MEMORANDUM RANCHO PALOS VERDES
TO: HONORABLE MAYOR AND MEMBERS OF THE CITY COUNCIL
FROM: CAROLYN LEHR, CITY MANAGER @‘\/

ERIC MAUSSER, HUMAN RESOURCES MA
DATE: SEPTEMBER 20, 2011

SUBJECT: PENSION REVISION

ECOMMENDATION:

Approve the recommendations made by the City Council Pension Revision Subcommittee
and with concurrence by Management Partners to adopt revisions to the City’s pension
plan to attain sustainability and cost control for current employees and new hires, and
further direct Staff as follows: |

1) Effective with the pay period beginning September 23 , 2011, discontinue the 6.5%
employer paid member contribution for full-time employees in conjunction with a
one-time salary increase of 5%;

2) Effective with the pay period beginning September 23, 2011, discontinue the 1%
employer paid member contribution for part-time employees in conjunction with a
one-time wage increase of 1%;

3) Request CalPERS to prepare a contract amendment to establish a 2™ Tier benefit
formula for new employees based upon 2%/60 formula with determination of final
compensation based upon the average of the three highest years; and

4) Inquire with ICMA whether or not the City’s existing Section 457 defined contribution
plan can be amended to enable matching contributions for new employees or
research and make a recommendation of other plan providers to administrate such
a plan in conjunction with adoption of an amendment to the CalPERS agreement.

DISCUSSION:

At its meeting on November 4, 2010, the City Council established a Pension Revision
Subcommittee, Mayor Long and Councilmember Wolowicz, and “directed that the City
select and retain a retirement plan consulting firm to assist in the identification of feasible
and viable alternative pension plans for new employees aimed at achieving cost controls.”

Under the direction of the Council Subcommittee, the City engaged Management Partners

to provide an independent look at pension benefits found in the California local government
setting and to identify what options are available to modify the City’s current retirement
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E. Various factors contribute to the complexity of the subcommittee’s tasks and may
be beyond the control of the council and the City. These include:

(1)  Unpredictable and uncontrollable impacts on investments from market
performance and changes in actuarial factors that affect the costs of

benefits.

(2) CalPERS oifers only a limited set of options. Based on comments from the
speakers during the December 7, 2010 it is our understanding that
CalPERS does not provide service for Defined Contribution retirement
plans. CalPERS would require cities offering a second tier defined
contribution plan to place the defined benefit plan with another plan

administrator.

(3) Adopting changes to the City’s pension plan that would reinstitute Social
Security benefits or adopt currently unavailable formats may require
agency rulings, judicial interpretations, and/or legislative action.

Common Agreements:

1 The subcommiftee is considering changes in pension formulas,
contributions, and benefits only for newly-hired employees. The subcommitiee is
not now considering any changes, whether it is in benefits or funding of contributions,
for existing employees and retirees of the City of Rancho Pales Verdes.

2 The subcommittee is not considering options which involve the City
departing from the California Public Employees Retirement System (“CalPERS”).
Given the preliminary comments received, the subcommitiee has found that depariing
from CalPERS Is not now practical or cost-effective.

3. Any revisions made to the City’s pension benefits should not
degrade the City’s ability to recruit and retain high quality professional
employees. The City has a long established policy of attempting to provide
compensation at the 75" percentile when compared to other comparable Cahfomxa
cities as a way of recruiting and retaining skilled employees.

4, The primary purpose of pension revisions is to control costs and to
provide a sustainable pension plan. [t may be found that given viable alternatives
now available retirement costs cannot be significantly reduced but only limited in the
increases. The purpose of pension revisions is not to cut pension benefits to existing
employees or otherwise disrupt the City's relationships with its employees or with
potential recruits. Instead, the purpose is to assure that pension contributions both
appropriately fund promised benefits but also are within the City’s abilities to support.
Future pension cost increases should be controlled such that the City’s overall pension
costs remain a relatively low share of the City's budget and do not grow
disproportionately compared to other of the City’s costs. A sustainable pension plan
providing good value benefits is in the common interest of both the City’s employees

and its residents.
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5. Broader pension revisions are likely to be effective, if atall, only ata
higher government level. Members of the subcommittee and/or members of the
public may support different and more considerable revisions to pension benefits for
public employees. However, a broader scope of revision may not be possible at the
level of a City the Consultants will be asked to identify viable (practical and cost-
effective) alternatives. Significant alternatives may be made available to municipalities
through action by the governor, legislature, ballot initiative, or new models developed for
municipalities. The current or future Councils should be free to consider those

alternatives as they arise.

