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CalPERS California Public Employees’ Retirement System

Agenda Item 5a March 18, 2014

ITEM NAME: Judges’ Retirement System Actuarial Valuation
PROGRAM: Actuarial Office

ITEM TYPE: Action

RECOMMENDATION
1. Approve the June 30, 2013 Judges’ Retirement System Actuarial Valuation
Report along with the change in assumptions as described in the report and
the corresponding transmittal letter to the Governor and Legislature.

2. Continue to encourage the Governor and Legislature to adopt an employer
contribution schedule that includes advanced funding of the Judges’
Retirement

3. Adopt the use of new mortality assumptions in all affected member
calculations effective as follows:

a. For service credit purchases under the “present value” method, the use of
the new mortality assumptions will apply to all applications received on or
after March 20, 2012.

b. For retirement applications, any application with a retirement date on or
after March 20, 2012 will be subject to the new mortality assumptions.

EXECUTIVE SUMMARY

Consistent with the decision made by the CalPERS Board of Administration for plans
participating in the Public Employees’ Retirement Fund (PERF), staff is
recommending, as part of the adoption of the valuation report, the adoption of new
mortality assumptions. The new mortality table used in this valuation was developed
from the February 2014 experience study and includes 20 years of projected on-going
mortality improvement using the Scale BB table published by the Society of Actuaries.

Over the last year, the State elected to continue funding the Judges’ Retirement
System on a pay-as-you-go basis. This means that there is no build-up of assets to
secure the benefits for members, as shown by the funded status in the table below.
Similarly, the lack of assets means that this system is failing to take advantage of a
substantial amount of investment income that would offset the cost of the benefits.
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The funded status, as well as other key results of the valuation, is shown in the
following table:

Comparison of Current and Prior Year Results
June 30, 2012 June 30, 2013
Same Assumptions New Mortality
as Prior Year Assumptions

Present Value of $ 3,245,198,783 $ 3,152,646,165 | $ 3,444,236,895
Benefits
Accrued Liability 3,172,276,086 3,096,126,848 3,383,309,964
Market Value of Assets 72,693,177 53,819,947 53,819,947
Funded Stgtus (Market 2 3% 1.7% 1.6%
Value Basis)
Estimated Pay-as-you-
go Contribution $ 213,556,754 $ 215,183,327 | $ 217,464,586

It is not within the Board’s authority to require the State to fund this system.
Accordingly, CalPERS cannot adopt a required contribution rate that will remedy the
funding situation. As in the past, we recommend that the Board encourage the
administration to institute proper funding of the plan. Staff has commenced
discussions with the administration to discuss a path forward and will report further
at the April Finance and Administration Committee meeting.

STRATEGIC PLAN

This action item is being presented as part of the regular and ongoing workload of
the Actuarial Office and supports the Strategic Plan Goal A: Improve long-term
pension and health benefit sustainability.

BACKGROUND

This report is presented in accordance with Section 75109.5 of the Judges’
Retirement System Law. The information included provides information regarding
retirement and ancillary benefits for judges elected or appointed prior to
November 9, 1994.

ANALYSIS

Attachment 1 is the transmittal letter to the Governor and Legislature. Also attached
(as Attachment 2) is the actuarial valuation report as of June 30, 2013 for the
Judges’ Retirement System (JRS). The results of the valuation are contained in the
attached report and key results are included earlier in this agenda item.

As can be seen in the report, JRS continues to be unfunded due to the pay-as-you-
go contribution basis followed by the State. Projections of expected statutory



Agenda Item

Finance & Administration Committee

March 18, 2014
Page 3 of 4

contributions and projected future benefit payouts are shown on pages 16 and 17 of
the valuation report.

The market value of assets for JRS as of June 30, 2013, is $53.8 million. This is
significantly less than the expected benefit payments in the year after the valuation
date. If the only contributions to the system were those determined in accordance
with statutory requirements, there would be insufficient assets to pay the benefits in
the year after the valuation.

Progress in the funded status of JRS can be achieved if the State commences
advance funding for its expected future benefit payouts. The table below shows the
pay-as-you-go amount (the amount that would be expected in accordance with prior
practice, where no pre-funding occurs) and the funding amounts under three
scenarios, equal to the Normal Cost plus 1) a 20-year, level dollar amortization of
the Unfunded Accrued Liability (UAL), 2) a 10-year, level dollar amortization of the
UAL and 3) the amount that would be required if the UAL were to be amortized over
the expected average remaining service life (EARSL) of the active members. Note
that this last amount is the Actuarially Required Contributions (ARC) under GASB
Statement No. 27 and may be required to be disclosed in the State’s financial
statements.

Since this is a closed plan, the total cost over the life of the plan can be estimated.
That total cost is shown in the final row for each of the funding scenarios. Also
shown is the difference between the total costs under the three pre-funding
scenarios and the cost on a pay-as-you-go basis. This represents a possible savings
to the State.

Possible Funding Scenarios
Pav-aS-VOU-00 20-year 10-year Amortization
y you-g Amortization Amortization over EARSL

Normal Cost n/a $28,408,535 $28,408,535 $28,408,535
Amortization nfa| 255710243 | 424,360,686 | 1.856,146,172
of UAL
Total $217,464,586 $284,118,778 $452,769,221 | $1,884,554,707
Total Payout
over Life of $5,936,829,650 | $5,184,133,475 | $4,313,535,475 | $3,685,646,233
the Plan
Difference
(Possible $752,696,175 | $1,623,294,175 | $2,251,183,417
Savings)

As can be seen, the State could save between $750 million and $2.3 billion over the
life of the plan if it commits to the one of the funding schedules shown above.
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As in prior years, CalPERS staff would be happy to work with the Administration in
establishing an acceptable advance-funding basis for funding the System’s future
benefit payments.

BENEFITS/RISKS

One risk measurement is the funded status of a plan. The funded status of a pension
plan is defined as the ratio of assets to a plan’s accrued liabilities. This measure
when below a certain level along with other risk measures indicates whether a plan
is at risk of not meeting future benefit obligations. The funded status of this plan on a
MVA basis is 1.6% and indicates that there are insufficient assets accumulated to
pay future benefits.

Although it is unlikely that the State would fail to pay ongoing benefit payments as
they are due, the lack of pre-funding means there is no benefit security for members
of this plan. It also means that the total cost is higher to the State since there is no
accumulation of assets and, consequently, little to no investment earnings that could
be used to defray costs.

ATTACHMENTS
Attachment 1 - Transmittal letter to the Governor and Legislature
Attachment 2 - Judges’ Retirement System Actuarial Valuation Report

BARBARA WARE
Senior Pension Actuary

ALAN MILLIGAN
Chief Actuary
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