has left active employment within
this group is not eligible for this benefit, except to the extent described below.
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Standard Benefit
The standard Industrial Disability Retirement benefit is a monthly allowance equal to 50 percent of final
compensation.

Increased Benefit (75 percent of Final Compensation)
The increased Industrial Disability Retirement benefit is a monthly allowance equal to 75 percent final compensation
for total disability.

Improved Benefit (50 percent to 90 percent of Final Compensation)

The improved Industrial Disability Retirement benefit is a monthly allowance equal to the Workman’s Compensation
Appeals Board permanent disability rate percentage (if 50 percent or greater, with a maximum of 90 percent) times
the final compensation.

For a CalPERS member not actively employed in this group who became disabled while employed by some other
CalPERS employer, the benefit is a return of accumulated member contributions with respect to employment in this
group. With the standard or increased benefit, a member may also choose to receive the annuitization of the
accumulated member contributions.

If a member is eligible for Service Retirement and if the Service Retirement benefit is more than the Industrial
Disability Retirement benefit, the member may choose to receive the larger benefit.

Post-Retirement Death Benefit

Standard Lump Sum Payment
Upon the death of a retiree, a one-time lump sum payment of $500 will be made to the retiree’s designated
survivor(s), or to the retiree’s estate.

Improved Lump Sum Payment
Employers have the option of providing an improved lump sum death benefit of $600, $2,000, $3,000, $4,000 or
$5,000.

Form of Payment for Retirement Allowance

Standard Form of Payment

Generally, the retirement allowance is paid to the retiree in the form of an annuity for as long as he or she is alive.
The retiree may choose to provide for a portion of his or her allowance to be paid to any designated beneficiary after
the retiree’s death. CalPERS provides for a variety of such benefit options, which the retiree pays for by taking a
reduction in his or her retirement allowance. Such reduction takes into account the amount to be provided to the
beneficiary and the probable duration of payments (based on the ages of the member and beneficiary) made
subsequent to the member’s death.

Improved Form of Payment (Post Retirement Survivor Allowance)
Employers have the option to contract for the post retirement survivor allowance.

For retirement allowances with respect to service subject to the modified formula, 25 percent of the retirement
allowance will automatically be continued to certain statutory beneficiaries upon the death of the retiree, without a
reduction in the retiree’s allowance. For retirement allowances with respect to service subject to the full or
supplemental formula, 50 percent of the retirement allowance will automatically be continued to certain statutory
beneficiaries upon the death of the retiree, without a reduction in the retiree’s allowance. This additional benefit is
often referred to as post retirement survivor allowance (PRSA) or simply as survivor continuance.
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In other words, 25 percent or 50 percent of the allowance, the continuance portion, is paid to the retiree for as long
as he or she is alive, and that same amount is continued to the retiree’s spouse (or if no eligible spouse, to
unmarried children until they attain age 18; or, if no eligible children, to a qualifying dependent parent) for the rest
of his or her lifetime. This benefit will not be discontinued in the event the spouse remarries.

The remaining 75 percent or 50 percent of the retirement allowance, which may be referred to as the option portion
of the benefit, is paid to the retiree as an annuity for as long as he or she is alive. Or, the retiree may choose to
provide for some of this option portion to be paid to any designated beneficiary after the retiree’s death. Benefit
options applicable to the option portion are the same as those offered with the standard form. The reduction is
calculated in the same manner but is applied only to the option portion.

Pre-Retirement Death Benefits

Basic Death Benefit

This is a standard benefit.

Eligibility

An employee’s beneficiary (or estate) may receive the Basic Death benefit if the member dies while actively
employed. A CalPERS member must be actively employed with the CalPERS employer providing this benefit to be
eligible for this benefit. A member’s survivor who is eligible for any other pre-retirement death benefit may choose to
receive that death benefit instead of this Basic Death benefit.

Benefit

The Basic Death Benefit is a lump sum in the amount of the member’s accumulated contributions, where interest is
currently credited at 7.5 percent per year, plus a lump sum in the amount of one month's salary for each completed
year of current service, up to a maximum of six months' salary. For purposes of this benefit, one month's salary is
defined as the member's average monthly full-time rate of compensation during the 12 months preceding death.

1957 Survivor Benefit

This is a standard benefit.

Eligibility

An employee’s eligible survivor(s) may receive the 1957 Survivor benefit if the member dies while actively employed,
has attained at least age 50, and has at least 5 years of credited service (total service across all CalPERS employers
and with certain other Retirement Systems with which CalPERS has reciprocity agreements). A CalPERS member
must be actively employed with the CalPERS employer providing this benefit to be eligible for this benefit. An eligible
survivor means the surviving spouse to whom the member was married at least one year before death or, if there is
no eligible spouse, to the member's unmarried children under age 18. A member’s survivor who is eligible for any
other pre-retirement death benefit may choose to receive that death benefit instead of this 1957 Survivor benefit.

Benefit

The 1957 Survivor benefit is a monthly allowance equal to one-half of the unmodified Service Retirement benefit that
the member would have been entitled to receive if the member had retired on the date of his or her death. If the
benefit is payable to the spouse, the benefit is discontinued upon the death of the spouse. If the benefit is payable to
a dependent child, the benefit will be discontinued upon death or attainment of age 18, unless the child is disabled.
The total amount paid will be at least equal to the Basic Death benefit.
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Optional Settlement 2W Death Benefit

This is an optional benefit.

Eligibility

An employee’s eligible survivor may receive the Optional Settlement 2W Death benefit if the member dies while
actively employed, has attained at least age 50, and has at least 5 years of credited service (total service across all
CalPERS employers and with certain other Retirement Systems with which CalPERS has reciprocity agreements). A
CalPERS member who is no longer actively employed with any CalPERS employer is not eligible for this benefit. An
eligible survivor means the surviving spouse to whom the member was married at least one year before death. A
member’s survivor who is eligible for any other pre-retirement death benefit may choose to receive that death benefit
instead of this Optional Settlement 2W Death benefit.

Benefit

The Optional Settlement 2W Death benefit is a monthly allowance equal to the Service Retirement benefit that the
member would have received had the member retired on the date of his or her death and elected Optional
Settlement 2W. (A retiree who elects Optional Settlement 2W receives an allowance that has been reduced so that it
will continue to be paid after his or her death to a surviving beneficiary.) The allowance is payable as long as the
surviving spouse lives, at which time it is continued to any unmarried children under age 18, if applicable. The total
amount paid will be at least equal to the Basic Death Benefit.

Special Death Benefit

This is a standard benefit for safety members. An employer may elect to provide this benefit for miscellaneous
members.

Eligibility

An employee’s eligible survivor(s) may receive the Special Death benefit if the member dies while actively employed
and the death is job-related. A CalPERS member who is no longer actively employed with any CalPERS employer is
not eligible for this benefit. An eligible survivor means the surviving spouse to whom the member was married prior
to the onset of the injury or illness that resulted in death. If there is no eligible spouse, an eligible survivor means the
member's unmarried children under age 22. An eligible survivor who chooses to receive this benefit will not receive
any other death benefit.

Benefit

The Special Death benefit is a monthly allowance equal to 50% of final compensation, and will be increased
whenever the compensation paid to active employees is increased but ceasing to increase when the member would
have attained age 50. The allowance is payable to the surviving spouse until death at which time the allowance is
continued to any unmarried children under age 22. There is a guarantee that the total amount paid will at least equal
the Basic Death Benefit.

If the member’s death is the result of an accident or injury caused by external violence or physical force incurred in
the performance of the member’s duty, and there are eligible surviving children (eligible means unmarried children
under age 22) in addition to an eligible spouse, then an additional monthly allowance is paid equal to the
following:

e if 1 eligible child: 12.5% of final compensation
e if 2 eligible children: 20.0% of final compensation
e if 3 or more eligible children: 25.0% of final compensation
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Alternate Death Benefit for Local Fire Members

This is an optional benefit available only to local fire members.

Eligibility

An employee’s eligible survivor(s) may receive the Alternate Death benefit in lieu of the Basic Death Benefit or the
1957 Survivor Benefit if the member dies while actively employed and has at least 20 years of total CalPERS service.
A CalPERS member who is no longer actively employed with any CalPERS employer is not eligible for this benefit. An
eligible survivor means the surviving spouse to whom the member was married prior to the onset of the injury or
illness that resulted in death. If there is no eligible spouse, an eligible survivor means the member's unmarried
children under age 18.

Benefit

The Alternate Death benefit is a monthly allowance equal to the Service Retirement benefit that the member would
have received had the member retired on the date of his or her death and elected Optional Settlement 2W. (A retiree
who elects Optional Settlement 2W receives an allowance that has been reduced so that it will continue to be paid
after his or her death to a surviving beneficiary.) If the member has not yet attained age 50, the benefit is equal to
that which would be payable if the member had retired at age 50, based on service credited at the time of death.
The allowance is payable as long as the surviving spouse lives, at which time it is continued to any unmarried
children under age 18, if applicable. The total amount paid will be at least equal to the Basic Death Benefit.

Cost-of-Living Adjustments (COLA)

Standard Benefit
Beginning the second calendar year after the year of retirement, retirement and survivor allowances will be annually
adjusted on a compound basis by 2 percent.

Improved Benefit
Employers have the option of providing any of these improved cost-of-living adjustments by contracting for any one
of these Class 1 optional benefits. An improved COLA is not available in conjunction with the 1.5% at 65 formula.

Beginning the second calendar year after the year of retirement, retirement and survivor allowances will be annually
adjusted on a compound basis by either 3 percent, 4 percent or 5 percent. However, the cumulative adjustment may
not be greater than the cumulative change in the Consumer Price Index since the date of retirement.

Purchasing Power Protection Allowance (PPPA)

Retirement and survivor allowances are protected against inflation by PPPA. PPPA benefits are cost-of-living
adjustments that are intended to maintain an individual’s allowance at 80 percent of the initial allowance at
retirement adjusted for inflation since retirement. The PPPA benefit will be coordinated with other cost-of-living
adjustments provided under the plan.

Employee Contributions

Each employee contributes toward his or her retirement based upon the retirement formula. The standard employee
contribution is as described below.

The percent contributed below the monthly compensation breakpoint is O percent.

The monthly compensation breakpoint is $0 for full and supplemental formula members and $133.33 for
employees covered by the modified formula.

The percent contributed above the monthly compensation breakpoint depends upon the benefit formula, as
shown in the table below.
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Benefit Formula Percent Contributed above the
Breakpoint
Miscellaneous, 1.5% at 65 2%
Miscellaneous, 2% at 60 7%
Miscellaneous, 2% at 55 7%
Miscellaneous, 2.5% at 55 8%
Miscellaneous, 2.7% at 55 8%
Miscellaneous, 3% at 60 8%
Safety, 1/2 at 55 Varies by entry age
Safety, 2% at 55 7%
Safety, 2% at 50 9%
Safety, 3% at 55 9%
Safety, 3% at 50 9%

The employer may choose to “pick-up” these contributions for the employees (Employer Paid Member Contributions
or EPMC). An employer may also include Employee Cost Sharing in the contract, where employees contribute an
additional percentage of compensation based on any optional benefit for which a contract amendment was made on
or after January 1, 1979.

Auxiliary organizations of the CSUC system may elect reduced contribution rates, in which case the offset is $317 and
the contribution rate is 6 percent if members are not covered by Social Security. If members are covered by Social
Security, the offset is $513 and the contribution rate is 5 percent.

Refund of Employee Contributions

If the member’s service with the employer ends, and if the member does not satisfy the eligibility conditions for any
of the retirement benefits above, the member may elect to receive a refund of his or her employee contributions,
which are credited annually with 6 percent interest.

1959 Survivor Benefit

This is a pre-retirement death benefit available only to members not covered by Social Security. Any agency joining
CalPERS subsequent to 1993 was required to provide this benefit if the members were not covered by Social
Security. The benefit is optional for agencies joining CalPERS prior to 1994. Levels 1, 2 and 3 are now closed. Any
new agency or any agency wishing to add this benefit or increase the current level must choose the 4™ or Indexed
Level.

This benefit is not included in the results presented in this valuation. More information on this benefit is available on
the CalPERS website at www.calpers.ca.gov.
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APPENDIX C

5.

Summary of Valuation Data

. Active Members

a) Counts

b) Average Attained Age

c) Average Entry Age to Rate Plan

d) Average Years of Service

e) Average Annual Covered Pay

f) Annual Covered Payroll

g) Projected Annual Payroll for Contribution Year
h) Present Value of Future Payroll

. Transferred Members

a) Counts

b) Average Attained Age

c) Average Years of Service

d) Average Annual Covered Pay

Terminated Members

a) Counts

b) Average Attained Age

c) Average Years of Service

d) Average Annual Covered Pay

Retired Members and Beneficiaries
a) Counts

b) Average Attained Age

¢) Average Annual Benefits

Active to Retired Ratio [(1a) / (4a)]

June 30, 2011

850

47.17

35.34

11.83
63,176
53,699,986
58,679,425
422,189,114

469
42.73
2.61
79,907

495
44.54
2.63
37,061

1,683
69.38
16,541

0.51

811

46.47

35.52

10.95
61,910
50,208,946
54,864,671
406,614,317

463
43.17
2.65
77,029

505
45.08
2.68
37,674

1,329
68.18
23,421

0.61

Counts of members included in the valuation are counts of the records processed by the valuation. Multiple
records may exist for those who have service in more than one valuation group. This does not result in
double counting of liabilities.

June 30, 2012
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Active Members

Counts of members included in the valuation are counts of the records processed by the valuation. Multiple records
may exist for those who have service in more than one valuation group. This does not result in double counting of
liabilities.

Distribution of Active Members by Age and Service

Years of Service at Valuation Date

Attained
Age 0-4 5-9 10-14 15-19 20-25 25+ Total
15-24 9 0 0 0 0 0 9
25-29 40 6 0 0 0 0 46
30-34 45 25 6 0 0 0 76
35-39 30 31 18 4 1 0 84
40-44 44 30 30 22 3 0 129
45-49 34 20 30 23 21 9 137
50-54 33 22 39 22 25 23 164
55-59 19 14 24 12 16 16 101
60-64 8 11 14 10 6 4 53
65 and over 3 3 6 0 0 0 12
All Ages 265 162 167 93 72 52 811
Distribution of Average Annual Salaries by Age and Service
Years of Service at Valuation Date
Attained
Age 0-4 5-9 10-14 15-19 20-25 25+ Average
15-24 $40,453 $0 $0 $0 $0 $0 $40,453
25-29 49,735 46,636 0 0 0 0 49,331
30-34 48,936 56,597 71,655 0 0 0 53,249
35-39 51,372 60,290 62,331 70,428 75,460 0 58,206
40-44 50,415 62,179 65,528 64,635 55,282 0 59,204
45-49 59,211 72,058 67,494 71,220 74,266 74,654 68,238
50-54 61,776 67,097 66,743 82,055 62,794 64,839 66,976
55-59 72,124 68,092 62,266 61,045 66,912 70,890 66,885
60-64 45,126 69,870 59,422 61,602 76,597 73,130 62,823
65 and over 43,077 28,118 61,800 0 0 0 48,699
All Ages $53,688 $62,670 $64,926 $69,844 $68,068 $69,037 $61,910
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Transferred and Terminated Members

Distribution of Transfers to Other CalPERS Plans by Age and Service

Years of Service at Valuation Date

Attained Average
Age 0-4 5-9 10-14 15-19 20-25 25+ Total Salary
15-24 1 0 0 0 0 0 1 $29,939
25-29 38 0 0 0 0 0 38 65,443
30-34 93 2 0 0 0 0 95 75,599
35-39 63 4 2 0 0 0 69 77,265
40-44 60 7 2 0 0 0 69 78,574
45-49 38 15 0 1 1 0 55 76,073
50-54 36 12 9 4 0 0 61 87,526
55-59 36 1 2 0 0 48 73,820
60-64 18 0 1 1 0 24 85,812
65 and over 3 0 0 0 0 0 3 29,041
All Ages 386 53 14 8 2 0 463 77,029

Distribution of Terminated Participants with Funds on Deposit by Age and Service

Years of Service at Valuation Date

Attained Average
Age 0-4 5-9 10-14 15-19 20-25 25+ Total Salary
15-24 2 0 0 0 0 0 2 $16,056
25-29 56 0 0 0 0 0 56 33,989
30-34 73 0 0 0 0 74 34,426
35-39 53 1 0 0 0 0 54 35,456
40-44 58 11 4 0 1 0 74 41,434
45-49 51 6 3 4 1 1 66 46,709
50-54 41 8 5 1 2 0 57 39,639
55-59 54 9 2 2 2 0 69 35,458
60-64 20 9 1 0 0 0 30 31,849
65 and over 18 3 2 0 0 0 23 35,532
All Ages 426 48 17 7 6 1 505 37,674
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Retired Members and Beneficiaries