As the subcommittee proceeds forward, it hopes to develop a consensus as io
whether or not a viable revision fo the City's existing pension program is necessary and
possible. If such a consensus in favor of a revision emerges, the subcommiitee will
either reach a consensus on a single proposed option for a revision or perhaps two or
more options for the entire Council to chcose among. We anticipaie at least one
additional report summarizing the results of recommendations from the retained

independent consultant and our additional work.
Dated January 4, 2011

Sincerely,

Thomas D. Long, Mayor

-

/
n olowicz,}éuncilmen}ﬁer
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Second Report of the Pension Subcommittee of the City Council for t_he City of

Rancho Palos Verdes

Members: Stefan Wolowicz and Thomas Long

Date 7 June 2011

This report supplements the Subcommittee’s earlier report of December 7, 2010, a copy
of which is attached for your reference. The Subcommittee reaffirms the observations
and common agreements announced in its first report of December 7, 2010. The :
purpose of this report is to advise the Council, the City employees and the public of
further efforts by the Subcommittee since the time of our last report.

The Subcommittee is continuing to study options designed to assure that the City’s
pension plan remains sustainable and practical. Based on information gatheredand - + =
pending meeting with an advisory consultant the Subcommittee has tentatively. - E
concluded that the present range of options available to it is fairly limited. The: -« .. w:=.
Subcommittee tentatively does not expect to recommend that Rancho Palos'Verdes . -
leave CalPERS. These tentative conclusions have been reached due to two primary:
reasons. First, the Clty is too small to bear the costs of maintaining its own pension plan .
and presently securing an altemative plan and sponsor does not appear viable, - 3
accordingly leaving CalPERS is not a viable option at this time. It is expected that -
ultimately major reform by the state legislature will be necessary to provide the levels of . -
changes now required by CALPERS. Second, the Subcommittee hopes to avoid. - .
recommending changes to the City’s pension that could pose a significant risk to the

City in litigation.

With the above restrictions in mind, the Subcommittee is continuing to work to develop a
consensus proposal to the Council for changes in the City's pension plan that will = -
bolster its sustainability by stabilizing the City’s pension costs as a percentage of
payroll. The Subcommittee is exploring creating a second tier pension plan for new
employees. The Subcommittee is also exploring adjusting the contributions of current
employees toward the pension plan coupled with an equitable adjustment in the salaries
of current employees. Staff has presented the Subcommittee with a number of options
and predicted savings from each of the options. The Subcommittee needs additional
time to study these options and needs to confer with an independent pension

consultant. We haope to select and begin conferring with the independent consultant

within the following month.

In its first report, the Subcommittee indicated that it was planning to work with an
independent consultant. Staff promptly prepared a request for proposal but received
only one bid in response to that initial proposal. The Subcommittee felt it was
necessary io circulate a new proposal and to solicit additional bids. Through no fault of
the siaff, the process of obtaining an independent consultant has, unfortunately, been
delayed. Nonetheless, the Subcommitiee anticipates conferring with an independent
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consultant to confirm its own assumptions and the information that staff has provided to
it and developing a final report to the Council with either 2 consensus recommendation
or viable alternative proposals for the Council to cansider within the next three months.

The Subcommitiee attended a racent presentation of the Los Angeles Division of the
League of California Cities on Pension Reform. A handout containing some ’
background information discussed at that mesting Is also attached to this report. The
Subcommittee is providing this report and the attached information and will be prepared
at our meeting on June 7, 2011 to respond to questions by the Council.

- Dated Fir 7 2011

Sinceraly,

Pensio ' Subcommittee

Thomas D. Long, Mayor
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