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RECOMMENDATION:

Staff recommends that City Council receive an informational report on City of Millbrae post-

employment benefit costs.
BACKGROUND:

The City of Millbrae offers post-employment (or retirement) benefits to City employees
including a pension program offered through the California Public Employee Retirement System
(CalPERS) and retiree medical benefits (also called Other Post-Employment Benefits or OPEB).
The City currently offers two pension programs:

Classic members are employees who were members of CalPERS prior to January 1, 2013

and have not had a break in service greater than six months are provided a 2.7 @ 55
retirement benefit program. (While there are other factors, in general, this means that, if an

employee retires at the age of 55 or later, the annual retirement benefits to a Classic
employee equal 2.7% times the number of years worked times the final highest year salary.)
PEPRA members are employees who were not members of CalPERS prior to January 1,
2013 or have had a break in service greater than six months since January 1, 2013 and are
provided a 2 @ 62 retirement benefit program. (While there are other factors, in general,
this means that, if an employee retires at the age of 62 or later, the annual retirement benefits
to a PEPRA employee equal 2% times the number of years worked times the average three

highest year's salary.)
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In addition to the above programs, the City offered retirement benefits to public safety

employees before those services were transitioned to other providers:

Classic safety members are public safety (police or fire) employees who were members of
CalPERS prior to January 1, 2013 and have not had a break in service greater than six
months are provided a.3 @ 50 retirement benefit program for police and a 3 at 55 retirement
benefit program for fire. (While there are other factors, in general, this means that, if an
employee retires at the age of 50 or later for police or the age of 55 for fire, the annual
retirement benefits to a Classic Safety employee equal 3% times the number of years worked
times the final highest year salary [with a maximum of 90% of salary].)

PEPRA safety members are public safety (police or fire) employees who were not members
of CalPERS prior to January 1, 2013 or have not had a break in service greater than six
months and are provided a 2.7 @ 55 retirement benefit program. (While there are other
factors, in general, this means that, if an employee retires at the age of 57 or later, the annual
retirement benefits to a PEPRA employee equal 2.7% times the number of years worked
times the average three highest year's salary.)

For Classic employees, there are three categories of costs paid for CalPERS pensions:
1. Normal Cost: is a percentage of payroll based on the current year and is paid as part of the
payroll reporting process. For Fiscal Year 2018 - 2019, employees pay 12.952% and the
City pays 8.084%.

2. Unfunded Accrued Liability is the "amortized dollar amount needed to fund past service
credit earned (or accrued) for members currently receiving benefits, active members, and

members entitled to deferred benefits, as of the valuation date." The UAL is paid monthly

or can be paid at the beginning of the fiscal year resulting in cost savings.
3. Pension Obligation Bond: In 2004, the City issued Capital Appreciation Bonds to prepay
unfunded liability of Miscellaneous and Safety Pension Plans through CalPERS. Payments
on this bond are required through 2035.

In addition to pension benefits, the City of Millbrae provides medical benefits to retirees in the
Management / Confidential units as well as police and fire employees who retired directly from
the City. For members of the Teamsters Union, this benefit is provided directly by the Union.

The City's contributions are based on bargaining group are as follows:

For Management / Confidential / and former council members who were hired before June 1,
2013 and have retired from the City under CalPERS, the City pays up to $1,385.62 per

month for retiree health.

For Fire and Police employees who retired from the City, the City pays up to $133 per
month.

For represented employees, the City contributes $60 per month per active Teamster's

employee towards this benefit which is maintained by Teamsters.
1

https://www.calpers.ca.gov/page/employers/actuarial-services/employer-contributions/public-agency-contributions
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In addition to the direct costs of retiree medical benefits, there is also an indirect cost called an
Implied Subsidy. An Implied Subsidy is the increased medical costs for active employees
resulting from the increase in costs associated with a number of retirees included in the group
when health care costs are calculated. This is because health insurance rates generally increase
as the average age of participants increases.

ANALYSIS:
Like many local government agencies offering pension programs, the cost of post-employment
benefits has grown significantly over the last decade. For example,
The annual cost of pensions grew from $2.3 million in Fiscal Year 2007 / 2008 to over $3
million in Fiscal Year 2016 / 2017. This amount is projected to grow to $8.2 Million in
Fiscal Year 2026 / 2027. (Under current bargaining employees pay 5.5% of the employer
share of the Normal Cost.)

The annual cost ofOPEB grew from $293,400 in Fiscal Year 2007 / 08 to over $1 million in
Fiscal Year 2017/2018. As of the last valuation report completed in 2015, this cost was
estimated to grow to $1,084,000 in 2027. The annual costs will be partially offset by funds
held by the City in a Section 115 trust.
The City has taken a number of steps to manage these costs including:
• Contracting services such as police and fire as well as professional services. In general,
contracted services result in a fixed cost that will not have ongoing liability. (Note that for
public safety services contracted to other public agencies, pension and OPEB costs are
included in the annual contract cost.)