Distribution of Retirees and Beneficiaries by Age and Retirement Type*

Non- Non- Death
Attained Service Industrial Industrial Industrial Industrial After
Age Retirement Disability Disability Death Death Retirement Total
Under 30 0 0 0 1 0 1 2
30-34 0 0 2 0 0 1 3
35-39 0 0 2 0 0 0 2
40-44 0 2 5 0 0 0 7
45-49 0 6 1 1 0 2 10
50-54 44 8 2 0 0 5 59
55-59 164 9 8 1 0 15 197
60-64 288 18 12 0 0 16 334
65-69 209 4 7 1 0 14 235
70-74 119 3 1 0 0 20 143
75-79 90 7 0 2 0 18 117
80-84 64 5 1 0 0 29 99
85 and Over 68 9 0 0 0 44 121
All Ages 1046 71 41 6 0 165 1,329
Distribution of Average Annual Amounts for Retirees and Beneficiaries by Age
and Retirement Type*
Non- Non- Death
Attained Service Industrial Industrial Industrial Industrial After
Age Retirement  Disability Disability Death Death Retirement  Average
Under 30 $0 $0 $0 $4,016 $0 $4,450 $4,233
30-34 0 0 188 0 0 4,450 1,608
35-39 0 0 153 0 0 0 153
40-44 0 21,962 158 0 0 0 6,388
45-49 0 14,760 4,650 2,898 0 11,996 12,010
50-54 16,014 13,435 221 0 0 27,036 16,063
55-59 25,794 13,571 1,374 13,696 0 15,733 23,417
60-64 29,044 12,450 4,847 0 0 19,539 26,825
65-69 31,612 11,519 6,753 1,112 0 14,974 29,409
70-74 25,071 18,360 3,977 0 0 16,553 23,591
75-79 21,409 12,912 0 14,191 0 21,370 20,771
80-84 20,594 5,960 58 0 0 18,277 18,969
85 and Over 16,634 8,988 0 0 0 14,167 15,168
All Ages $26,067 $12,513 $3,098 $8,351 $0 $16,942 $23,421
C-4
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APPENDIX C

Retired Members and Beneficiaries (continued)

Distribution of Retirees and Beneficiaries by Years Retired and Retirement Type*

Non- Non- Death
Years Service Industrial Industrial Industrial Industrial After
Retired Retirement Disability Disability Death Death Retirement Total
Under 5 Yrs 419 8 10 2 0 64 503
5-9 276 10 18 2 0 42 348
10-14 140 15 5 0 0 25 185
15-19 91 11 3 1 0 14 120
20-24 55 10 3 1 0 12 81
25-29 37 7 0 0 0 2 46
30 and Over 28 10 2 0 0 6 46
All Years 1046 71 41 6 0 165 1,329

Distribution of Average Annual Amounts for Retirees and Beneficiaries by Years Retired and
Retirement Type*

Non- Non- Death
Years Service Industrial Industrial Industrial Industrial After
Retired Retirement  Disability  Disability Death Death Retirement Average
Under 5 Yrs $30,650 $19,431 $803 $2,005 $0 $19,844 $28,389
5-9 24,883 10,107 4,866 8,856 0 13,334 21,937
10-14 26,106 13,872 5,150 0 0 17,162 23,339
15-19 22,600 13,820 1,641 10,608 0 21,398 21,031
20-24 17,713 14,019 180 17,773 0 13,381 15,966
25-29 17,674 7,375 0 0 0 6,601 15,625
30 and Over 7,715 8,000 97 0 0 10,497 7,808
All Years $26,067 $12,513 $3,098 $8,351 $0 $16,942 $23,421

* Counts of members do not include alternate payees receiving benefits while the member is still working.
Therefore, the total counts may not match information on page 25 of the report. Multiple records may exist for
those who have service in more than one coverage group. This does not result in double counting of liabilities.
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Glossary of Actuarial Terms

Accrued Liability (a/so called Actuarial Accrued Liability or Entry Age Normal Accrued Liability)
The total dollars needed as of the valuation date to fund all benefits earned in the past for current members.

Actuarial Assumptions
Assumptions made about certain events that will affect pension costs. Assumptions generally can be broken
down into two categories: demographic and economic. Demographic assumptions include such things as
mortality, disability and retirement rates. Economic assumptions include discount rate, salary growth and
inflation.

Actuarial Methods
Procedures employed by actuaries to achieve certain funding goals of a pension plan. Actuarial methods include
funding method, setting the length of time to fund the Accrued Liability and determining the Actuarial Value of
Assets.

Actuarial Valuation
The determination, as of a valuation date, of the Normal Cost, Accrued liability, Actuarial Value of Assets and
related actuarial present values for a pension plan. These valuations are performed annually or when an
employer is contemplating a change to their plan provisions.

Actuarial Value of Assets
The Actuarial Value of Assets used for funding purposes is obtained through an asset smoothing technique
where investment gains and losses are partially recognized in the year they are incurred, with the remainder
recognized in subsequent years.

This method helps to dampen large fluctuations in the employer contribution rate.

Amortization Bases
Separate payment schedules for different portions of the Unfunded Liability. The total Unfunded Liability of a
Risk Pool or non-pooled plan can be segregated by "cause,” creating “bases” and each such base will be
separately amortized and paid for over a specific period of time. However, all bases are amortized using
investment and payroll assumptions from the current valuation. This can be likened to a home having a first
mortgage of 24 years remaining payments and a second mortgage that has 10 years remaining payments. Each
base or each mortgage note has its own terms (payment period, principal, etc.)

Generally, in an actuarial valuation, the separate bases consist of changes in unfunded liability due to contract
amendments, actuarial assumption changes, actuarial methodology changes, and or gains and losses. Payment
periods are determined by Board policy and vary based on the cause of the change.

Amortization Period
The number of years required to pay off an Amortization Base.

Annual Required Contributions (ARC)
The employer's periodic required annual contributions to a defined benefit pension plan as set forth in GASB
Statement No. 27, calculated in accordance with the plan assumptions. The ARC is determined by multiplying the
employer contribution rate by the payroll reported to CalPERS for the applicable fiscal year. However, if this
contribution is fully prepaid in a lump sum, then the dollar value of the ARC is equal to the Lump Sum
Prepayment.

Classic Member (under PEPRA)
A classic member is a member who joined CalPERS prior to January, 1, 2013 and who is not defined as a new
member under PEPRA. (See definition of new member below)

Discount Rate Assumption
The actuarial assumption that was called “investment return” in earlier CalPERS reports or “actuarial interest
rate” in Section 20014 of the California Public Employees’ Retirement Law (PERL).
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Entry Age
The earliest age at which a plan member begins to accrue benefits under a defined benefit pension plan. In
most cases, this is the age of the member on their date of hire.

Entry Age Normal Cost Method
An actuarial cost method designed to fund a member's total plan benefit over the course of his or her career.
This method is designed to yield a rate expressed as a level percentage of payroll.
(The assumed retirement age less the entry age is the amount of time required to fund a member’s total benefit.
Generally, the older a member on the date of hire, the greater the entry age normal cost. This is mainly because
there is less time to earn investment income to fund the future benefits.)

Fresh Start
A Fresh Start is when multiple amortization bases are collapsed to one base and amortized together over a new
funding period.

Funded Status
A measure of how well funded, or how "on track" a plan or risk pool is with respect to assets verses accrued
liabilities. A ratio greater than 100% means the plan or risk pool has more assets than liabilities and a ratio less
than 100% means liabilities are greater than assets. A funded ratio based on the Actuarial Value of Assets
indicates the progress toward fully funding the plan using the actuarial cost methods and assumptions. A funded
ratio based on the Market Value of Assets indicates the short-term solvency of the plan.

GASB 27
Statement No. 27 of the Governmental Accounting Standards Board. The accounting standard governing a state
or local governmental employer’s accounting for pensions.

GASB 68
Statement No. 68 of the Governmental Accounting Standards Board. The accounting standard governing a state
or local governmental employer’s accounting and financial reporting for pensions. GASB 68 replaces GASB 27
effective the first fiscal year beginning after June 15, 2014.

New Member (under PEPRA)
A new member includes an individual who becomes a member of a public retirement system for the
first time on or after January 1, 2013, and who was not a member of another public retirement
system prior to that date, and who is not subject to reciprocity with another public retirement
system.

Normal Cost
The annual cost of service accrual for the upcoming fiscal year for active employees. The normal cost should be
viewed as the long term contribution rate.

Pension Actuary
A business professional that is authorized by the Society of Actuaries, and the American Academy of Actuaries to
perform the calculations necessary to properly fund a pension plan.

PEPRA
The California Public Employees’ Pension Reform Act of 2013

Prepayment Contribution
A payment made by the employer to reduce or eliminate the year’s required employer contribution.

Present Value of Benefits (PVB)
The total dollars needed as of the valuation date to fund all benefits earned in the past or expected to be earned
in the future for current members.
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Rolling Amortization Period
An amortization period that remains the same each year, rather than declining.

Superfunded
A condition existing when a plan’s Actuarial Value of Assets exceeds its Present Value of Benefits. Prior to the
passage of PEPRA, when this condition existed on a given valuation date for a given plan, employee
contributions for the rate year covered by that valuation could be waived.

Unfunded Liability
When a plan or pool’s Actuarial Value of Assets is less than its Accrued Liability, the difference is the plan or
pool’s Unfunded Liability. If the Unfunded Liability is positive, the plan or pool will have to pay contributions
exceeding the Normal Cost.
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Authentication of the Records and Table of Contents

Legislative History Research Report Regarding:
CALIFORNIA GOVERNMENT CODE § 20574
As Derived From Former Government Code § 21600
As Added By Statutes of 1982, Chapter 77, § 4, AB 1648 — Chacon

I, Lisa Hampton, declare that this report includes:

Historical documents relating to the above legislation. These documents were obtained by the
staff of Legislative Research & Intent LLC and are true and correct copies of the originals
obtained from the designated official, public sources in California unless another source is
indicated, with the following exceptions: In some cases, pages may have been reduced in size to
fit an 8 ¥ x 117 sized paper. Or, for readability purposes, pages may have been enlarged or
cleansed of black marks or spots. Lastly, paging and relevant identification have been inserted.

Since 1983 LRI has specialized in the historical research surrounding the adoption,
amendment and/or repeal of California statutes, regulations and constitutional provisions
pursuant to California Code of Civil Procedure § 1859 which states in pertinent part: "In the
construction of a statute the intention of the Legislature ... is to be pursued, if possible ....”
Our research and expert witness services have assisted the courts in understanding and
applying the underlying purpose of enactments in countless cases, such as Redlands
Community Hospital v. New England Mutual Life Insurance Co, 23 Cal. App.4th 899 at 906
(1994). LRI also provides similar research for other states and at the federal level.
(Formerly Legislative Research Institute and Legislative Research, Incorporated.)

A table of contents itemizing the documents. This table of contents cites the sources of the
documents.

I declare under penalty of perjury under the laws of the United States and the State of California that
the foregoing is true and correct and that I could and would so testify in a court of law if called to be
a witness.

Execufed August 13, 2012, in Sacramento, California.

Lisa Hampton, Research Director
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Ch.77] STATUTES OF 1982 233
CHAPTER 77

An act to amend Sections 20205 and 20233 of, and to add Sections
201244 and 21600 to the Government Code, relating to the Public
Employees’ Retirement System, and declaring the urgency thereof,
to take effect immediately. |

{Approved by Governor March }, 1982. Filed with
Secretary of State March 1, 1982.]

The people of the State of California do enact as follows:

SECTION 1. Section 20124.4 is added to the Government Code,
to read:

20124.4. Refusal by the system to admit liability pursuant to any
provision of this part shall not be considered arbitrary or capricious

- action or conduct within the meaning of Section 800, or any other
provision of law. '

S(liilc. 2. Section 20205 of the Government Code is amended to
read:

20205. The board may itself make any investment authorized by
law or sell any security, obligation, or real property in which moneys
in the fund are invested, by affirmative vote of at least six members
of the board, or by such an affirmative vote may from time to time
adopt an investment resolution which shall contain detailed
guidelines by which to designate those securities and real property
which are acceptable for purchase. While the resolution is in effect,
securities and real property may be purchased for investment by an
officer or employee of the board designated by it for such purpose,
and sales of securities may be consummated by such officer or
employee under the conditions prescribed. Purchases and sales of
securities shall be reported to the board, on a monthly basis, at its
next regular meeting.

SEC. 3. Section 20233 of the Government Code is amended to
read:

20233. The board shall annually employ a certified public
accountant or public accountant, who is not in public employment,
to audit the financial statements of the Public Employees’
Retirement System. The costs of such audit shall be paid from the
income of the retirement fund. The audit shall be made annually
commencing with the year ending June 30, 1974. The board shall file
a copy of the audit report with the Governor, the Secretary of the
Senate, and the Chief Clerk of the Assembly.

The board, for purposes of Section 7504, may file internally
prepared financial statements with the Controller within six months
of the end of the fiscal year, and shall file independently audited
financial statements as soon as they are available.

Such audits shall not be duplicated by the Department of Finance
or the Auditor General. The system shall be exempt from a pro rata

10 05
Provided by Legislative Research & Intent LLC (800) 530-7613 1982-77 Part1 Page 19 of 138
225



Case 12-32118 Filed 08/14/14 Doc 1675

234 STATUTES OF 1982 [Ch.78

general administrative charge for auditing.

SEC.4. Section 21600 is added to the Gavernment Code, to read:

21600. The board shall have a lien on the assets of a terminated
contracting agency, subject only to a prior lien for wages, in an
amount equal to the actuarially determined deficit in funding for
earned benefits of the employee merbers of such agency. Such
assets shall also be available to pay actual costs, including attorney
fees, necessarily expended for collection of such lien.

SEC. 5. This act is an urgency statute necessary for the
‘immediate preservation of the public peace, health, or safety within
the meaning of Article IV of the Constitution and shall go into
immediate effect. The facts constituting the necessity are:

In the recent past, the Public Employees’ Retirement System has
experienced a number of contracting agency terminations and
reformations. In order that the protections afforded by this act to
related members and beneficiaries may teke effect at the earliest
possible time, it is necessary that this act take effect immediately.

CHAPTER 78

An act relating to courts, and declaring the urgency thereof, to
take effect immediately.

" [Approved by Governor March 1, 1982. Filed with
Secretary of $tate March 1, 1982.]

The people of the State of California do enact as follows:

SECTION 1. The Legislature hereby finds and declares that:

(a) In providing for the establishment of the Placer Municipal
Court District by Chapter 882 of the Statutes of 1981, it was the intent
of the Legislature that there be an orderly transition from the
superseded justice court districts to the new municipal court district,
established by that act, through the normal election process for 1982
which is open to all persons eligible pursuant to the Constitution for
the office of municipal court judge within that district.

(b) This act is declaratory of the intent of the Legislature in
enacting Chapter 882 of the Statutes of 1981.

SEC. 2. (a) The new municipal court judges established by
Chapter 882 of the Statutes of 1981 shall be elected at the June 1982
Primary Election in the manner provided by law.

(b) Any person may file for candidacy for these offices of
municipal court judge in accordance with provisions of the Elections
Code and the candidates shall not be limited to the judges of the
previously existing judicial district court districts whose terms will
have expired on the operative date of Chapter 882 of the Statutes of
1981.

(c) There shall be no further elections for positions within the

10 065
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L PUBLIC EMPLOYEES’ RETIREMENT SYSTEM -
FLOOR STATEMENT
MB 1648

AB 1648 15 SPONSORED BY THE PUBLIC EMPLOYEES' RETIREMENT SYSTEM
AND ENACTS MINOR POLICY AND TECHNICAL CHANGES TO THE RETIREMENT LAW,

THERE 1S NO OPPOSITION TO THE BILL THAT I AM ANARE OF, AND IT IS
SUPPORTED BY A NUMBER OF ORGANIZATIONS, |

THE BILL HAS ONLY MINOR ADMINISTRATIVE COSTS A&@fl‘AéK FOR AN
AYE VOTE,

;2; ?CFCfJLC
| . T8
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BACK-UP INFORMATION

" ON
| | | AR 1643

SECTION 1, ProviDEs PERS WITH THE SAME PROTECTION GRANTED INSURANCE
COMFANIES WHO TSSUE ANNUITY POLICIES IN THAT MERE REFUSAL TO PAY A
BENEFIT SHALL NOT IN ITSELF BE CONSIDERED ARBUTARY OR CAPRICIOUS ACTION
ENTITLING THE PLAINTIFF TO UP To $1500 IN ATTORNEY'S FEES,

SecTioN 2, ReQUIRES s1X PERS Boarp MeMBERS (A MAJORITY OF THE 11
MEMBER DOARD) TO APPROVE INVESTMENT DECISIONS, CURRENT LAW REQUIRES FIVE,

SecTioN 3, Ackows PERS To FILE AN UNAUDITED FINANCIAL STATEMENT WITH
THE STATE CONTROLLER WITHIN THE § MONTHS REPORTING REQUIREMENT OF THE
-/ GOVERNMENT CODE AND TO FILE AN AUBITED REPORT AS SOON AS IT IS AVAILABLE,

PERS, wiTH some 1200 LocaL empLovERs AND 1100 scHool DISTRICTS IS
NOT ABLE TO COLLECT, PROCESS, RECONCILE AND BALANCE ITS ACCOUNTS AND
SECURE AN OUTSIDE AUDIT OF SUCH ACCOUNTS WITHIN THE SIX MONTHS TIME FRAME
OF EXISTING LAW, THIS BILL WOULD GIVE THE CONTROLLER 99% OF THE REQUIRED
INFORMATION WITHIN THE TIME LIMIT, THE CHANGES TO THE STAFF REPORTS BY
THE AUDITORS ARE GENERALLY VERY MINGR IN NATURE,

SEcTioN 4, RepeaLs PERS SUBROGATION PROVISIONS WHICH REQUIRE THE
o RETIREMENT SYSTEM TO SEEK RECOVERY OF ANY. BENEFITS PAID WITH RESPECT TO
l INJURY OR DEATH OF A MEMBER CAUSED BY A THIRD PARTY, AFTER THE IMPOSITION
} ~ OF ATTORNEY'S FEES AND COURT COSTS AND ANY L1ENS BY HORKHEN'S CONPENSATION,
DISABILITY CARRIERS; Erc;.Tﬂﬁ REMAINING RECOVERY 1S USUALLY DIMINISHED
‘SUBSTANTIALLY AND_PERS-IétTHEN REQUIRED T, IN MOST CASES, DEMAND HALF

Provided by Legislative Research & Intent LLC (800) 530-7613 1982-77 Part1 Page34 of 138
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"‘. OF WHAT IS LEFT, THIS CREATES BAD FEELINGS AMONG MANY MEMBERS AND
OCCUPIES A GOOD DEAL OF PERS STAFF TIME,

SecTioN 5, GrawTs PERS A LIEN AGAINST‘ THE ASSETS OF PUBLIC AGENCIES
WHO HAVE TERMINATED THEIR MEMBERSHIP IN THE SYSTEM, USUALLY AS A RESULT
OF AGENCY DISSOLUTION AND BANKRUPTCY, AND WHO HAVE UNFUNDED LIABILITIES
OWED To PERS FOR VESTED EMPLOYEE BENEFITS AND HAVE NO ABILITY TO PAY SUCH
[LIABILITIES.

