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TO: MAYOR DAHLMEIER AND COUNCIL MEMBERS 

FROM: RUTH WRIGHT, FINANCE DIRECTOR 

RE:  MONTHLY FINANCE DEPARTMENT REPORT  

DATE: SEPTEMBER 5, 2017 

CalCALPERS Pension Crisis – Public entities all over the State of California have been 
referring to the increases to the CalPERS pension cost increases as a pension crisis, or 
a pension tsunami, and at the very least, a very big problem.  Many cities are projecting 
financial bankruptcy in as little as 5 years.  You can hardly go through a day without 
hearing about it or seeing a news article about it. 

 What caused it? To break it down, CalPERS plan assets are not projected to
cover future retiree pay outs. How did that happen? One reason was investment
rate of return projections. The investment rate of return that CalPERS was using
to project growth on plan assets (7.5%) was high compared to the dismally low
performance. Year 2016 was an all-time low of less than one percent rate of return
on investments. All the while we, the municipal entities, are paying into our
pensions based on an investment rate of return projections that were much rosier
than reality. CalPERS hadn’t calculated the dollar impact of reducing the
investment rate of return for many years.  Then finally, in December, 2016, they
announced a rate reduction from 7.5% to 7.0% to be phased into the pension cost
calculations. What causes concern is, this rate reduction is still not realistic.
Economists predict a more likely rate of return of an average of 6% over the next
six years. If this happens we will be widening the gap of funded plan assets and
what is needed for retiree payouts. Based on this, we will be going further in the
hole. Why didn’t CalPERS match the expected rate of return (6.0%) and the rate
of return we are making our payment based on (7.0%)? The simple answer is that
just by reducing it to 7.0%, it is causing a terrible pension crisis in the State,
lowering it to the true projection of 6% would require all of us to pay even more
and the bankruptcies would double. Why is their investment rate of return so
dismal? We’ve heard it all, bad housing investments, strict investment policy, bad
investing in general.  Whatever the cause, it has never been worse than it is now.

 Why wasn’t this predicted and planned for? CalPERS is the largest US public
pension fund and has been one of the leading pension organizations for many
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years.  A powerhouse of an organization, that everyone counted on, and enjoyed 
their success….while it lasted.  Talk to some long-time City employees and you 
will hear about the day when the City’s contribution was zero.  Compare that to 
the 60.7% of salaries and wages we will pay in year 2021-2022.  These cost 
increases are very recent and very steep.  Every municipality under CalPERS got 
hit, we are not alone in this and we are not unique. 

 What are our options? Forced to slash spending, forced to freeze positions as
they become vacant, we have done these things and need to look again. The City
is currently operating on a workforce of 97 positions, this is from a total 143
approved positions. That is a reduction of approximately one third of the approved
work force. Sadly, the City is like many California municipalities in that 80% of our
expenditures are salaries and benefits, there is just not much else to cut from.
Look for new revenue sources? With none on the horizon, perhaps revisit the very
unpopular temporary sales tax increase.  Maybe not a full percent this time,
maybe try a half percent. All options at this point are very unpopular but need to
be discussed.

 What actions can we take? The squeaky wheel. Finance professionals of
California are planning to attend CalPERS board meetings. This movement has
already started.  We will get three minutes each month to speak to them.  This is
our opportunity to let them know how their increases to fix their funding gap is
affecting our communities.

 Is there relief on the way? -  CalPERS announced a rate of return for 2017 of
approximately 11%.  Any year they experience a rate of return above the 7.0% is
good news for us. They just need to keep it up. Also encouraging; CalPERS
appointed a new chief executive officer back in October who shows promise in
leading the way back to recovery.

 Statistics? Beginning July, 2017, local entities will pay CalPERS a total $5.3
billion in pension contributions and rise to $9.8 billion in fiscal year 2023.  The City
of Oroville estimates annual increases will total $5,647,251 by the year 2023.
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