Adjusting employee benefits including:
o Negotiating with employee groups so that Classic members pay the full employee share
of PERS Normal costs and 5.5% of the City (employer) share of PERS Normal costs.
For fiscal year 2019, that has meant that employees pay approximately 13% of salary
towards retirement costs while the City pays approximately 8%.
o Modifying eligibility for retiree medical benefits so that OPEB benefits for employees
who joined the City after June 1, 2013 are reduced.
Establishment of a trust fund to pay OPEB benefits. Over $6 Million has been placed into
trust for OPEB. Staff is evaluating a similar tmst fund for pension benefits.
In addition, CalPERS is taking a number of actions to reduce the unfunded liability of the
pension program. The unfunded liability is the difference between the market value of funds
held by CalPERS and the value of benefits earned at the time of valuation. These actions will
likely result in a short term cost impact but provide longer term stability to the fund.
Attachment A to this staff report outlines the annual cost of post-employment benefits and
projected costs based on the most recent actuarial valuation. Staff is working to develop a longer
term financial plan to incorporate these costs into a framework that includes ongoing revenues
and other City costs.
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At the November 13, 2018 Council meeting, staff will present additional information including
background and historical changes ofMillbrae's post-employment benefits.
FISCAL IMPACT:
While the impacts of post-employment benefit costs are significant and require ongoing prudent
management, acceptance of this informational report has no fiscal impact.
COUNCIL ACTION:
Receive an update on City oflVtillbrae post-employment benefit costs.
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Exhibit A: Actual and Projected Costs of Post-Employment Benefits
City ofMillbrae Council Report November 13, 2018
Pension Benefits

ACTUAL COSTS OF PENSION BENEFITS
Pension

Increase

Actual Cost (Normal & Obligation Total Pension (Decrease) from
Fiscal Year UAL)
Bond
Cost
Prior Year
2017/2018*1 $
3,585,000 | $ 537,109 | $ 4,122,109 | $
1,521,810
2016/2017 | $
2,064,418 | $ 535,881 | $ 2,600,299 | $
671,718
2015/2016 | $
1,399,544 | $ 529,037 | $ 1,928,581 | $
(104,008)
2014/2015 | $
1,501,026 | $ 531,563 | $ 2,032,589 | $
(9,693)
2013/2014 | $
1,508,632 | $ 533,650 | $ 2,042,282 | $
28,078
2012/2013 | $
1,483,729 | $ 530,475 | $ 2,014,204 | $
(305,160)
2011/2012 | $
1,783,789 | $ 535,575 | $ 2,319,364 | $
194,936
2010/2011 | $
1,592,378 | $ 532,050 | $ 2,124,428 | $
(98,415)
2009/2010 | $
1,761,518 | $ 461,325 | $ 2,222,843 | $
64,645
2008/2009 | $
1,698,798 | $ 459,400 | $ 2,158,198 | $
110,106
2007/2008 | $
1,590,767 | $ 457,325 | $ 2,048,092 | $
(151,861)
2006/2007 | $
1,761,078 | $ 438,875 | $ 2,199,953 | $
168,608
2005/2006 | $
1,608,470 | $ 422,875 | $ 2,031,345 | $
464,723
2004/2005 | $
1,566,622
$ 1,566,622

* Pending final annual audit

PROJECTED COSTS OF PENSION BENEFITS
Pension

Increase

Total Pension (Decrease) from
Projected Cost
Obligation
Bond
Fiscal Year (Normal and UAL)*
Cost
Prior Year
2018/2019 | $
3,663,430 | $ 1,110,000 | $ 4,773,430 | $
651,321
2019/2020 | $
4,076,407 | $ 1,155,000 | $ 5,231,407 | $
2,631,108
2020/2021 | $
4,383,800 | $ 1,195,000 | $ 5,578,800 | $
3,650,219
2021/2022 | $
4,800,500 | $ 1,240,000 | $ 6,040,500 | $
4,007,911
2022/2023 | $
5,150,200 | $ 1,335,000 | $ 6,485,200 | $
4,442,918
2023/2024 | $
5,376,000 | $ 1,385,000 | $ 6,761,000 | $
4,746,796
2024/2025 | $
5,567,140 | $ 1,440,000 | $ 7,007,140 | $
4,687,776
2025/2026 | $
7,169,000 | $ 537,155 | $ 7,706,155 | $
5,581,727
2026/2027 | $
6,731,000 | $ 536,461 | $ 7,267,461 | $
5,044,618

* Under current labor agreements, approximately $500,000 - $750,000 of this cost is paid
by employees.