PERS 1S CURRENTLY ONLY AN UNSECURED GENERAL CREDITOR.
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~- g TO Assemblyman Chacon Date July 29, 1981

Room 2191
__SENATE COMMITTEE ON PUBLIC EMPLOYMENT and RETIREMENT State Capitol

HVVJVWBILL ANALYSIS - BACKGROUND INFORMATION

Room '5130 State Capitol

e

Sacramento,>CA”79381ﬂ“***“~”“

\ .

Your bill, number AB 1648 has been referred to our Committee.
The Committee meets on The first and third Monday of each month at
1:30 p.m. in room 2040. Please indicate the next hearing date you
would prefer your bill be set for 8/10/81 . If you
are not yet ready to set this bilT you may call our Committee
Secretary, Mary at 5--8958 when you are ready to do so.

In order that we may give your bill the best possible consid-
eration T am asking that you (or the person sponsoring your bill)
answer the following questions. I would very much appreciate your
returning this form as soon as possible as I plan to prepare our :
analyses as soon as we receive each bill assigned to our Committee..
Your cooperation will be a great help.

l. Source:

a. What group, organization, governﬁental'agency, or other
person, if any, requested the introduction of the bill?

bPublic ﬁmployees'Retiremeﬁt System

b. Which groups, organizations, or governmental agencies have
contacted you in support, of, or in opposition to, this
bill?

California State Firemen's Association,Inc.
PERS

c. If a similar bill has been introduced at a previous
session of the Legislature, what was its number and
what year was it introduced?

d. Has there been an interim committee, task force, univer-
sity, -or other report on the bill? If so, please identify.

u;z. Purpose:
'What problem or deficiehcy; under_exisﬁing law, does this "”‘_ '
bill: seek to remedy? e Ty ' ) RS
' seeks to enact minor policy and techical changes to the

. If you ﬁ§§§1§ﬂ§nfu%€ﬂér'background;information or material relating
| to the bill, please enclose a copy of it or state where the infor-
- mation or material may be obtained. Thank you. | ' |

| .

' ROBERT C. BISSONNETTE

L -
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AB 1648 (Chacon) 8/5/81 Senate P.E. & R. A

. page 5 ' B
1l

6

Section 4 4

: 8

. '\Repeals PERS subrogation provisions,

Explanation

Whe PERS beneflts are payable wyth respect
Jjury or death of a member/prox1mately
a third party other fh@h the
he PERS Board may, op behalf of
the System,\receive from such part an amount
equal to theNesser of eithep/ (1) one-~half
of the actuarigl equlvalen%ﬂof the benefits
. provided by the\System, 013;'(2) one-half of
the remaining ba %ﬁfe of ,/£he amount recovered

employer,

after allowance of\ that /amount which the
employer or its insWrapce carrier has paid
or become obligated B pay.

The pursuit of -éﬁ%o ation rights has
been an expensivey , time~consuming
process. EvolvifAg case law is reducing the

. System's net regcovery and making recovery
more diffic;%{

Piscal EffeCt

PERS &xpects to collect some $186,000 in
fiscal Aear 1979/80 after administrééiye
expenges.. ' : .

Section 5
Amends the PERL to grant to the PERS Board
of Administration a lien on 'the assets of

insolvent terminating contracting agencies
second only to wages.

~-MORE-
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AB 1648 (Chacon) 8/5/81 "Senate P.E. & R. A
. page 6 . : ‘ B
1
6
Explanation 4
' 8
. A wide variety of fact situations have
: arisen in recent months involving the
e dissolution of member agencies, the transfer

of functions or a portion of the workforce
of member agencies, the consolidation or
reformation of agencies, the transfer of
state functions to local systmes, the
possible transfer of state functions to
- private industry (the U.C. weapons labs),
etc. In the even an agency is unable to
provide for the payment of the vested
. retirement liabilities of its employees,
PERS is in the position, essentially, of
~an unsecured creditor. Current retirement
law does not provide any priority for
retirement obligations. If we are unable
to secure adequate financing, member benefits
must be proportionately reduced, both for
: .current and future employees. This bill
would follow traditional wisdom that
. retirement contributions are, in reality,
deferred compensation, by establishing a
lien against agency assets second only to
wages. The purpose is to secure the
employees' retirement rights before the
assets of the bankrupt agency are dlstrlb—
uted to holders of materialmen and

.' contractor's liens.
Fiscal Impaet;
S Will depend on individual 51tuat10ns -
expected to. be nominal.

o |
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4 * CERTIFICATE OF CORRECTNESS ) .

1, Mareh Fong Eu, Secretary of State of the State of Calffornia, do hereby certify that the faregoing
measures will be submitted to the electors of the State of California st the GENERAL ELECTION to be
‘held throughout the State on November §, 1999, and that this pamphiet has been corrsctly prepared in .
accordance with law. ’

Tel
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%
T
el

e o

Witnoss my hand and the Great Seal of the State in Sacramento, Callfornia,
this 10th day of August 1992. :

Wkanch s G

MARCH FONG EU
Seoratary afsmaj

Exhibit 3 Page 32

236




L

Case 12-32T18  Fited U8/ TA7T4~ " DOC TE 7S ==

Seerctary of State
SACRAMENTO B5814

Dear Californians:

This is your California Ballot Pamphlet for the November 3,
1892, ‘Genersl Eleerion, It contains the ballot title and a short
summary provided by the Attornev General. the Legislative
Analyst's snalysis and an overview of the state bond debt, the pro
and con arguments and rebuttals. and the complete texts for
Propositions 153 thraugh 167. It also contains the legislative votes
cust for and agninst each measure proposed by the Legislature,
Shémld any other measures be added to the ballot at & later date,
materfals relating to them will be sent in & supplementel ballot
pamphlet. This election, st the suggestion of the Californis

Cemmlssion on Campeign Financing, 8 private, non-profit -

organization, we are also including summary informetion
regarding the meisures. Statements from political parties about
their philosophies and purposes are also included. ‘

Many rghts and responsibilities go along with citizenship.
Voting is one of the most important, as jt is the foundation on
which our demoeratic system is built. Read carefully all of the
measvres and information about them contained in this
pamphlet. Legislative propositions and citizen-sponsored
inftiatives are designed specifically to give you, the electorate,
the opportunity to influence the laws which regulate us all,

Take advantage of this opportunity and exercise your rights by
voting on November 3, 1962,

Please note that Proposition 153 is the first propositien for this election. To avoid confusion with past
meusures, the Legislature passed a faw which requires propositions to be numbered consecutively starting
with the next number after those used in the Navember 1988 General Election. This numbering scheme
runs in twenty-vesr oveles,
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162 Public Employees” Retirement Systems.

Initiative Constitutional Amendmenit. .

_ Official Title and Summary Prepared by the Attorney General

PUBLIC EMPLOYEES RETIREMENT SYSTEMS.
. INTTIATIVE CONSTITUTIONAL AMENDMENT.
» Grants the bosrd of a public employee retirement system sole and exclusive authority over tnvestment
decisions and administration of the system.
* Requires board to administer system sa 8s to dssufe prompt delivery of benefits to participants and
beneficiaries,
» Provides that board's duty to pare:czpmts and beneficiaties takes precedence overany other duty.
# Grants board sole and exclusive powar to provide for actuarial services,
% Prohivlts changing number, terms, and method of selsction or removel of members of boaxd without
spproval of voters of the jurisdiction in which participants of the retirement system are emplayed

- Summary of Legisiative Analyst's
Estimate of Net 5State and Local Government Fiscal Impact:

» Unknown fiscal effect from giving public pention boards complete authority over assets and

administration of the systewms.

» Potential costs to emplovers a5 a result of public pension system giving highest priority to providmg
benefits to members and their beneficiaries

s Annusl savings of §1 million to 83 mifllion to the state’s: Public: Ernployees’ Retirement System for
actuarial services, J

36
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Analysis by the Legislative Analyst

Background

Public pension systems In California provide
retirement benefits to & wide range of state and local
government enployses—such a3 teachers, Hrefighters,
and police officers. The lsrgest of these pension svstems
are the state’s Public Employees' Retirement System
{PERS) and the State Teachers’ Retirement System
(STBS). In addition, there are over 100 other public
retirament systems that serve counties, cities, special
districts, and the University of Califosriia.

Funds for payment of retirement benefits under these
public retirement systerms come from assets held in trost
by such system's governing board. These assets include
contributions from employees and employers, plus
income earned on the investment of these contributions,
The members of many public retrement systems elect
some members of their governing boards. The State
Coristitution requires each board to use find assets to:
(1} provide benefits to members of the system and thelr
beneficiaries, (2) minimize employer contributions; and
{(3) pay reasonable administrative costs,

The Constitution specifies the genersl authority and
responzibilitiss of public pension systems. Within these
limity, the Legislature cun change various edministrative
functiors and activities of public pension systems. For
example, recent legislation removed the actuarial
function from the PERS Board snd placed this function
under o State Actusry appointed by the Governor und
confirmed by the Legislature. {A primary function of the
actusary is to detarmine the employer's annual
contribution rate.} In addition, vecent legislation also
allowed the use of certain PERS asséts to vffset employer
contribution ¢osts,

Proposal

This mensure makey several changes 1o constitutional

pravisions related to public retirement systems:

» [t gives the board of each public pengion system
complete au )
assets and for the actuarial function. (This would
have the effect of returning the PERS actuaris]
Fenction to the PERS Board.)

# Each board must continue to provide benefits to
members of the system and their beneficiaries,
minimize employer contributions, znd pay
reasonable administrative costs, The measure,
however, specifies that each board is to give Aighest
priority to providing benefits to members and their
beneficiaries.

« The measure specifies that the Lagislature cannot

thority for sdministration of the systom's |

change terms and conditions of board membership
(for hoards with elected employee membersi unless
a majority of the persons registeved to vote in the
jurtsdiction of the retirement system approves the
change. For example, a change in a county
retirement system's board membership would
require a countywide vote.

Fiscal Effect

The measure could have the following fiscal impacts
on state and local governments.

Adminigtration of dssefs. Giving complete suthority
for-administration of public retirement system assets to
the governing boards could reduce oversight of these .
activities by state or local government, This would have
an unknown effect on the costs of the systems.

Actuarial Responaibilities. The boards of most
public retirement svstems have the responsibility for the
potvarial function, As moted above, the responsibility for
this service for FERS was recently transferred to an
actuary appointed by the Governor. By returning the
function to PERS, this measure would have two fiscal
effects, First, there would be annual savings in the range
of 81 rniilion to 83 mdilion, ag it appesrs that PERS cin
now perform the task at less cost than an outeide actuary,
These savings would be reslized by sll the public
employers in the PERS systern. Second, there would be
an unknown effect on the cost of employer contributions
resulting from potentially different sssumptions by an
agtuary responsibla to the PERS Bosrd, tather than the
Govemnor, o

Roard Responsibility fo Pension Membery, The
requirerment that pension system boards give highest
privrity to providing benefits to moembers and their
benaficlaries could result in higher casts to emplovers. As
discussed sbove, providing benefits is curvently one of
three basic, and equsl, responsibilities of the pension
boards. Placing bendéfity as the highest priovity could
resalt in higher costs to employers if board decisions
inerease benefits without equal consideration to the cost
for those benefits, These potential vosty are unknown,
gngr;rf dependent on future decisions of pension svstem

[ v . |

Vaote on Legislative Chonges. The provision
tequiring a vote within the jurisdietion of a pension
system to approve legislative changes to the pension
systern board could result in increased election-related
dosts, The average annosl costs for these elections,
however, probably would not be significant,

For text of Proposition 162 see page 70

)
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Public Employees’ Retirement Systems.
Initiative Constitutional Amendment.

Argument in Favor of Preposition 162 .

Do vou balieve politicians should be able to raid the
pension funds of retireas?

That's exactly what théy have done—and will continue
to do—unless we pags PROPOSITION 162, :

A YES§ vote on PROPOSITION 162 will prevent.
politicians from raiding the pension funds of frefighters.
police officers and other active and retived peblic
employees. '

It's not right to allow politicians to' balapce their
budgets on the backs of seniors and retivees, For many
retirees who have worked hard all of their Hves, their
only source of dignity and security is the pension thev
earned, They depend on. those pensions bo survive.

1t is mormlly wrong and ynfair to take that away from
them. But politicians keep doing it:

And let's fane ft—if the politicians are allowed 1o Thid
public _ﬁlenslon funds today, qgfate pension funds will be
next, The big difference s that taxpayers are nltimately
responsible for public pensions. And that means
taxpavers will be socked i huge future tax increases are

needad to puv back (nmorrow the finds polideians loot
from public pension furids today,

That's why senior citizens, taxpayer groups and active
and retired people thiougheut California ere-united in
support of PROPOSTTION 162. L

']Ij_s' it any wonder that more than 1.2 MILIION of oyr
neighbors si%ned petitions to place PROPOSITION 162
on the ballof? ' . ,

The politicizhs won't do the right thing; but we can!
Vote YES on PROPOSITION: 162

CHARLES CARBONMARO :
Chairman: California Stole Legtslotive Cammiitee
Amurizan Awsociation of Rerired Peryuna [AAREP)
-PETER J. KANELOS

Exveutive Director,

RExporrible VOisrs for Lower Taxey (REVOLT}
CLIFFORE F, HASKELL

Rethred Pirefighter

Rebuttal to Argument in Favor-of Proposition 162 ~

PROFPOSITION 162 DOESN'T FROVIDE
ADDITIONAL PROTECTION AGAINST PENSION

RAIDS.

The Califorpia Coastitution already protects public
pensions, And the iden that only “poeliticians” raid
pensions is ludicrous: State retirgment boards took aesrly
4 billion dollars out of state pension investments in the
1980s, to fund a special reserve account. Proposition 162
does mothityg to stop these buresucrats froin eondutting
their own 'raids.” . ’

PROPOSITION 162 15 TOU RISKY, T

. The state pension bosrd haw plready been caught
making bad bvesunents: they bave invasted millions in
junk bonds and speculated in visky real estate ventures.
Proposition 162 would give these boards even more
indépendence. That's a 5k we are simply not prepared

to 3 s
PROFPOSITION 162 ENDS TAXPAYER QVERSIGHT.
Peusion boards corrently have to balance the interests

of taxpayers with those of retirees, This {5 only fair, since
riearly 35 billion a year in ta¥ dollars go toward public

ensian funds. Proposition 162 destroys this. balanes, and
instead reqiires gension bourds tov make increased
benefits their number one priority, regardless of
taxpayer cost. Next, Proposition 162 takes away nearly all

authorityof thie exseutive and légisiative brinches to

oversee pension bpard dectsions, So taxpayers would
ha;g fio why to keep. thése botrds accountable for their
actons. T e .
REIJECT THE SLICK CLAIMS BEHIND

PROPOSITION 162, PROTECT PENSIUNS AND
TAXPAYERS BY YOTING:NO ON 162,
‘ RICHARD GANN

President, Paxi Cann Citizeny Commitire

President, Colifernia Toxpayers Association

38 Argumenty printed on this page are the apiions of the authors end have nit boan checkéd for gocuracy by any official agency, GB2
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162

Argament Against Proposition 162

Proposition 162 doesn't ?wtec; pensions, it protects
the bureaucrats who have failed to curb rampant fraud
and abuse in state and local governnient retirement
systems.

