TITLE | — FINANCE AND ACCOUNTING
SECTION ____ - PENSION MANAGEMENT POLICY
A. PURPOSE

The County of Santa Cruz (County) has created this pension management policy (Policy)
to ensure the financial stability of the County through prudent pension plan management.
The purpose of this policy is to safeguard the public trust by assuring prudent decisions
regarding the County’s pension plans, Other Post-Employment Benefits (OPEB), and
Section Pension 115 Trusts (if any) providing proper oversight of the benefits provided
and their associated cost.

This Policy applies to all County Defined Benefit Pension Plans currently administered
by the California Public Employees Retirement System (CalPERS), the County’s other
post-employment benefits (OPEB) also administered by CalPERS, and any Section
Pension 115 Trust that may be created in the future.

The County recognizes that a fiscally prudent plan should:
e Maintain the County’s sound financial position;
e Ensure the County has the flexibility to respond to changes in future service
priorities, revenue levels, and operating expenditures;

o Protect the County’s creditworthiness;
o Ensure that all pension funding decisions are structured to protect both current and

future taxpayers, ratepayers, employees and residents of the County; and

e Ensure that the structure of the County’s POB and future UAL amortization is
consistent with the County’s strategic planning goals, objectives, capital
improvement program, budget, and/or debt policy.

B. DEFINITIONS

The term “Pension Plans” shall mean the Santa Cruz County Miscellaneous, Safety,
and Sheriff Safety defined benefit plans administered by CalPERS.

The term “Funding Level” shall mean plan actuarial assets divided by plan actuarial
liability.

The term “OPEB” shall mean the Other Post-Employment Benefits provided by the
County dedicated to prefunding retiree benefits administered by CalPERS.

The term “Section 115 Pension Trust” shall mean any Pension Trust adopted by the
Board of Supervisors for the purpose of pre-funding CalPERS pension obligations
and/or OPEB obligations.

C. BACKGROUND



The primary goal of funding Pension Plans is to ensure that sufficient assets will be
accumulated to deliver promised benefits when they come due. Establishing sound
funding guidelines promotes pension benefit security.

The County’s overall objective is to, at a minimum, pay 100% of the annual normal
CalPERS pension plan costs and the annual amortization of the unfunded actuarial
liability (UAL) and/or pension obligation bonds debt service. The County will, by this
policy, determine the minimum amount of funding for its CalPERS pension plan UAL.
The County’s minimum funding for OPEB is currently limited set at the pay-as-you-go
basis.

To date, the County has not established a Section 115 Trust to prefund future pension
liabilities, but may in the future.

The County is committed to fiscal sustainability by employing long-term financial
planning efforts, maintaining appropriate reserve levels, and employing prudent
practices in governance, management, budget administration, and financial reporting.
This Policy is intended to make all relevant information readily available to decision-
makers and the public to improve the quality of decisions, identify policy goals, and to
demonstrate a commitment to long-term financial planning. Adherence to this Policy
signals to rating agencies and the capital markets that the County is well-managed and
able to meet its obligations in a timely manner.

Key factors relevant to the County’s efforts to achieve 85% - 100% funding of its
Pension Plans include but are not limited to the following items:

The financial position of the County

Stability of the plan and/or the affordability of the annual contributions

Benefit security

The terms of the CalPERS contract for Santa Cruz County, along with any
related collective bargaining agreements

e Minimum funding requirements under State law

D. POLICY

The Pension Plans assets constitute a trust independently administered by CalPERS
which exists to satisfy the County’s obligation to provide retirement benefits and to meet
distribution obligations to all covered employees.

Withdrawal
Any withdrawal of a group of employees from participation in the pension or OPEB
plans will not necessarily trigger a distribution of any assets.

Additionally, if any employee group or department separates from the County, the
associated actuarial liability and pension assets of the pension or OPEB plans will be



subject to an independent actuarially determined “true value” as the basis for liability
incurred by and due from the separated group.

Funding Level

The County seeks to maintain a minimum Funding Level of 85% in its Pension Plans.
To the extent the funding level is or falls below that, the County will present to the Board
of Supervisors within 12-months a plan to address the issue.

The County is currently funding the OPEB costs on a pay-as-you-go basis. The County
will identify an OPEB liability funding target no later than Fiscal Year 2021-22.

Additional Discretionary Payments

Additional Discretionary Payments (“ADP”) may be deposited with CalPERS at any
time. After completion of the County’s annual audit, all discretionary fund reserve
balances will be reviewed by County staff. Based on any budgetary constraints at that
time, an assessment should be coordinated to determine the cost / benefit of utilizing
any available reserves or one-time savings from the prior fiscal year to make an ADP’s.
ADPs should not aversely effect the general operations of the County. ADPs could be
deposited with CalPERS, invested in the County’s Section 115 trust, or set- aside in the
General Fund Liability Management Fund.

Prepay Annual UAL Amortization

CalPERS permits the prepayment of the annual amortization of an agency’s UAL in July
each year. CalPERS currently provides a discount on the annual cost that is equal to
one-half the CalPERS discount rate (i.e, the required return of the CalPERS investment
portfolio). The County may determine from time to time the cost-benefit of making such
a prepayment.

Proposed Changes

Any proposed changes to pension benefits, liability amortization schedules or the
issuance of any Pension Obligation Bonds will be reviewed by the County
Administrative Officer, the Auditor-Controller-Treasurer-Tax Collector and the County
Budget Manager, who shall provide the Board with an analysis of the long- term costs
and benefits and related recommendations. Such evaluations are to take into account
any outstanding Pension Obligation Bonds.

Any issuance of pension-related debt or changes in pension liability amortization
schedules will be reviewed first by the County’s Debt Advisory Committee before a
recommendation to the Board of Supervisors.

Liability management fund

Upon approval of this Policy, the County intends to create a liability management fund
in the General Fund, the goal of which will be to maintain additional savings to apply
towards the County’s unfunded accrued pension liabilities and manage ongoing
pension costs. The liability management fund shall be funded by capturing a portion of
the projected savings associated with issuance of pension obligation debt and be used




to retire pension related debt, be transferred to CalPERS to reduce any unfunded
liability or be deposited in a Section 115 Trust, if one is established. The amount (if any)
deposited in the liability management fund each year will be recommended as part of
the County’s annual budget.

The liability management fund, once established, will be included in the County’s
Committed Fund Balance. The liability management fund may be used on an individual
basis for any of the Pension Plans.



