Pension Task Force
Recommended Findings
Rapidly ballooning pension obligations are consuming a growing portion of every city’s budget.
The problem will only worsen as CALPERS smoothes in the significant investment losses of 2008
coupled with potential changes in GAAP rules and revised actuarial assumptions (retirees are
living longer) which will increase the unfunded anticipated actuarial liability for cities. This task
force has analyzed some of the most common methods being suggested to address this
problem and suggests the following conceptual framework for cities to use when approaching
pension reform. The ACC-OC is a protector of local control and understands that each city will
have different reasons for implementing or not implementing any of the suggestions below.
The ideas fall into three categories: (1) items that may be implemented by cities today, (2)
items that will require legislation in order to be feasible, and (3) action items for the ACC-OC.
Items Cities Can Begin Implementing Today
1.

Share Retirement Responsibility with Employees - Cities and employees should move
toward parity where employees contribute an equal amount to their pensions as
cities, and at a minimum, employees should pay the employee portion of their
pension costs. Accomplish by negotiating/requiring:
a.
Employees to pay the full statutory employee share of plan
b.
Employees to pay a portion of the employer share until the employee and
employer each pay 50% of Total Plan Cost

2.

Treat New Hires Differently - Cities should adopt a second tier for new hires offering
the least generous formula currently available for that class of employees and use
the longest analysis period available and eliminate other optional compensation.
Accomplish by negotiating/requiring:
a.
PERS Miscellaneous employees least generous formula is 2% at 60
b.
PERS Safety employees least generous formula is 2% at 55
c.
Retirement benefit calculation based on highest 36 months pay (not final
year)
d.
Reduce/eliminate other optional benefit provisions

3.

Be Flexible to Market Changes – Retain flexibility to adapt to market and legal
changes. Accomplish by negotiating/requiring any combination of the following:
a.
Limit MOUs to one year
b.
Include re-openers
c.
Require employees to pay for or share in the cost of any increased rate of
contribution
d.
Automatically reduce salaries by the amount of any increased rate of
contribution

4.

Control Payroll Growth – Compare total compensation costs with total
compensation cost for private sector positions where applicable.
Accomplish by negotiating/requiring:
a.
When benchmarking employee compensation against other public entities,
always use total compensation and not only base salary.
b.
Revised job descriptions or salary schedules based on private sector market
surveys considering total compensation (including pensions and benefits).
c.
Compensation surveys on the classifications that are most competitive with
the private sector.
d.
Eliminate or reduce automatic cost of living adjustments when salaries are
adjusted by formula

Items requiring Legislative Action
1.

Stop Pension Spiking – Seek to eliminate all the techniques for inflating
compensation in the final year that results in a disproportionate pension payout.
Accomplish by negotiating/requiring:
a. Eliminate One-Year Final Compensation Benefit Option (GC 20042)
b. Add a five year Final Compensation Benefit Option
c. Narrow the Definition of Pensionable Compensation
d. Prohibit Conversion of Accrued Vacation/Sick Leave/Other leave and other
compensation (housing allowance, car allowance, bonus pay, overtime)
e. Eliminate purchase of “Air Time”
f. Eliminate Employer Paid Member Contribution during final year (GC 20692)

2.

Provide more Benefit Options – Include lower benefit options for CALPERS members
such as:
a. 1.62% at 65 for Miscellaneous Employees to match the County Formula
b. A defined contribution alternative within CALPERS that can be paired with a
lower tier DB or used alone
c. Permit employees in a CALPERS defined contribution plan to select investments
with defined benefit-like payouts as a portion of their asset allocation

3.

Permit Cities to “Freeze” Plans – Cities should have the same alternatives available
to private sector companies that are able to “freeze” unaffordable pension plans.

a. Modify the statutory requirement that any contract amendment that increases
benefits is irrevocable (GC 20474)
b. Create legislation providing the mechanism for cities to freeze a plan - Recognize
time accrued and payout obligations incurred up until the freeze but not permit
any additional service credits to be added to the frozen plan.
4.

Add a statutory hard cap of the total pension payable to miscellaneous and safety
employees of either a percentage of salary or hard dollar amount. Possible limit to
consider for both is 80% of final salary (safety employees currently have a 90% cap
and miscellaneous employees have no cap).

5.

Prohibit retroactive pension increases.

6.

Permit cities to have some or all of their employees participate in social security.

ACC-OC Action Items
1.

Write a letter to the IRS requesting that (a) they promptly and favorably resolve
the County’s inquiry about the legality of their new second tier defined
contribution plan and (b) that the decision be rendered by modifying their
existing revenue ruling rather than rendering a Private Letter Ruling so that the
result is applicable to cities.

2.

Seek a legal opinion from a competent law firm specializing in pension and
contract law about the ability of cities to freeze plans under current law in the
same manner a private employer can freeze an ERISA plan.