Yoting NO on P{%pasitian 1621 the only way to
PROTECT FENSIONS AND TAXPAYERS: _

State anditors in 1990 found pension abuse in 75% of
cities studiedwwincluding one tase where ¢ former eity
manager was collecting a $135,000 enpual pension when
hiy top salary was only 888,000, The Legislsture quickly
suthorized state pension offivials fo hire six new
auditors--—Dut fnore than a year later, NOT ONE NEW
AUDITOR HAD BEEN HIRED,

STATE RETIREMENT BOAAD MEMBERS
INVESTED IN JUNK BONDS, ACCEPTED TRAVEL
JUNKETS AND WERE WINED AND DINED BY
SPECIAL INTERESTS, AND FAILED TO SPQT
OUTRAGEQUS FRAUD,

. Proposition 162 would give the buresucrats.at the
heart of this scandal more independence and more
power~—and make it harder for taxpayers to ensure these
retirement funds are properly nmlaged. .

PROPOSITION 162 ENDS TAXPAYER OVERSIGHT
QF STATE BETIREMENT BOARDS. Last vear, in the
middle of a revession and a budget crisis, the PERS board
voted to pay its top buresucrat §110,000 2 year, The State
Controller bioekeg this pry increase, but would have no
authority to stop other outrageous salary hikes if
Proposition 162 becames law, )

Proposition 162 would end the mandatory use of
outside independent experts—called actuaries—to
revigw the amount of moneyv taxpayers pay into the state
retiremnent system. Proposition 162 would take away this
independent voice in determining taxpayver
rontributions to the nation's largest pension fund.
THAT'S JUST TOO RISKY.

And Proposition 162 also dictates that retirement

bosrds alone would have absolute authority to determine
the amount of money taxpayers must contribute to state,
school and lecal government retirement funds each year,
Retirerment boards would be abie to demsnd from
taxpayers excessive contributions when the retirement
system is averfunded, And (n Future budget erises.
retirement costs could soar while vital poblic services are
cut to the bone.

BY TAKING MORE TAX DOLLARS THAY
NECESSARY, RETIREMENT BOARDS COULD
FORCE MORE TAX INCREASES ON CALIFORNIA.

The interests of taxpayers and state and [ocal
governwment retirses are balanced garefully under
current law. But Proposition 162 upsets that balance, and
the taxpayers end up losing,

Proposition 162 requires retirement boards to make
providing or increasing beneflty their number one
priority, regardless of the costs to the taxpayers, A
majorify of contributions to the pension fund comes from
the taxpayvers each vear, PROPOSITION 182 WOQULD
REQUIRE A PENSION BOARD TO DISREGARD THE
INTERESTS OF TAXPAYERS.

Bureancrats have long employed seare ractics to get
more money from. the taxpayers, and Proposition 162 is
based upon a colossal and phony «laim that public

'pension funds are at tisk, They are aot. State and local

government pensions are slresdy protected by
California’s Constitution, And this initistive does not
change any existing constitutional protections of
rebirement funds. \
. Vote no on Proposition {62,

LARRY McCARTHY ,
Prosident, Californio Tazpayers’ Asociation

RICHARD L CANN
President, Pawl Gann'y Citizens Commiites

Rebuttal to Argument Against Proposition 162

Opponents of Proposition 162 are tryving to misiead the
voters,

The central purpose of this measute is tg STOP
POLITICIANS FROM USING PUBLIC PENSION
FUNDS TO BAIL THEM QUT WHEN THEY FAIL TO
KEEP COVERNMENT SPENDING UNDER
CONTROL.. Pension funds should be used to provide

romised benefits for retired workers, not as ¢ slush fund
or politicians.

Proposition 162 has nothing to-do with auditors who v

investigate sllaged pension abuse, In fact, state pension
officials were unable to hire mare auditors because the
politicians delaved funding for the positions.

Nor does Proposition 162 have anything to do with
rétirernent bene?it levels, Only legislative bodies elected
by voters and voters themselves have the power to set
henefit levels. .

PROPOSITION 162 does have something to do iwith
vaxes. 1t prevents taxpayers from being gouged in the
Future to pay back pensiun money lnoted by politicians,

Senjors and taxpayer groups who have carsfully read
Proposition 162 agree that the real issues are protecting
pension funds and texpayer dollars.

Pansion fund security is crucial to retired workers wha
are struggling to pay for food, shelter and health care,

And preventing pension ratds is crucisl fo all
tazpayers to avoid fuiure tax incredses that would be
needed to pay back the money taken by politicians.

Because politiclans have repentedly tried to loot
hundreds of millions of dollars from public peasion
systems, Proposition 162 is needed to KEEP
POLITICIANS HANDS OUT OF THE TILL

Vote Yos on Proposition 182

DERRELL KELCH
Provident. Califorssia Seniory Costition
PETER J. KANELOS

Ereeutive Director,
REspanrible YOter for Lowsr Taxet (REVOLT)

G982 Arqumvents printod on this puge are the opinions of the suthors ind-have ot hewn checked for accuracy by any official agenay. 38
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-  Calendar No. 436
e } ST f e

TO AMEND THE BANKRUPTOY ACT—MUNICIPAL
INDEBTEDNESS

Fosnuary 28 (calendar day, Magos b), 103¢—Ordered to be printed

Mr, Npuvy, from the Committes on the Judidiary, submitted the
following

REPORT
[To accompany H.R. 5950]

v

The Committes on the Judiciary, having hed under eonsideration
the bill (H.R., 6950) to amend an not entitled ' An agt to establish a
uniform system of bankruptoy throughout the United Sfintas”,
approyed fuly 1, 1898, and acts amendatory thereof and augp emen-

_tary thereto, report the same fovorably to the Senate end recom-
mond that the bill do pass, L _ -,

The purpose and effect of this leglslation are set out in House
Report 207, which accompanied this bill in the House of Representa-
tives, and which is hereby adopted as the report of the Committee

~ on the Judidiary of the Senate, as follows:

The ocontrolling dpurpoaes of the bill are to provide a forum where dlstressed
sitles, counties, and minor polltioal subdivisiong, deslgnated In the hill ae !'taxing
districts’’, of thofr own volition, free from_ all goorolon, may meet with thelr
preditors under the necessary udoial control and asslatance (n an efort to effect
an adjustiment of tholr dnanclal mattors upon a plan deemed mutually adyan-
trgooue,  If B Hlan le agreed upon by the taxing distrlot and ite creditors hold
two thirds in amount of the olaims of eagh olass of Indebtediess, and if the cou
i natizfed that the plan i workable and equitable, It smay confirm the plan, and
the minority oredif-m are bound thereby, . :

The genersl LBM of this bill, aq maibo peon from the fomgolgg» Is substuntially
that of the bills amendatory of the Bankruptoy Aot dealing tn rallronds and
deallng with corporstions, which.bave becn approved by the Honwe,

THN CONSTITUTIONAL POWEES AND DUTINN OF JONGRNES

A I’rﬁozliouf&gm quotation s $akoen from sn aplolon given by the Attorney General

p“App{'omM;:g the question whether Congress may enact any form of bank-
ruptoy legislation applicable to muniolpalities, It showld be borne in mind that
Con slone onn ¢footlvely set. The Conatitution prohibits the Btates from
onaociing any law ‘lmpalring the obligation of contracta’; and this probhibition

243

e Ty prTmmeemea e s




" nary romodies with re

TrTmTTCaseT12-32118 "Filed 08/14/714  Doc 1675

2 AMEND BA.NE.BU;PTOY AOT-—MUNICIPAL INDEBTEDNESS

oovers & law dinoharglrg Inaolvent debtors from Habilities Incurred prior to (ta
passage,'’  (Sturges v, Crowninshield, 4 Wheat, 122/) i

The oommittee conours in this op{i)ion; and {8 convinced that because of this
Umitation upon the power of the Bintes contained In the Fedorn Constitution the
Btates do not pogsess the power nocessary effeotively to doal with the situation
which exists with regard to bnnkru?t tax(ng distriels,

In the hearinge before the commities It wns disolosed that ne of date March 25,
1033, there were peattored nmong 41 States, 805 oltles, gountles, taxing districts
ste,, designated in this blll as *$axing dlseriots.," which wore In aobual _d,ofnulé
with the number now well above 1,000, with many othors threatonod with defanl$,

The committes Is alto sonyvineed thab a large majority of holdors of the nbllga-
tiong of these taxing dlstriots deaire the ensoiment of this proposed loglslation,

The sommities has alao taken Into eonslderabtlon, and regards of groat impor-
tance, the puplis necassity of making it'possinla for eities, by mutual and effcotive
agreomont with their ¢reditors, so to adjuat their oxisting indebtedncas an to earry
forward without too hurtful a diminution the disohinarge of their governmental
dutfes of fire, poles, and sanitary protection, and edueation, nnd meot the in«
oralﬂsego ]ﬂ"dm incident o caring for those who must seok public assistanca In
orrder ve, '

'PHIA BILL DOEB NOT HXTEND THE FEDERAYL JURIEDICTION OVER THE 8TATRHE OR
OVER ANY OF THEIR BUBNIVISIONSE

These defaulting toxing distriets may now hs'sued by nonrcsidonts in Fedoral
courta &s & private person yoay bo suoed for deht) and by mandamus midy bo oormn-
pelled to levy tho nocossary tax to meeb pnast due obhigations, and their officors
may be sent to jail for eontempt if thoy refuse to proceed to the 5ovy and collevilon
of tho neogssary toxes, ,

Tois bill would suspond tho oxoroiso of that Fadoral power during the reasonahble

" Yime provided by the blll whilo n naw plan possible of heing earriod ouwt Is in procoss

of formulation, :

This bill doss not pormit a taxing district to Lo forced into court.  Only upon
fts own.initlative and potitlon oan & taxing dlstriot hocomo subject to e juris-
diotion of the bankruptey oourt under this bill,.

The bill is not only temporary, mado 8o by a spoolfic Hmitation of 2 yeors, but
it te also epeclfloally providod thut ns soon as the final doareo i entersd in an
casa tho Foderal court hoforo which the roadjusimont has boen offooted shall
bnmedlately oease all Jurisdlobinn, loaving tho partles to thelr prossnt mid ordi-

oronce to all mattors connected with the plan which may
Jatar gome Into gontroveray. As a further Jinitation upon Fodoral powor and in
roapeot for tho rights and roaponsibilities of the Statos, 1t Is providod ns follows!

(1) Nothing oontnined In thia shaptor shatl he condtried to Umit or Impair
the power of any Stnto to control by loglslation or othorwlso any politten! anhei-
vislon thercof in tho exarclan of {ts politieal or govommontul powers, [ncluding
expenditures therefor and [neluding the power te require the approyal hy any
governmontul agenoy of tho State of the Nling of nny potitlon heroundor nned of
any plan of ropdjustinant, nnd whonovor thoro ahall axlst or ghpll heroaftor he
oroated under the law of any Stnto any mioncy of suoh Stato nuthorised to oxor-
cleo suporvision or control gvor the fikenl alfaira of all or any politicen] subdivisions
therso hnnd whieonovor suoh agonoy his nsstmed suoch suporvision or ¢antrol ovor
any po
recofvod heroundor unlesy nocompaniod by the writton approval of suoh ngenoy
ang ho tp!nn of repdjustniont shall be pnt hito temporary cifest or finally confirmed
without the writton a?proval of suoh agonoy of suoh plana.”

‘I'hig bill infofnr an 164 coorclve features are oonoernud s dirootod dolely ngainst
the nonconsenting minorlt{ holding out, often, for {ts pound of flesh agaiust tho
%ud gmont of two thirdas of the other oreditors and againet n taxing diabriot wnable

“to puy acsording to the prosent terme of its oxisting ndohiodness, and In a sarmo

holding oub againat the court of bankruptoy oharged by Lho Vermu of the bill that
hefore it may appenve i, the ?ndga must hear ob}'eoglons to thoe plan and find
that the plan {a falr and eruitnblo, ‘ -

The mechanios of tho blil are aubstantially those of the two amendmants to the
Bankruptoy Aot which are farallior to the Houss and whioh have beon approved by

the House,
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MINORITY VIEWS

A minority of the Senate Judiclary Committee, o which was re-
forrod H.R. 6950, to amend the Bankruptoy Act of 1898, as amended
and supplemented, foels that such bill ought to be rejected,

The recommendstion that such bill be rejected is based upon two
propositions: First, that said bill is unconstitutional; second, that the
poliey of enacting such legislation is ill-adyised,

In"support of the position taken bg' said mejority of snid subcom-
mitteo, 1t is respeot{ully submitted that the constitutionelity of said
bill has beon the aub?gft of prolonged and highly controversial dis-
cussion, It is the opinion of thie undersigned that the weight of the
authorities is to the effect that the bill is unconstitutional,

1¢is proposed by this legislation that any muuicipelity or othor

political subdivision of any State, including any county, city, borough,
village, parish, town, or township, unincorporated tax or special
assessment district, and any school, drainege, irrigation, leves,
sower or paving, sanitary, port, improvement, or other districts may
file petitions in courts of ,bnnkrupt.ay stating that the taxing district
is insolvont or unable to meet its debts as they mature and that it
is desirous of effecting & plan of resdjustment of its debts upon the
basis of its capncity to pay. Subject to numerous conditions con-
tained in the bill, the judge of the United States district court may
approve or disapproye the petition and the plan for refunding the
debts of the }}o tioning munioipality. If the plan be approved, the
final doores of snid court shall discharge the taxing district from those
debts and liabilities denlt with in the plan and upon such confirma-
“tion tho provisions of the plan and of tho order of confirmation shall
ho binding upon (1) the taxing distriot, and (2) all creditors, secured
or unsecured, whether or not affected hy tho plan, and whether pr not
thoir claims shall have boen filed or evidenced, and if flled or evidenced,
whother or not allowod, including creditors who have not, as well as
thoso who have, accented i, It is submitted that tho grant of above
powers to o court of bankruptey s an intorference with the powers,
rights, and privilegos of tho sovoreign States, :

It is ncndomio to suggest thab the political units named in the bill’
are subdivisions of nnd agencies of tho State, Such subdivisions and

ngoncles are created by the State to carry out, in given localities, the

business and funotions of tho State, Thelr authority is limited ¢o

the powers Emntod thom under the oonstitution of the State, its
statutos or by chartor. Such powers must be exercised in striot
complinnee with such grants of power, Upon no other theory could

tho deleg&t;’on of the power to tax, being a legislative function, be .

dolegated to suoh political units,
By this bill, the Federal oourts are engowered to revise and recast
the debts and obligations of the subordinate governmental agencies

of the States, They are empowered to alter and nullify the laws
' 3

245

TreTT e CEasE12-32118 T Filed 08/14/147 Doc 1675 -




" Case 12-32118 “Filed 08/14714 "DoE1675 T v

4 AMEND BANEBUPTOY AOT—MUNIOIPAL INDBBTEDNESS

* theretofore enaoteci by thé States and the ‘ordinances of the States’
* gubordinate governmental agenocies exsroising the power of taxotion,

It proposes fo discharge the municipality and its officers from the
duty imposed by State law to Jevy taxes to pay thie debts and obliga-
tions of the municipnlity, These tax lovies once fixed become liens
which should not be interfored with nor nullified by Federal govern-

‘mental action, :

The opipion of the Attorney General’s office 'renderec‘:l to the
Judiociary Committee of the House attempts to draw a distinction
between the proprietary and public capacitics of a municipality and

concludes as follows:

In oy opinlon the private or propristary gapmeity of a munloipality i suffi-
clently distinet and definite to bring It within the purview of the bnnkrui)to,y
power of Congross whero tho Btato, s the reprosontative of the munioipality’s
govermental Tunctlons, has givon (s sonsent.

It developed at the hearings that thers is no recognized or uniform

line of cleavage determining when & municipsl unit is acting in g pri- -

vato or proprietary capecity and. when it is functioning in a publie or
governmental capacity, Such distinction is purely of judieil origin
to relieve the harsh rule denying recovery agninst municipalities for
negligence of inferior officers and sorvants in the porformance of
dutios connected with cortain public activities. It hnsno application
to the income, property, contrncts, debts, bonds, approprintions, or

~ tax lavies for such publio notivitics,

It is impossiblo to envisage & soversign State as subject.to bank-
ruptey courts. The power of the States and their subordinato gov-
ernmontal agancies to borrow money, ineur obhgatlons and flx tax
lavies is ossenlially o function of the sov-arpigln Strtes, logislntive in
nature, and cunnot he dologated to tho juclicisl branches of the
Statos, much less to the {j\tdiexnl branches of a foreign sovercignty.

In view of the above facts, the undersigned are of tho opinion that
the Federal Govornment s without power or suthority to oxercise
jurisdiction over or interfere with the sovercign States or their sub-

divisions and agoncios ag provided in H.IR, 5950,
T} POLICY OF THR DILL

Aftor thorough public hearings and invostigation, the wndorsigned
are of tho furthor «)Pinion that, in the ground of policy as Wcﬁl’1 o8
legality, the bill pught to he rejeeted, ‘

As 8ot out in tho roport of the committos on commoreial law and
bankruptey of tho American Bar Associntion, whioch roport was
uguéximous)y rdopted by the association at its nnnual meeling in
1088—

The inovitable rosults of the oporation of municipal bankruptoy must ba to

es in sound Aneucial position,
To this opinion we subscribe. Evon proponents of this legislation

have been snndid enough to admit that the passage of sither of the -

bills under discussion would affect the credit of solvent oities, would
aot as & drag on the sale of wuniolpal securities and might demand &
higher rate of interest on such securities, In all probability only =
comparatively small percent of municipalities will take advantage of
the provisions of the bills if enacted, yet the presence of the law on

246

0
dﬁ{:rosa tho market for munlc!puf goouritios and sorlously impair tho eredit of .
0




T -

' Case 12-32118 "Filed 08/14/14 'Doc 1675 " "™~

~gewnygee et Grelemeraeesy L P B = A -asata s

AMEND BANKRUPTOY AQT—MUNIOIRAL INDMBIUEDNESS  §

* the statute books would, in the opinion of- the. inidersigned; cost

mente,

investors and solvent municipalities miliorly ¢ dotprs
unici’iz;l securities have always been considered gilt edge inyest-

ey have ranked second only to the obligations of the
Federal and Btate Governments,. Probate ‘courts have for genera-
tions authorized snd directed guardians, trustees and sdministrators
to invest the trust funds under their control in maundelpsl secliritips,
The American Legion Endowment Fund -Ooprporation now hes
spproximately four and one-half milllon dollars inveated in the bonds,
of municipelities and other politicsl units, The capltal éﬁ_f this cor-

oration was contributed by public spirited citizens al

solely for the rehabilitation apd child welfere work in connection with
the veterans of the World War, 'The officers of this fund ste strongl
opposcd to the passage of this legislation, The funds of soores of
fraterrial insurance orders are similarly inyested and such fraternal
orders have gone on record re opposed to the bill,
The testimony taken at tho hearings did nat develop the fact that
this legislation wos necessary to avold universal repudiation of munici-
pal debts, While no witnoss seomod possessod of vory ncournte
informntion on the subject, it was stated by the different witnesses
that from 260,000 to 400,000 tu.x'mi distriots would be potentially
subjeot to this legislation, It is further safe to assume that approx.
mntely 2,000 of such units are in default in the payment of princiﬁnl
or. interest or hoth on their obligntions at this time, It s further
agreed that thore are outstanding approximetely $20,000,000,000 of
sich municipal securities. In the face of such facts it surely cannot
be argued that legislation of this charactor is universally demsuded,
Tho most insistent demand for this leglslation comes from cities

which were overdeveloped duringlboo'm days when real-estate prices-

were pyramided and unreasonable and wholly unwarranted %}_Elio
improvements wero projected upon such pyramided values, ile
it 18 Ra]pablo thet such cities aro at this time seriously involved,
it is the duty of the State to ‘¢omse to the relief of such communities
vndhor than to involve the faith and credit of the tens of thousands of
solvent munioiE)&lities throughout the entire country by the passage
of such Fedoral legislation as is horo domanded, It is quite evident
from the decision in the caso of Home Bm’ldrinf & Loun Assostalion v,
Blaisdell, rondered by the Supreme Comrt of the United Btates on
Januayy 8, 1984, that the Btate, through proper legislation, may
deolare such moritoria ag mpy afford temporary relief to certain of its
political subdivisions, It may aleo provide for direct roliof to such
munioipalities and other politiosl subdivisions, If this be true, we
question the proprity of the Federal Government entering into the
logislation contemplated by the bills under consideration, ‘

Many relinble parties in intereat have very frankly and fearless]
exprossod themselves ns op})osed to this legislation, Among sud
opponents, may we cite the following:

L, American Bar Assooiation,

2, Amerloan Bankers Assooiation,
8, Ohsmber of Commeroe of the United Btates, '

4, Natlonal Fraternal Congrese, representing fraternal socletles with S,OOO,OOOA

memboers, . :
5. Natlonsl Amsoviation hgfu ﬁ‘ﬁgﬁ‘., Men, representing 20,000 manufsoturing,

wholesaling, aud
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6. Penmalunh Fmtmul Congress,
- mmorce

8, Tacoma Olmmbm- of Commerce,

91. t1;0«:'11:::<,yr).'unlt. Fraternal Congress, baving a constituensy of 36 fratenml
s00ie

10, Polish Association of America, Milwmkee

11, Junior Order of Ameriosh Meohanios, Philadulphia.

12. New Rnglmd Frateroal Congress,

18. Marylsnd g‘r;:tamtl Gongresa.

14, Wisconsin Fraternal Co

15, Western Oathollo Union, geori&, 0.

18, Demo of Honor Protective Assoolation, St. Paul,

17. Hur Life Assoolation, having $8,000,000 in muniafpal bonds, Craw.

. fordaville, Ind,

Assoclation of Indlans Legal Reaerve Life Inaurance Compaules, having
527 000 000 invested in municipal securitic
19. Anclent Order of United Workmen, havlug $10, 500 000 Jnvested in muuie-
fpal bonds, Newton, Kans

As aforesaid, on the fr ound of policy as well as legahty the under-
signed members of seid J

© to be rejected,

Faeperior VAn Nuve,
Daxizr Hasrings.
Ferix Hapert.

Par McoCannan,
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interprot it as they have done in the past consistent with the purposes
of Ohapter IX and the powers of the conrt, - ‘

BECTION' 83

The purpose of section 83, colpipd from present saction 83(1), is the
same a8 that of ssction 82( 35. t is to. prevent the statute or the court

from interfering with the power constitutionally reserved to the State

by the Tenth Amendment. This section makes it clear thut the chapter.

may not be construed to limit or impair the power of the State to con-
trol, by legistation or otherwise, any municipality, politieal subdivi-
sion or public agency or instrimentality in the exercise of its govern-
mental functions. Any State law that governs mumicipalities ov
regulates the way in which they may conduet their affnirs controls
in 8]l eases, Likewige, any State ugency that has been given control

over any of the affaits of a municipality will continne to control the -

municipality in the same-way, in spite of a Chapter IX petition.

The proviso in enrrent section 83 (i), retained here, prohibiting state
contposition proredures was enacted in response to, and oven'uféd the
holding of the Supreme Coutt in, Faitoute Iron & Steel 0o, v, Qity of
Asbury Park, 816 U.S. 502 (1842)% In that case, the court upheld a
New Jersey statute that permitted s binding composition of aunniei-
pality’s debts upon ths acceptance of & plan by 85% of the municipal-
1ty’s crediters, The composition den]t only with unseenred obligations,
and the stata statnte prohibited raduction in the principal amount of
the ontstanding obligations. The Court refused to_go beyond the fucts
of the case, hoiding onty that the Contracts Clause of the Constitntion
did not prohibit that particular composttion. ) ‘

The proviso i3 retained for the same reason it was enacted by
Congress: ' v '

" State adjustment nctg have been hald to be valid, but a
bankruptey Jnw under which the bondholders of a munici-
pality are required to surrender or cancel their obligations
ghould be uniform throughout the [United] States, as the
bonds of almost every municipality are widely held, Onlr
under a Federal law should a creditor be forced to uccept
such #n adjustment without his consent. H.R.. Rer. No. 2246,

" 79th Cong., 2d Sess. 4 (1946). . ,

: SECTION '8+ ]

Section 84 is derived in urt from current section 81. Tt sets the eligi-
bility requirements for relief under Chapter IX. The entity that files
mtist be a political subdivision or public agency or public Instrumen-

4. 62 5.Ct, 1139, 8¢ L.EA, 1629, '

. - [pege 20]
tality of & State. This is not meant to be limiting language, but rather
is meant to be a description of general categories that cover all of the
various entities now listed in section 81 of current law. The bill also
omits any limiting reference to the manner by which the indebtness of
the entity is payable, The intention of these two ghangrm? is ta broaden
the applicability of Chapter IX as much as possible. The entity must

not be prohibited from filing by state law. The reference to & prohibi-

tion by state law recognizes a limitation frequently expressed in the

55T
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LEGISLATIVE BISTORY
P.L. 95-598 . _
In my judgment, the provisions of the statute s it.is being amended,
with Teference to fair plans and the spproval thereof, the particips
ticn of the SEC, the of jonal chatacter 0f the appointment of an inde-,
pendent trustee, are Iar superior to the present Chapter X, to the
resent commbination’of Chapters X and X1, and to limited proposals

. Ey the SEC, which in my opinion, do not recognize the extent to which

the insights of 40 years ago are not respensive to today’s nesds.,
' fpage 262]

CHAPTER 6. ADJUSTMENT OF DEBTS OF
: A MUNICIPALITY ’

1. IxtroDUCTION

A. procedure for the adjustment of the debts of a financislly dis-
tressed municipality hes been a Eermu.nant port of the Bankruptey
Act since 1937.* The troubles of the depression drove many municipal.
units to default on their obligetions, Because existing laws did not
provide & procedure for the relisf of hard-pressed minicipalities, Con-

ess responded to their plight with the enactment of a Municipal

ankruptey “Act.* The original legislation was detlared unconstit-
tional by the Supreme Court,® but a later enactment ¢ was upheld,® and
remained a part of the Bankruptey Act, with minor amendments, until
last yesr. In the 94th Congress, major arnendments to the municipal
bankruptey laws were made ® as a result of the deteriorating financial
plight of-several of the larger cities, most notably New York, Yonkers,
and Detroit.” The armnendments adopted last year went far to modernize

. then existing procedure, which was “Lopelessly archaic and unworkable

for all but the smallest entities” 8 The Committee Report that accom-
ganjed the bill enscted last yerr explained the need for a municipal
ankruptey procedure,® and it is not necessary to repeet those con-

siderations here. - ;

The municipal bankruptey law pmeﬂ last year was adopted while
the reforms proposed by H.R. 8200 were under consideration. Thus,

 meny of the provigions in last year’s amendmentis are derived in large
g?rb £rom the work of the Commission on the Bankruptey Latws and

e Subcommittee on' Civil and Constitntional Rights.r® The need for
substantive revision this year is not great, and H.R. 8200 carxies over

" pubstantially intect many of the reforms adopted last year. The

changes that have been made fall into two categories, First, the munici-
pal debt adjustments chapter, chapter 9 of proposed title 11, 15 con-
formed generally ‘with the revisions in Teorganization law contained
in the biﬁ Current chapter IX is based largely on cirrent chapter X
of the Bankruptey. Act, The hew chapter 9 is bronght into conformity
with proposed chapter 11, governing reorganizations geveraily. The
changes resulting from this include changes in the fin neial miles for
confirmetion of & plan, and changes in some procgdures.

The sacond besis for change from the bill adopted last year s the
recent decision of the Supreme Court in National Leagua’ Cities ¥

3 Act nf Aujroat 18, 1887, c.657, 50 Stat. 844,
4 At nf May 44, 1934 ¢, G4h, 4R Rint, THR. ) . L o
» donton v, Comaron Counly Waier Impropement District Mo, 1, W8 U.8 83 [5 S.CL

¥43, 80 L B 18097 (1538), o Stat. R4 h

& Aot of Augnst 16, 1037, ¢ 857, MO Srpt, .

E R T wiret Seated, 04 TLR, 27 (1ASS),

s Pah. L. Ha, R4-260. Anyfl &, 10TH.

: 0 e
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3, "
BANKRUPTEY REFORM ACT OF 1878
P.L, 95-598

7 ;’;‘e RLR, Rep, No. 94-680. f4th Cong., 1st Sess. 4 (1873), |
"'"{T'}ﬂ at §. A ‘ .
: {page 283 o
Usery* In that cese, the Court enumciated. a stronger policy of
Federnlism and States’ rights. than had been stated since the first
Municipal Benkruptey Act was held uncounstitutional in 19363 In
deference to developing ideas of Federaliam, this bill takes greater care

~“to insure that there Is no interference in the polit,ical or governmental

functions of & municipality that is proceeding under chapter 9, .or
of the State in its power to control its municipalities.’ :

I1. Goveras DescrorraoN ¢

Chapter 9 provides s workable procedurs 8o that a municipality of
any size that has encountered financial difficulty may work with its
creditors to adjust its debts, Though the chapter is propoesed as part
of the bankruptey code and is proposed under the bankruptcy power,*
the term “bankruptey” in.its striet sense is really s misnomer for a
chapter 9 case. Chapter § provides essentially for Federal court pro-
teetion, and supervision of & settlement between the deblor municipal-
ity and a majority of its creditors. A munigipal unit cannot liquidate
its mssets to satisfy its creditors totally and finally, Therefore, the
primary purpose of chapter 9 is to allow the municipal unit to continue
opersting while it adjusts or refinances creditor claims with minjimum
{and in many cases, no) loss to its creditors.

The general policy under-lying the municipal debt adjustments chap-
ter is the snme a8 that underlying the reorganization chapter: the
chapter gives the debtor a breathing spell from debt collection efforts
in orer that it can work out a rapayment plan with its creditors, There
‘nre two major differences from general reprganization law: first, the
law must be sensitive to the issue of the sovereignty of the States;
second, 8 municipality is generally not a business enterptise.operating
for profit, and there are no stockholders. These differences dictate some
limitations on the court’s powers in dealing with a municipal debt
ajustment, and some m cations of the etandards governing the
proposal and confirmation of & plan, - : Co

Thus, the powers of the court are subject to a gtrict limitation.—
thet 2o order or decree may in any way interfers with the pdlitical or
governmental powers of the petitioner, the property or revenua of the
petitioner, or any income-producing property, The purpose of this
limitntion derives from dashfon v. Cgmeron Water Improvement Dis-
trirt No, 1% which held the first Municipal Bankruptey Aet nineonsti-
tutional on the basis of infringement of State sovereignty. This Jimi-

tation wasinclnded m the second Act, and was relied upon in Bekins v.
United Qtates,! vwhich upheld the second. municipal adjustments stat-

. igte_. Thau Conrt quoted extensively from the Committes Report on this
- pomt:?®

. InAshion v. Cameran County District, supra, the conrt con--

sidered that the provisions of Chapter IX anthorizing the
L8 US 3 (9 8.0 2465, 4 LEAM 23] m.o. te, Muniotpal Bawk

™he Tenth Amentment and The Hew Friraon 10 . 1 o Seri ipgpot Bonkruprey,

Anhten v, @ ’ yes' .01
ml W LB law&*‘&;ﬁa‘%“nw Water Improvement District No, |, 388 U.3, 513:[5 5.0,
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P.L. 95548
734 , 95th Conk., Lat Sesa. § 102 (D 11 TL.S.C. 904),
" 1;;11( gfm ‘%zt 110'%?,’31. (1"90 ;s)‘- § 102 (proposed S.C. )
w8, Conar art. I, & 8, cl. 4. .
wEAR T.R. 513 (193§).
3 304 U8, ¥ [ 8.0t BLY, 82 L1, 1187,] (1538),
#Jd. at 48-51 (footootes orittted).

o C ﬁ:age 264]

ba.nkmgtcy court to entertain proceedings for ¥readjnstment
of the debts” of “politica] subdivisions” of a State “might
materially restrict its control over its fiscal affairs,” and was
therefore invalid; that if obligations of States or their polit-
icad subdivisions might be subjected to the interferance con-
templated by Chspter IX, they wonld no longer bet “free
to manage their own affairs” :

In enncting Chapter [IX] the Congress was especially
solicitous to efford no ground for this objection. In the report
of the Committee on %he Judiciary of the House of Repre-
sentatives, which was adopted by the Senate Committes on
the Judimilg in dealing with the bill ]}Jroposmf to enact -
Chapter [ j, the subject was carefully considered. The
Ccﬁnmittee said : ; ‘

“The Committeé on the Judicisry is not unmindful of the .
gweeping character of the holding of the Suprems Court above
- referred to [in the Ashion case], and believes that H.R, 5969
is not invalid or contrary to the reasoning of the majority
opinion . .. .
P“The bill bere recommended for passage expressly avoids
any restriction on the powers of the States.or their arms of
vernment in the exercise of their sovereign rights snd
nties. No interference with the fiscal or governmental af-
fairs of e politica] subdivision is permifted, The taxing
agency itsell is the only instruomentality which can seek the
benefits of the proposed legislation. No involuntary pro-
lings are allowsble, and no eontrol-or jurisdiction over
that property and those revenues of the petitioning agency
necessary for essentia] governmental purposes is conferred
by the bill. ., . .
‘We are of the opinion that the Committes’s pointa ere well
taken and that a,gter [TX] is a valid enactment. The
statute is carefully drawm so as not to impinge upon the
sovereignty of the State. The State retains control of its
fiscal affairs,

The Supreme Court and the Courts of Appeals have made it very
clear that the jurisdiction of the court “is strictly limited to disap-
roving or to approving and carrying out a profiosed composition.’”*?
he hill follows these holdings and reteins the limitation on the
court’s power, especially in light of the more recent decision of the
Snpreme Court in Usery stressmg the concept; of non-interferencs by
the Feders] Government with S\g.ate governmental powers,”

# Ledo Properties v. & B, Cromimar & Co., 128 F.28 110, 113 (5th Cir. 1942),
Bferahiy e h (1676), . (6tn Cir. 104Ey
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The filing of the petition operates as an automatic stay of all actions,
judicial or otherwise, and of the commencement or continuation of any
action which seeks to enforce a lien against the petitioner, its property,
its officers, or its inhabitants. This feature is new as well. It gives the
petitioner the breathing spell it may need to get back on its feet finan-
cially, and-the time it ne:gs to negotiate and develop a plan of adjust-
ment with its creditors. : .

The filing of a petition also makes unenforceable certain contractual
provisions, such as those that terminate or modify, or permit a party
to & contract other than the petitioner to terminate or modify, the con-
tract for the reason that the petitioner is insolvent or has filed a peti-
tion for relief under the Bankruptey Act. These clauses, known gen-
crally as ipso facto clauses, are often found in the commereial context,
Their existence and enforceability may severely hamper a successful
reorganization or arrangement proceeding under Chapter X or X1,
so they are made unenforceable in those ci&pters. It is unknown how
widespread such clauses are in the municipal context, because they are
usually included only when there is some suspicion on the part of one
contracting party:that the other may become insolvent, and seldom is
such an occurrence found in the municipal context. Nevertheless, it is
felt that their existence could be detrimental to a successful municipal
adjustment, and they are made unenforceabls in Chapter IX in the
same way as in Chapter X and XT—only if past defaunlts in perform-
ance are cured and adequate assurance of future performance is pro-
vided. This gives protection to the other contracting party, who may

after o filing, is markedly reduced.

have entered into the contract relying on the petitioner’s credit, which, -

u g Rup, No. 2004, 85th Cong., 2d Sess., 3505 (19538) ; see’ 8 Oollier, Bahkrupicy 4.06[6],
at 300 (14th rev, ed, 1873),
[pege 8]

After the filing of the petition, the court must give notice to the
petitioner’s creditors. The notice is by publication, and by mailing to
those creditors whose addresses are known, Notice is also given to the
Securities and Exchan:[g‘e Commission, and to the State in which the
petitioner is located. The notice to the S.B.C. is designed to allow
1t to participate in an investor protection role. The municipal bond
market is sufficiently interstate in character, involving investors in
much the same way that the corporate bond market does, that it is felt
that the S.B.C. may have an investor protection role to play in munic-
ipal ‘adjustments the same a8 it does in corporate reorganizations.

The state is formall'ir1 notified for two reasons.-First, %anuse the
language of the eligibility section, section 84, allows an entity to file
if the state has not prohibited it; and because withdrawal of State
consent at an?r time will terminate the case, it is felt that the State
should formally be put on notice so that it may object if it does not
wish its subdivisions to proceed under a Chapter IX. Second, if the
State does permit the municipality to proceed, the State is notified
in-order that it may participate with the municipality in formulating
and implementirig & plan of adjustment in a case in which the peti-
tioner is unable to effect a feasible plan without the State’s assistance.
The intent is to male the proceeding a cooperative one with the State

ifmﬁ)lved to the extent hecessary to make the petitioner’s plan success.
ull. :
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BANKRUPTCY REFORM ACT OF 1978
P.L. 95-598

current chapter IX, there is no disclosure requirement. Incorporation
of section 1125 will insure that creditors recerve adequate information
before they are required to vote on a plan. . .
1126(a), (b), (c), (&), (f), (g). Acceptance of plan. Section 1126
incorporates the current chapter IX acceptance requirement: two-

thirds in amount and a majority in number, Bankruptcy Act.§92.

Section 1125 permits exclusion of certain acceptances from the com-
putation if the acceptances were obtained in bad faith or, unlike
current law, if there is a conflict of interest motivating the acceptance.
1127 (d). Modification of plan. This section governs the change of
a ‘creditor’s vote on the plan after a modification is proposed. It is
derived from current section 92 (e). _ .
1128. Hearing on confirmation. This section requires a hearing on

‘the confirmation of the plan, and permits parties in interest to object.

It is the same as Bankruptcy Act §§ 93 and 94(a), though the provi-
sion, comparable to section 206 of current chapter X, permitting a labor
organization to appear and be heard on the economic soundness of the
plan, has been deleted as more appropriate for the Rules.

- 1129(2) (2), (3), (8), (B) (1), (2). Confirmation of plan. This sec-

tion provides the boiler-plate language that the plan be proposed ‘in

- good faith and that it comply with the provisions of the chapter, and

also provides the financial standard for confirmation, which replaces
the fair and equitable rule. See 1724, supra. _

1142(b). Ewecution of plan. Derived from Bankruptcy Act § 96(b),
this section permits the court to order execution and delivery of in-
struments in order to execute the plan.

11}3. Distribution. This section is the same in substance as section
96(d), which requires presentment or delivery of securities within five
years, and bars creditors that do not act within that time.

1144. Revocation of order of confirmation. This section permits the
court to revoke the order of confirmation and the discharge if the
confirmation of the plan was proeured by fraud. There is no compar-
able provision in current chapter IX.

§ 903. Definitions _ :

There are only four definitions for use only in chapter 9. The first
specifies that when the term “property of the estate” is used in a sec-
tion in another chapter made applicable in chapter 9 cases, the term
will mean “property of the debtor”. Paragraphs (2) and (3) adopt

the definition of “special taxpayer affected by the plan” that appears

In current sections 81(10) and 81(11). Paragraphs (4) provides for
“trustee” the same treatment as provided for “property of the estate”,
specifying that ‘it means “debtor” when used in conjunction with
chapter 9. ' :

§ 903. Reservation of State power to conirol mumicipalities ,

~ Section 903 is derived, with stylistic changes, from section 83 of
current chapter IX. It sets forth the primary authority of a State,
through its constitution, laws, and other powers, over its municipali-
ties” The proviso in section 83, prohibiting State composition proce-

_ [page 398] :

dures for municipalities, is deleted. In light of the recent Supreme
Court case, National League of Cities v. Usery, 426 U.S. 833*(1976),
maximum flexibility for the States in solving the debt problems of

6353
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LEGISLATIVE HISTORY
P.L. 95-598

their municipalities is-advisable. In addition, a general policy of the
bill is to encourage work-outs short of bankruptcy court. In view of
the potential severe dislocation entailed in a chapter 9 case, and the
danger for too much federal court intervention in the affairs of a
municipality, the deletion of the proviso recognizes the power of the
States to assist municipal work-outs short of bankruptcy court.

§ 904. Limitation of jurisdiction and powers of court - ‘
This section adopts the policy of section 82(c) of current law. The
Userv case underlines the need for this limitation on the court’s pow-
_ers. The only change in this section from section 82(c) is to conform
the section to the style and cross-references of H.R. 8200. This section
makes clear that the court may not interfere with the choices a munic-
ipality makes as to what services and benefits it will provide to its
inhabitants.

SUBCHAPTER H—ADBIINISTRATION

§ 921. Petition and proceedings relating to pedition

Subsection (a) is derived from section 85(a), second sentence, of
current. law. There is no substantive change in the law. The subsec-
tion permits a municipality that does not have its own officers to be
moved into chapter 9 by the action of the body or board that has
authority to levy taxes for the municipality. i

Subsection (b) permits a party in interest to object to the filing of
the petition not latet than 15 days after notice. This provision tracks
" the third sentence of section 85(a), except that the provision for pub-
lication in section 83(a) is left to the Rules (Se¢e Rule 9-14), and
therefore the determinative date is left less definite.

Subsection (c¢) permits the court to dismiss a petition not filed in
good faith or not filed in compliarice with the requirements of the
chapter. This provision is the fourth sentence of section 85(a).

Subsection (d) directs the court to order relief on the petition if
it does not dismiss the case under subsection (c).

Subsection (e) contains the fifth and sixth sentences of section

85(a).

8 929. Automatic stay of enforcement of claims against the debtor
The automatic stay previded under section 362 of title 11 is in-
" complete for a municipality, because there is the possibility of action
by a creditor against an officer or inhabitant of the municipality to
collect taxes due the municipality. Section 85(e) (1) of current chapter
IX stays such actions. Section 922 carries over that protgctio‘n into the
‘proposed chapter 9. Subsection (b) applies the provisions for relief
~from the stay that apply generally in section 362 to the stay under
section 922.
§ 923. Notice _ ‘ ,
The notice provisions in section 923 are significantly more sparse
than those provided under section 85(d) of chapter IX. The exact
contours of the notice to be given under chapter 9 are left to the Rules.

89, 96 S.Ct. 2465, 49 L.Ed.2d 245.
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when you get into exemptions, and the California
legislature has taken over exemptions in individual
bankruptcy cases, but that's specifically authorized by
the Bankruptcy Code.

I look at this and I just am in wonderment.
Does anybody think this is valid and why? So that's
another question that I need answered. Okay. So that's
from 50,000 feet my summary of the picture that's
emerging as I put the pieces in this puzzle together.

Now, one of the implications is that I might
very well conclude that, in fact, the CalPERS contract
could be rejected, that I might conclude that the $1.5
billion lien is not enforceable, and then -- but that
does not necessarily mean that this plan of adjustment
which is proposed without any adjustment -- without any
change to pensions is necessarily not confirmable. It
might be perfectly well be confirmable even if we accept
that this is the state of the California Public Employee
law.

So it might be helpful if the City provided
somewhat more focused analysis on why I should be
confirming this plan in its current form if one assumes
that what I've been hearing about CalPERS -- about the
viability of the CalPERS contract and the lien and all

that is actually not accurate.

47
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SENATE PUBLIC EMPLOYMENT & RETIREMENT COMMITTEE BILL NO: SB 1945
Teresa Hughes, Chairwoman Hearing date: 4/8/96
SB 1945 (Craven), as introduced FISCAL: yes

PERS: BANKRUPTCY OF LOCAL CONTACTING AGENCIES

HISTORY:
Sponsor: PERS Board of Administration

Prior legislation: none

SUMMARY :

Would prohibit the debtor's trustee of a PERS contracting agency that
has filed for Chapter 9 Bankruptcy from making an election to end -- by
rejection, assignment, or assumption -- - its contract with PERS.
BACKGROUND:

1) The committee is advised that the recent Orange County fiscal crisis
has raised the possibility that a PERS' contracting agency could file a
Chapter 9 Bankruptcy, and that the agency's trustee in bankruptcy might
seek to reject its contract with PERS, thereby transferring the
liability for its retirees' retirement allowances to PERS.

2) Existing PERS law contains the following sections relating to its
relationship with local governmental agencies that enter into a contract
with the system to provide retirement benefits to their employees:

a) Section 20450 authorizes any public agency to contract for all or
part of its employees to become members of PERS,

b) Section 20450.1 permits the PERS Board to refuse to contract for
any benefit provision not specifically authorized which would
adversely affect the administration of the system,

c) Section 20499.5 provides that a contracting agency forced to
reduce employee compensation because of a fiscal emergency cannot
reduce retirement benefits below the level before the reductilon,

d) Section 20531 permits PERS to assess costs for late contributions
and section 20531.5 permits PERS to charge interest on unpaid
contributions,

e) Section 20562 permits PERS to cancel a contracting agency's
contract when that agency has failed to pay after 30 days from
written demand by the PERS Board; it may also terminate the contract
by resolution effective 60 days after mailing to an agency it decides
no longer exists,

.f) Section 20563 states that where the agency’s accumulated
contributions do not satisfy theé actuarial equivalent set forth in
section 20563, the agency must contribute the difference on terms
fixed by the PERS Board; furthermore, the amount of the difference is
subject to interest. And, if the agency fails to pay, the Board may
declare a proportional reduction in benefits. However, section 20567
assures that the right to a retirement allowance of an annuitant is
not affected by termination of the contract unless the contracting
agency fails to make its required contributions, and

Jpﬁge;lﬁnme}r
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dg) Section 20757.2 declares that despite any other provision of the
law, no employer may refuse to make its contributions to CalPERS.

3) Existing federal law, under Chapter 9 of the United States
Bankruptcy Code, provides for reorganization of a municipality under
strict parameters that include: insolvency; desire to adjust debts;
agreement by creditors holding a majority of the outstanding amounts to
be adjusted under the plan; and good faith negotiation with those
creditors resulting in inability to succeed because of impracticability
or the possibility of an unavoidable transfer under section 547 of the
Bankruptcy Code.

U. S. Bankruptcy Code section 101(40) defines "municipality" to include
any political subdivision or agency of the state. Section 901 provides
many of the general provisions of the Bankruptcy Code including sections
362 (automatic stay), 365 (executory contracts and unexpired leases),
1129 (confirmation of plan), and 1142 (implementation of plan). But
section 903 says that the power of a state to control the exercise of a
municipality's governmental powers including expenditure for such an
exercise ig not limited.

And section 904 provides that without consent of the debtor or provision
in the plan, the court may not interfere with the exercise of its
governmental powers or use of its property and revenues. 28 U.S.C. §

959 (b) says that the trustee shall manage the property like an owner or
possessor would.

California Government Code sections 53760 and 53761 effectively consent
to the provisions of the Bankruptcy Code for its governmental
subdivisions and taxing agencies.

4) The committee is advised by PERS bankruptcy counsel that federal
Bankruptcy Code also contains the following:

a) Section 922 provides additional authority to that set forth in-
section 362, to stay all entities that seek to enforce any claim
against a debtor, ’

b) Section 941 requires the debtor agency to file a plan. Section
943 (b) ordains that the court shall affirm the plan if: it complies
with the Bankruptcy Code; contains no action prohibited by law;
contains any regulatory or electoral approval necessary; and is both
feasible and in the best interests of creditors,

c) Section 944 says the confirmed plan binds both the debtor and
creditors even if they have not accepted the plan.

Under section 365 as applied to Chapter 9, any assumption, assignment,
or rejection of a contract requires court approval. Contracts must be
assumed or rejected as a whole, not in part. If assumed, all defaults
and deficiencies must be cured. Clauses in a contract canceling it
because of insolvency are invalid. ©Non-assignable contracts are also
not subject to assumption or assignment. ’

While the purpose of the federal bankruptcy law is to permit the
impairment of contracts to effect a reorganization of debt, Chapter 9
only provides relief in states which have consented to its application.

. Only 18 states, including California, have done so. Of those 18, a
number have established conditions on the right'to seek bankruptcy
relief. An example is requiring approval by a state agency before a

-municipality can apply for Chapter 9 reljef. New Jersey, Louisiana,
Kentucky, Ohio, and Pennsylvania require such preapproval. Other states
-~ North Dakota, Montana, and Kéntucky -- and Louisiana set forth
specific procedures which must be followed.

Provided by Legislative Research & Intent LLC (800) 530-7613 . - 1996-502
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ANALYSIS:

This bill would add language to the PERS law specifically prohibiting
the debtor's trustee of a PERS local contracting agency that has filed

for Chapter 9 Bankruptcy from making an election to end -- by rejection,
assignment, or assumption -- 1ts contract with PERS.
COMMENTS :

1) The committee is advised that, under existing PERS law, if a PERS
local contracting public agency were to file for reorganization under
Chapter 9, PERS' ability to terminate a contract could be abrogated by
the automatic stay.

In that event, CalPERS might not be able to assess for deficient
contributions but may still be liable to annuitants whose allowances are
not fully funded. ‘

2) SUPPORT:
California State Firefighters’ Association

California Professional Firefighters _
Service Employees International Union, California State Council

3) OPPOSITION:

none to date

David Felderstein - ' : - SB 1945
April 4, 1996

:,féage‘3(end)>
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4 N
. Analyst Name: Uave Christianson
' ' Phone No.: 326-3612
STATE AND CONSUMER SERVICES AGENCY ENROLLED BiLL REPORT
Department AUTHOR BILL NUMBER :
Public Employees’ Retirement System Craven SB 1545 _
SUMMARY

This bill prohibits the debtor’s trustee of a CalPERS contracting agency that has filed for Chapter 9
Bankruptcy from making an election to end -- by rejection, assignment, or assumption — its contract
with CalPERS. The recent Orange County fiscal crisis has raised the possibility that a CalPERS’
contracting agency could file a Chapter 9 Bankruptcy and that the agency's trustee in bankruptcy
might seek to reject its contract with CalPERS thereby transferring the liability for its retirees’
retirement allowances to CalPERS. ‘

The CalPERS deferred compensation program is made available to any California public agency
regardless of whether it contracts with CalPERS for retirement coverage.

LEGISIATIVE HISTORY

Section 20450 of the California Public Employees Retirement Law authorizes any public agency to
contract for all or part of its employees to become members of CalPERS. Section 20450.1 pemmits
the CalPERS’ Board to refuse to contract for any benefit provision not specifically authorized which
would adversely affect the administration of the system. Section 20499.5 provides that a contracting
agency forced to reduce employee compensation because of a fiscal emergency cannot reduce
retirement benefits below the level befcre the reduction. Section 20531 permits CalPERS to assess !
costs for late contributions and section 20531.5 permits CalPERS to charge interest on unpaid |
contributions. Section 20532 permits CalPERS te cancel a contracting agency's contract when that i
agency has failed to pay after 30 days from written demand by the CalPERS Board, it may also :
terminate the contract by resolution effective 60 days after maiting to an agency it decides no longer

exists. Section 20563 states that where the agency’s accumulated contributions do not satisfy the

actuarial equivalent set forth in section 20533, the agency must contribute the difference on terms

fixed by the CalPERS Board; furthermore, the amount of the difference is subject to interest. And, if

the agency fails to pay, the Board may declare a proportiona! reduction in benefits. However, section

Vote: Assembly VOTE: Senate

Floor: Aye 77 _No_0_ Fioor: Aye_38 No 0_
Policy Committee: Aye_7_ No_0_ Policy Committee: Aye_3_ No_0_
Fiscal Committee: Aye__20 HMo_0_ Fiscal Committee: Aye__ No____

RECOMMENDATION DEFER TO OTHER
TO GOVERNOR: SIGN_X_"™NVETO AGENCY

DEPARTMENT DIRECTOR,  DATE: <

[bn s [
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20567 assures that the right to a retirement aflowance of an annuitant is not affected by termination
of the contract unless the contracting agency fails to make ifs required contributions. And section
20757.2 declares that despite any other provision of the law, no employer may refuse to make its
contributions to CalPERS Chapter 9 of the United States Bankruptcy Code provides for
reorganization of a municipality under strict parameters that include: insolvency; desire to adjust
debts; agreement by creditors holding a majority of the outstanding amounts to be adjusted under the
plan; and good faith negotiation with those creditors resulting in inability to succeed because of '
impracticability or the possibility of an unavoidable transfer under section 547 of the Bankruptcy
Code. Section 101(40) defines "municipality” to include any political subdivision or agency of the
state. Section 901 provides many of the general provisions of the Bankruptcy Code including
sections 362 (automatic stay), 365 (executory contracts and unexpired leases), 1128 (confirmation of
plan), and 1142 (implementation of plan). But section 903 says that the power of a state to control
the exercise of a municipality's governmental powers including expenditure for such an exercise is
not limited. And section 904 provides that without consent of the debtor or provision in the plan, the
court may not interfere with the exercise of its governmental powers or use of its property and
revenues. 28 U.S.C. § 959(b) says that the trustee shall manage the property like an owner or

possessor would.

Legislative Analysis/SB 1945ng 2

California Government Code sections 53760 and 53761 effectively consent to the provisions of the
Bankruptcy Code for its governmental subdivisions and taxing agencies. .

Chapter 1659, Statutes of 1990 established a CalPERS administered deferred compensation
program for CalPERS members.

PROGRAM IMPACT

if a contracting public agency were to file for reorganization under Chapter 9, CalPERS’ ability to
terminate a contract could be abrogated by the automatic stay. In that event, C4IPERS might not be
able to assess for deficient contributions but may still be liable to annuitants whose allowances are

not fully funded.

The deferred compensation program will be available to any California public agency.  This will
increase the number of eligible agencies and should result in wider participation.

SPECIFIC FINDINGS

1. Section 922 provides additional authonty to that set forth in section 362, to stay all entities that
seek to enforce any claim against a debtor. _

2. Section 941 requires the debtor agency to file a plan.
.3, ... Section 943(b) ordains that the coust shall affirm the plan if: it comphes with the Bankruptcy

~ Code; contains no action prohibited by law; contains any regufatory or electoral approval :
nec%sary. and is both feasible and in the best interests of creditors. Section 844 says th_e o
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4. Under section 365 as applied to Chapter 9, any assumption, assignment, or rejection of a
contract requires court approval. Contracts must be assumed or rejected as a whole, not in
part. If assumed, all defaults and deficiencies must be cured. Clauses in a contract canceling
it because of insolvency are invalid. Non-assignable contracts are also not subject to
assumption or assignment.

5. While the purpose of the fedzral bankruptcy law is to permit the impairment of contracts to
effect a reorganization of debt, Chapter 8 only provides relief in states which have consented
to its application. Only 18 states, including California, have done so. Of those 18, a number
have established conditions on the right to seek bankruptcy relief. An example is requiring
approval by a state agency before a municipality can apply for Chapter 9 relief.  New Jersey,
Louisiana, Kentucky, Ohio, and Pennsylvania require such preapproval. Other states — North
Dakota, Montana, and Kentucky — and Louisiana set forth specific procedures which must be

followed.
6. Any California agency may contract for the deferred compensation program.
7. The duration of an interagency agreement between the Department of Personnel
Administration and CalPERS is subject to negotiation without a minimum duration.
PROS apd CONS
PRO ARGUMENT

1. The State has the authority to protect its retirement system by requiring preconditions for filing a
Chapter 9 bankruptcy.2. The State should protect its retirement system and its beneficiaries as a
priority to prevent use of the Bankruptcy Code by a political subdivision or agency to avoid its
obligations to its employees and annuitants.

2. Thereis no reassn for the deferred compensation program to be restricted to public agencies that
contract for retirement coverage as there is not direct reiationship between the two programs.

CON ARGUMENT

A bankruptcy judge might refuse to recognize the power of the State to control the bankruptcy
proceedings or to set conditions for using bankruptcy protection.

.

- This bill would protect the System and indirectly the General Fund from large potential fiscal cost _
. associated with a public agency bankruptcy. This bill would help ensure that CalPERS would not be

> held liable for paying out benefits to the employees ofa pubhc agency that ceases to pay for those
o rbeneﬁts beoause of bankruptcy o _ __

T the cholces avauablo to pubﬁc agen&s lntéres%ad s such programs. in thosecases nhere the -
"~ CalPERS program has a lower adrninbtmtrve cost than other programs. parﬁdpathg agencles wil -
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realize the savings. It is not anticipated that increased agency pa rticipation will increase the
administrative cost of the progra. Administrative costs are borne by plan participants and the
corntracting agency.

RECOMMENDATION

SIGN THE BILL

CalPERS Contact : Legislative Representative: Sue Myers 631-4123 (Home)
‘ 326-3678 (Work)
951-1853(Pager)

Legislative Analyst: Dave Christianson 441-7365 (Home)

Agency Contact: Traci Stevens: 853-3111 Office
782-8035 Home
819-0471 Pager
806-8136 Cellular
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PLRLIC EMPLOYEES' RETIREMENT SYSTEM
1995-1096 REGTILAR SESSION
BOL ANALYSIR

BILL NO: SB 1945 AUTHOR: Craven
SPONSOR: California Public Employees® Retiremont §ystem - VERSION: 2/23/96
\ POSITION: Sponsor

SIIMMAB.Y

Since the Orangs County dcbaclc, tho specter of possiblluy ofa La]PERS' conimcnng agency

filing & l:haptcr 9 Bankrupicy has arisen,. In particular, the concern is that such an agency's
trusize in bankruptey will choase to reject its sontract with CalPERS thereby n'nnsfen*lng the
Hability fiur its retirees’ retireient allowances o-CalPERS. This bill prokibits 4 CAPERS
contracting ngcncy debtors rustee from makmg an election to end - by Icieclhm. assignment, ot
ansuMpPon - ita cantrant with CalPERS,

Se.ctmn 20460 (20450) [cnel][uei]l’m:‘-’l] of the California Pubhc Einployees: Retitement Law

authorizes any public agency to enntrast for ol or part of its-cmployees 1o become members of
CalPERS. Section 20461 (20450.1) permits the CalPERS' Board to refuse (o contract for any

benefit provigion not specifically suthorized which would adverscly affect the administrmionof

tlie systor. Section 20480 (20499.5) provides that a contracting agency foreed to reduce -
employse compensation because of a (ueal emergency cannot teduce retirement bcnqﬁts below
the level before the reduction. Section 20536 (20531) permits CalPERS to assess costs for Jate

- contributions and Section 20537 (20531.5) permits CalPERS to charge initerest on unpmd
contributions. Section 20572 (20562) permits CalPERS to cancel 2 eontracting agency's contract
- when thal agency has failed to pay after 3(-days from written demand by the CalPERS Boaxd; it
may also terminate the contract by resolution cifective 60 days after mailing to an agency it
Jevidos no longer oxists. Section 20576 (20563) states that whoto the sgency's accumulated

" contributions do not satisfy the actuarial cquivalent set forth in Section 20376 (20563), the -
agency must contribute the difference on terms fixed by the CalPERS’ Board; furthermore, the
amount of the difference is subject 0 interest.: And, if the agency fails to pay, the Doard muy
declarc s proportional reduction in henefits, However; Bection 20583 (20567) assuree thal the -
right to a retirement altowance of an annuitant is not affected by teymination of the contract
unless the tontracting apency falls to make ie n:qum:d contributions. And Q:e-.ctmn 20831

o (20757.2) declares thet despite any other proviston ot the law, no emplayer may refuse to make

its ::untnblmnns to PERS. -

" Patenthetical Code references rofer Lo the iduntical section in the pre-1996 veision of the PERL.
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SB 1045 -2~
2/23/96

Chapter 9 of the United Stutes Bankruptey Code provides for reorganization of 2 municipality -
under strict parameters that ineluds: insolvency: desire to adjust debis; agreement by creditors
holding a maority-of tho outgianding smounts to be adjisted under the plan; and good feith
negotiation with those creditors resulting in inability to sucesed hacanye of impracticability or
the posibility of an unavoidable transfer under section 547 of the Baskrupicy Code. Section
101¢40) defines "municipality” to includo any puhhml subdivision or agescy of the state.
Section 901 provides many of the genersl provisions of the Bankruptey Code including scctions
362 (automatic stey), 365 {cxecutory contracts and unexpired lcases), 1129 (confirmation of
_ plan), and 1142 (implementation of plan). But section 903 says that the power of a state to
“control the exercise of a munivipality's govornmental powers including expenditure for such an
exereise is nol limiled. Andseclion 904 provides that without consent of the debtor or provision
- in the plan, the court, tay not interfere with the exescise of its povemmental powers or use of its
property and revenues. 28 U.S.C. scctmn 959(b) says that the trustee shall manage the property
" like an owmer. or posscssor would,

Secuon 922 provides additional authority to.that st forth in sectivn 362, to stay all entities that
seek to enforee any elaim against a debtor. Section 941 rcquu'cs the deblor agency to file a plan.
Section 943(b) ordains that the court shall affirm the plan if; it complics with (the Rankruptoy .
Code; conlalng no nction prohibited by law; sontaing any regulatory or clectoral approval
necessary; and i both feasible and in the bost interesty of creditors. Scction 944 says the

conft rmed plan binds both the debtnr and crcdxmrs even if they have not a.cccptmi the plau

: Whlle the purpesc of the: federa] bankruplny law isto pe.r.uut thc Impairment of contracts to cfrect
" ateorganization of debt, Chapter 9 only provides relief in states which have consented to its
- application. Only. 18 states; including Califoraia, have done sa. -Of those 18, & numbﬂ have
-~ established conditions on the right to scek bankruptoy reliel. An example is requiting approval
by a state agency belore a municipality can apply for Chapter 9 relief, New Jersey, Lanigiang,
- Kratucky, Obio, and Pennsylvania require such preapproval, Other sta103 - North Dakota,
Montana, and Kcntucky - and Louisiuna set l'orlh specific procedures whlch must be fnllnwcd.

'(n.hlonua Government Code sections 53760 and 53761 cifbeiivoly congant to-the pmiaions of
the Banlauptey Code for its govcrmnmtal subawmam and taxing agcucxes

. The coneern is that if a contracting publio agoncy were to fle for reorganizstion under Chapm 9%
CalPERS’ ability to torminate & pontract could be abrogated by the automatis stay. In that event,
CalPERB might not be able to asscss for deficient contnbutmns but may still br: liahle o
armuitants whose allowances are 1ot Tully funded. ‘
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Thisz bill would add Section 20486 to the Public Hmployees® Retirement Law (PERL) that would
prohibit » contracting agency or public agency secking bankruploy proteetion ftom rejccting any
comtract or agreement betwoon the agency and the Board or, without prior congent of the Board,
from assuming or assigning any contract or uyreement between the agency and the Board,
pureuant to Bexlion 365 of Title 11 of tho Uniled Stikes Code or similar provision of law,

Utler Scotion 365 as applicd to Chapler 9, any assumption, assigrmlcm. or rejection of'a contract

. equires court approval. Contracts must be assumed or rejected ag a whole, not in part, If
sy, all defaults and deficicncies mvst bo cured. Clauses in a contract canceling it bacanse

of insolvency are invalid. Non-asgighabls conlracls are also not lubwct to assumpuon or
assignment. :

Pro Argumeny

The Slate has the authority to protoot its retirement system by requiring preconditions for filing a
Chagter 9 bankruptoy.

The Statc should protsul ils retirernent sytem and {ts beneficiaries s a priority t prevent use of
thie Bankruptoy Code by a political subdivision or agency lo aveid its abligations to its

. cmpluyucsand Anmuitants.

E&nﬂmumsnt

A banlcmptcy,]udge might rcfuse to mcogmze the power ofthe State o control lhe bﬂnk.mmcy
pmceulmgs vr ko sel conditions for using bankruptey prowection.

" This program should save tosts, but the amount of any savings would be spegulative,

SUPPORT.
PROPOMENTS DPPONENTS

Uinkenown at this time,
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CALIFORNIA PUBLIC EMPLOYEES' RETIREMENT SYSTEM
1995-1996 REGULAR SESSION
BILL ANALYSIS

‘BILLNO:  SB 1945 : AUTHOR:  Craven
SPONSOR:  CalPERS S ‘ ~ VERSION:  AsIntroduced

- 2/23/96
POSITION: Sponsor

SUMMARY

I ‘his bill prohibits the debtor's trustee of a CalPERS contractmg agency that has ﬁled for Chapter
9 Bankruptcy from making an election to end -- by rejection, assngnment or assumption -- its
contract with CalPERS. The recent Orange County fiscal orisis has raised the ]JOhSlblllty thata
CalPERS' contracting agency could file a Chapter 9 Bankruptey and that the agency's trustee in

~ bankruptey might seek to reject its contract with CalPERS thcraby transferring the Liability for
its retirees’ retirement allowances to CalPERS

~ Section 20450 of the California Public Employees Retitément Law authorizes any public agency
 to contract for all or part of its émployees to become members of CalPERS, Section 20450,1
- permits the CalPERS" Board to.refuse to contract for any benefit provision not specifically
authorized which would-adversély affect the adrninistration of the system. Section 20499.5-
provides that a contracting agency forced to reduce employee compensation because of a fiscal
emergeéncy cannot redude retirement benefits below the level before the reduction. Section
20531 permits CalPERS to assess costs for late coumbuuons and section 20531.5 permits
CalPERS to charge interest on unpaid contnbutlons Section 20562 permits CalPERS to cancel a
* contracting agency's contract when that agency has failed to pay after 30 days- from written -
demand by the CalPERS Board; it may also terminate the contract by resolution effective 60 days -
~ after mmlmg to an agency it decides no longer-exists, Section 20563 states that where the
agency’s accumulated contributions do not satisfy the acmanal equivalent set forth in section
- 20563, the ngency must contribute the difference on terms fixed by the CalPERS Board;
fhrthennore, the amount of the difference is subject to interest. And, if the agency fails to pay,
the Board may declare a proportional reduction in benefits, However, section 20567 assures that
- the right to a retirement allowance of an annuitant is not affected by termination of the contract
unless the contracting agency fails to make its required contributions; And section 207572

declares that despite any- other provision of the law, no employer way mﬁxse to make its
contributions to CalPERS.

Chapter 9 of the United States Bankruptcy Code provides for reorganization of a municipality
under strict parameters that include: insolvency; desire 1o adjust debts; agreement by creditors
holding & majority of the outstanding amounts to be adjusted under the plan; and good faith

- negotiation with those creditors resulting in mabthty to suceeed because of impracticability orthe |
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possibility of an unavoidable transfer under section 547 of the Bankruptcy Code. Section
101(40) defines "municipality” to include any polltlcal subdivision or agency of the state.
Section 901 provides many of the general provisions of the Bankruptey Code including sections
362 (automatic stay), 365 (executory contracts and unexpired leases), 1129 (conﬂrmatmn of
. plan), and 1142 (lmplementanon of plan), But section 903 says that the power of a state to
control the exercise of a mumcipahty s governmental powers including expenditure for such an
exercise is not limited. And section 904 provides that without consent of the debtor or provision -
~ in the plan, the court may not interfere with the exeteise of its govemmental powers or use of its

property and revenues, 28 USs.C. § 959(b) says that the trustee shall manage the property like an
owner or possessor would

. California Government Code sections 53760 and 53761 eﬂ'@ctwely consent to the prowsmns of
vthe Bankmptcy Code for its governmcnta] subdivisions and taxing agencics,

: Ifa contracung public agency were to file for teorgamzauon under Chaptcr 9, CalPERS’ ability to -
terminate a contract could be abrogated by the automatic stay. In that event, CalPERS might not
be able to assess for deficient comnbununs but may’ still be lmble to anmijtants whose

- allowances are not fully ﬁmded. B

Secuon 922 prowdes addiuonal authonty to that set forth in secnon 362. to smy all emines that
- 'seek to enforce any claim against a debtor. . Section 941 requires the debtor agency to filea plan. . .
‘Section 943(b) ordains that the court shall affirm the plan if: it comphes with the Bankruptcy
* Code; contains no-action prohibited by law; containg any regulatory or electoral approval
* necessary; and is both feasible and in the best imtercsts of creditors. Section 944 says the
' conﬁrmed plan blnds both the debtnr and creditors even |f they have: oot accepted the plan

- Under sectlon 365 as applmd to- Chapter 9 any assumpuon, aaslgnmﬂnt. or rqeetion of a contract
. requires court approval. Contracts must be assumed or rejected as'a whole, not in part.- ¥
- assumed, all defiults and deficiencies must be cured, Clauses in a contract canceling it bocause
of insolvency are invalld. Nomasstgmblc conu-ms m-e also not subject to assumpnon or ..
asslgnment _ _
. Whils the purpose of the fedeml bankmpwy law is to permit thc impairment of contracts to efftot
. a reorganization of debt. Chapter 9 only provides relicf in states which have consented to its
application, Only 18 states, including Cahfomm, have done so. Of thosa 18,2 number have
-~ established conditions on the right to seek bankrupicy relief. An example is raquinng approval
bya state agency before a municipality can apply for Chapter 9 relief. New Jersey, Lovisiara,
Kentucky, Ohio, and Pennsylvania require such preapproval. Other states ~- North Dakota,
Montana. and Kentucky -~ and Louisiana set forth speclﬁc pmcedures which- must be followed
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1. The State has the authority to protect its reurement system by requmng prccondmons for ﬁlmg
a Chapter 9 bankruptcy.

2. The State should protcct its retirement system and ils bcncﬁclm'les as a priority to prcw;nt use

of the Bankruptcy Code by a pohtwal subdm~mn or agency to avoid its obhganons toits
* employees and annuitants,

A bankrupu.y ]udgc mxght ref use to recognize the power of the State to control the bankruptcy
proceedings or tu set conditions for usmg bankruptey protection. '

-'This program should save costs, but the amount of any savings would be specalative.
*OMMEN[

'SUPPORT.
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 CALIFORNIA PUBLIC EMPLOYEES' RETIREMENT SYSTEM
'1995-1996 REGULAR SESSION
‘ BILL ANALYSIS

BILL NO: SB 1945 | AUTHOR:  Craven

SPONSOR: CalPERS - '~ VERSION: As amended,
- - 7/10/96

POSITION: SUPPORT

This bill prohibits the debtor's trustee of a CalPERS contractlng agency that has filed for -
Chapter 9 Bankruptcy from making an election to end - by rejection, assignment, or
assumption -- its contract with CalPERS. The recent Orange County fiscal crisis has
raised the possibility that a CalPERS' contracting agency could file a Chapter 9
Bankruptcy and that the agency's trustee in bankruptcy might seek to reject its
contract with CalPERS thereby transferring the liability for its retirees’ retirement -
allowances to CalPERS. The 6/26/96 amendment makes the CalPERS deferred
compensation program available to any California public agency eligible to contract for
retirement or social security coverage with CalPERS. :

LEGISLATIVE HISTORY
. Sectlon 20450 of the California Publlc Employees Retirement Law authorizes any publlc
agency to contract for all or part of its employees to become members of CalPERS.
Section 20450.1 permits the CalPERS' Board to refuse to contract for any benefit
provision not specifically authorized which would adversely affect the administration of
the system. Section 20499.5 provides that a contracting agency forced to reduce
- employee compensation because of a fiscal emergency cannot reduce retirement

benefits below the level before the reduction. Section 20531 permits CalPERS to
assess.costs for late contributions and section 20531 5 permits CalPERS to charge.
interest on unpaid contributions. Section 20562 pemuts CalPERStocancela
contracting agency's contract when that agency has failed to pay after 30 days from
written demand by the CalPERS Board; it may also terminate the contract by resolution
effective 60 days after mailing to an agency it decides no longer exists. Section 20563
states that where the agency's accumulated. contnbutlons do not satisfy.the actuarial
equivalent set forth in section 20563, the agency must contribute the difference on
terms fixed by the CalPERS Board; furthen'nore the amount of the difference is subject
tointerest. And, if the agency fails to pay, the Board may dectare a proportional
reduction in benefits. However, section 20567 assures that the right to a retirement
allowance of an annuitant is not affected by termination of the contract unless the

- contracting agency fails to make its required contributions. And section 20757.2

declares that despite any other provusuon of the Iaw no employer may refuse to make
. - its contnbutlons to CaIPERS : ’
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SB 1945 ‘ 2
Amended 7/10/96

Chapter 9 of the Unlted States Bankruptcy Code provides for reorganization ofa

 municipality under strict parameters that include: insolvency; desire to adjust debts;

agreement by creditors holding a majority of the outstanding amounts to be adjusted
under the plan; and good faith negotiation with those creditors resulting in inability to
succeed because of impracticability or the possibility of an unavoidable transfer under
section 547 of the Bankruptcy Code. Section 101(40) defines "municipality" to include
any political subdivision or agency of the state. Section 901 provides many of the -
general provisions of the Bankruptcy Code including sections 362 (automatic stay), 365
(executory contracts and unexpired leases), 1129 (confi rmation of plan), and 1142
(implementation of plan). But section 903 says that the power of a state to control the
exercise of a municipality's governmental powers including expenditure for such an

exercise is not limited. And section 904 provides that without consent of the debtor or v

provision in the plan, the court may not interfere with the exercise of its governmental
powers or use of its property and revenues. 28 U.S.C. § 959(b) says that the trustee
shall manage the property like an owner or possessor would _

' California Government Code sections 53760 and 53761 effectively consent to the
" provisions of the Bankruptcy Code for its governmental subdrvrsrons and taxrng
agencies.

Chapter 1659, Statutes of 1990 established a CalPERS admrnrstered deferred
compensation program for CaIPERS members

- If a contracting public agency were to ﬂle for reorganrzatron under Chapter 9, CaIPERS'
ability to terminate a contract could be abrogated by the automatic stay. In that event,

CalPERS might not be able to assess for deficient contnbutlons but may still be liable to |

annurtants whose allowances are not fulIy funded

The deferred compensaﬁon%i)"rrogram will be avarlable to any public agency elrglble to.
contract for retirement:or social security coverage. This will increase the number of
eligible agenqies and shoﬂfd result in wrder partrcrpatron :

f. Sectlon 922 provrdes additional authorrty to that set forth.in section 362, to stay
all entities that seek to enforce any clalm agalnst a debtor

2. Sectron 941 requrres the debtor agency to file a plan
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SB 1945 3
. As amended, 7/10/96 ’

3. Section 943(b) ordains that the court shall affirm the plan if: it complies with the =~
Bankruptcy Code; contains no action prohibited by law; contains any regulatory
or electoral approval necessary; and is both feasible and in the best interests of
creditors. Section 944 says the confirmed plan binds both the debtor and
creditors even if they have not accepted the plan.

4. - Under section 365 as applied to Chapter 9, any assumption, assignment, or
rejection of a contract requires court approval. Contracts must be assumed or
rejected as a whole, not in part. If assumed, all defaults and deficiencies must
be cured. Clauses in a contract canceling it because of insolvency are invalid.
Non-assignable contracts are also not subject to assumption or assignment.

5. While the purpose of the federal bankruptcy law is to permit the impairment of
contracts to effect a reorganization of debt, Chapter 9 only provides relief in
states which have consented to its application. Only 18 states, including
California, have done so. Of those 18, a number have established conditions on
the right to seek bankruptcy relief. An example is requiring approval by a state.
. agency before a municipality can apply for Chapter 9 relief. New Jersey,
Louisiana, Kentucky, Ohio, and Pennsylvania require such preapproval. Other
. states -- North Dakota, Montana, and Kentucky — and Loumana set forth
specn"lc procedures whlch must be followed

6. The 6/26/96 amendment. enables-any California agency which is eligible to
contract for retirement or health coverage to contract for the deferred
compensation program. The term “school employer” is defined to mean the
county superintendent of schools. Therefore, individual school districts will not
be able.to contract for this program unless.the county. superintendent limits its
coverage to specific school districts. This was not intended and would be
corrected by the suggested amendment language. ‘ ‘

7. The 7/10/86 amendment makes a technical, non-substantive change to the
duration of an interagency agreement between the Department of Personnel-
Administration and CalPERS. The change allows the two departments to - -
negotiate the duration of the agreement without a set minimum..
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SB 1945 - -
As amended, 7/10/96 ‘

P n‘O
P RGUMENT

1. The State has the authority to protect its retirement system by requiring preconditions
for filing a Chapter 9 bankruptcy.2. The State should protect its retirement system and
its beneficiaries as a priority to prevent use of the Bankruptcy Code by a political
subdivision or agency to avoid its obligations to its employees and annuitants.

3. There is no.reason for the deferred compensation program to be restricted to public
agencies that contract for retirement coverage as there i is not direct relationship
between the two programs :

CON ARGUMENT
A bankruptcy judge might refuse to recognize the power of the State to control the
“bankruptcy proceedings or to set conditions for using bankruptcy protection.

ELS_QAL_LMEAQI

This brll would protect the System and lndrrectly the General Fund from Iarge potentlal ‘
fiscal cost associated with a public agency bankruptcy. This bill would help ensure that
CalPERS would not be held liable: for paying out benefits to the employees of a public
agency that ceases to pay for those benefits because of bankruptcy. By enabling
CalPERS to offer a deferred compensation program to more public agencies it expands
the choices available to public agencies interested is such programs. In those cases
where the CalPERS program has a lower administrative cost than other programs.
partrmpatmg agencies will realize the savmgs '

SUPPORT.
Suggested technical amendments (atlached)'WiII:
‘e Allow individual school dlstncts and community college districts to contract for the -
- deferred compensation program without gorng through the county superintendent of

- schools office;

o AIIow a county supenntendent of schools to contract for the program for hlslher :

employees; A o ) | o .
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| SB 1945 5.
' . As amended, 7/10/96

e Make clear that the public agenCy definition being used is identical fo that used for
agencies wishing to participate in the CalPERS retirement program and not the
social security program; and,

e Removes a technical conﬂlct regardlng schools as the retirement law does not
permit individual school districts to contract for retirement coverage. They are
-mandatorilly covered through a master contract wnth each county superlntendent of

- schools.
Provided by Legislative Research & Intent LLC (800) 530-7613 ' - = 1996-502 Page 185 of 200
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bankruptcy law is that it's the only voluntary case that
can be filed only if the debtor is insolvent. That means
already insolvent. And one of the major determinations
that I had to make back at the eligibility determination
was that the City of Stockton was insolvent.

As against that, it really makes me wonder
whether the so-called lien is the kind of thing that
could be enforced in the face of -- in avoidance under
the Bankruptcy Code. And when I look around further in
the Bankruptcy Code, I see section 106 (a) which says:
Notwithstanding an assertion of sovereign immunity,
sovereign immunity is abbrogated as to a>governmental
unit to the sense set forth in the section with respect
to the following, and there's a laundry list of
Bankruptcy Codes, one of which is Section 545, the
statutory lien section I just talked about, another of
which is Section 926. Section 926 is -- 926 (a) provides
that if the debtor refuses to pursue a cause of action
under, and it names six sections, one of which is Section
545, the statutory lien of this title, then on request of
the creditor the court may appoint the trustee to pursue
such cause of action. It's the one case where you can
have a trustee in a Chapter 9 case.

And another item that is listed in Section

106 (a) (1) is Section 944. Of course, 944 1is the effect

44
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of confirmation and includes the discharge, and the
conventional analysis is that the State of California by
authorizing filing the Chapter 9 invokes Section 106 on
itself. And then, of course, the City of Stockton, to
the extent it can avail itself of sovereign immunity,
invoked Section 106 on itself when it filed the case. BSo
I think I'm going to need some explanation of why I
should take that lien seriously in light of Section 545
and the various provisions I've talked about.

Then there's another provision that kind of
attracted my attention, too. Section 20487, that's a
section in the Public Employee Retirement law entitled
bankruptcy, it says: Notwithstanding any other provision
of the law, no contracting agency or public agency that
becomes subject of a case under the bankruptcy provisions
of Chapter 9, commencing with Section 901 of Title 11 of
the United States Code, shall reject any contract or
agreement between that agency and the board pursuant to
Section 365 of Title 11 of the United States Bankruptcy
Code or any similar provision of law, nor shall the
agency without prior written consent of the board assume
or assign any contract or agreement betWeen that agency
and the board pursuant to Section 365 of Title 11 of the
United States Code or any similar provision of law.

Once again, that's -- and that was added by

45
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a majority. of the shares of the debtor or its parent or of a subsidi-
ary; that the debtor prove that it is likely to be subject to substan-
tia] future asbestos claims, the number of which cannot be easily
predicted; and that the trust is needed in order to deal €quitably
with present and future claims; and that a,separate creditor class
be established for those with present claims, which must vote by
a 75 percent margin to approve the plan.

"In order for future claimants to be bound by a trust/m_]unctlon,
section 111 requires.that the trust operate in a structure and man-
ner necessary to give reasonable assurance that the trust will
value, and be able to pay, similar present and future claims in sub-
stantxally the same manner.

. The asbestos trust/injunction mechamsm established in the blll
is-available for use by any asbestos company facing a similarly
overwhelming liability. It is written, however, so that Johns-Man-
ville and UNR, both of which have met and surpassed the stand-
ards imposed in this section, will be able to take advantage of the
certainty it provides without havmg to reopen their cases.

Section 112. Authorzty of bankruptcy Judges to conduct Jur_y truzls
in civil proceedings,

This section would amend title ‘28 of the Umted States Code to
clarlfy that bankruptcy judges may conduct jury trials and enter
appropriate orders consistent with those trials if designated by the
district court and with the. express consent of all- partles to the
bankruptcy proceeding.

This amendment would clanfy a recent Supreme Court decision
and resolve conflicting opinions among the different circuits regard-
ing this issue. The Supreme Court .in Granfinanciera, S.A. v.
Nordberg, 492 U.S. 33 (1989), held that in bankruptcy core pro-
ceedings, there is a const1tut10na.l right to a trial by jury.

[page 42]

The Granﬁnanclera court had no finding on whether bankruptcy
judges could conduct civil trials, and the circuits have reached con-
trary opinions regarding this issue. Five circuits have held that, in
the absence of enabling legislation, bankruptey judges could not
hold jury trials.® The Second Circuit has been the lone circuit to
hold that bankruptcy judges have implicit authonty to conduct Jury
trials.10 ‘

Sectwn 113. Souenezgn 1mmumty

This section ‘would effectively overrule two Supreme Court cases
that have held that the States and Federal Government are not
deemed to have waived their sovereign immunity by virtue of en-
acting section 106(c) of the Bankruptcy Code. In enacting section
106(c), Congress intended to make provmlons of title 11 that en-
compassed the words “creditor,” “entity,” or “governmental umit”
applicable to the States. Congress also intended to make the States
subject to a money judgment. But the Supreme Gourt in Hoffman
v. Connecticut’ Department of Income Maintenance, 492 U.S. 96
(1989), held that even if the State did not file a cla.lm, the trustee
in bankruptcy may not recover a money judgment from the State

3350.
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notwithstanding section 106(c). This holding had the effect of pro-
viding that preferences could not be récovered from the States. In

using such a narrow construction, the Court held that use of the .

“trigger words" would only bind the States, and not make them
subject to a money judgment. The Court did 'not find in the text
of the statute an “unmistakenly clear” intent of Congress to waive
sovereign immunity in accordance with the language promulgated
in Atascadero State Hospital v. Scalon, 473 U.S. 234, 242 (1985).
The Court applied this reasoning in United States v. Nordic Vil-
lage, Inc., 112 S. Ct. 1011 (1992), in not allowing a trustee to re-
cover a postpetition payment by a chapter 11 debtor to the Internal
Revenue Service. The Court found that there was no such waiver
expressly provided within the text of the statute. : '
~ This amendment expressly provides for a2 waiver of sovereign im-
munity by governmental units with respect to monetary recoveries
as well as declaratory and injunctive relief. It is the Committee’s
intent to.make section 106 conform to the Congressional intent of
. the Bankruptcy Reform Act of 1978 waiving the sovereign immu-
nity of the States and the Federal Government in this regard. :

Section 114. Service of process in bankruptcy proceedings on. an in-
 sured depository institution. : -

This section operates to amend bankruptcy rule 7004 to require
that service of process to an insured depository institution be -ac-
complished by certified mail in a contested matter or adversary
proceeding. The rule that is presently in operation only requires
that service be achieved by first class mail. :

?See Official Committee of Unsecured Creditors v. Schwartzman (In re ‘Stansbury Poplar
Place, Inc.), 13 F.3d 122 (4th Cir. 1993); In re Grabill Corp., 987 F.2d ‘1153, reh’g en banc de-
nied, 976 F.2d 1126 (7th Cir, 1992); Rafoth v. National Union Fire Insurance Co. (In re Baker
& Getty Financial Services lac., 954 F.2d 1169 (6th Cir. 1992); Kaiser Steel Corp. v. Frates (In
re-Kaiser Steel Corp., 911 F.2d 380 (10th Cir. 1990); In re United Missouri Bank of Kansas City,
N.A., 901 F.2d 1449 (8th Cir, 1990). L R

12 See In re Ben Cooper, Inc., 896 F.2d 1394 (24 Cir, 1990). .

[page 43)

Section 115. Meetings of" creditors and equity security holders.

This section requires the U.S. Trustee to orally examine the debt-
or to ensure that he or she is informed about the effects of bank-
ruptcy, both positive and negative. Its purpose is solely informa-
tional; it is not intended to be an interrogation to which the debtor
must give any specific answers or which. could be used against the
debtor in some later proceeding. No separate record need be kept
of the examination since it will be preserved along with the re-
mainder of the record of the meeting, which normally is recorded
on tape. - S : _— ‘

Thg trustee conducting the meeting of creditors is directed ‘to
orally inquire whether the debtor is aware of the consequences of
bankruptcy, including protections such as those provided by the
discharge and the automatic stay, as well as the fact that the bank-
ruptcy filing will appear on the debtor’s credit. history: Since dif-
ferent creditors treat bankruptcy debtors differently, the trustee is
not expected to predict whether the bankruptcy filing will make it
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