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TO  : City Manager 

 

FROM : Finance Director 

 

SUBJECT : RESOLUTION TO APPROVE A POST-EMPLOYMENT 

 BENEFITS TRUST ADMINISTERED BY PUBLIC AGENCY 

 RETIREMENT SERVICES (PARS) TO PRE-FUND PENSION 

 BENEFIT OBLIGATIONS 

 

EXECUTIVE SUMMARY: 

CalPERS has adopted new assumptions and methodologies with regard to calculating the cost of 

defined pension benefits for past, current and future employees and their survivors.  As a result, 

the City's unfunded actuarial accrued liability (UAAL) - the difference between the City’s total 

pension liabilities and actual plan assets - has increased and is expected to continue to increase in 

the near future.  

One option for funding the increasing pension costs is the utilization of a third-party trust 

established under Section 115 of the Internal Revenue Code to hold assets set aside to fund 

future pension liabilities and expenditures. Staff is recommending that the City utilize the PARS 

Public Agencies Post-Employment Benefit Trust to pre-fund future pension benefit obligations.  

 

RECOMMENDATION: 

Move to adopt resolution (Attachment 1) authorizing the City to enter into an agreement with 

Public Agency Retirement Services (PARS) to administer a Public Agencies Post-Employment 

Benefits Trust as a pension rate stabilizing fund to pre-fund pension benefit obligations. 

 

BUDGET INFORMATION: 

Establishing the Section 115 Trust Program to pre-fund pension obligations will have no direct 

fiscal impact. Once funds are deposited into the trust account, administrative, trustee, and 

investment management fees totaling 0.60 percent on the first $5 million deposited will be 

incurred.  These fees would be paid from the trust assets. The annual fees associated with an 

initial deposit of $1.5 million would be $9,000. 

 

 

BACKGROUND: 

The City of Benicia has two defined benefit pension plans with the California Public Employees’ 

Retirement System (CalPERS) - one Miscellaneous Plan and one Safety Plan (Police and Fire). 

AGENDA ITEM 

CITY COUNCIL MEETING DATE – JUNE 6, 2019 

CONSENT CALENDAR 
 



All qualified permanent and probationary employees are eligible to participate in the pension 

plan for which they are an eligible member based on their employment position with the City. 

Like most California public agencies, the City of Benicia is facing the financial challenges 

associated with rising pension costs. As of the June 30, 2016 CalPERS actuarial valuation, the 

City’s unfunded pension liability was $57.2 million. The City’s required annual contribution to 

CalPERS is projected to increase by $3 million over the next five-year period from $6.8 million 

to $9.8 million up to an estimated high of $14 million in 12 years. This is a conservative estimate 

with the likelihood that the increase will be significantly higher due to changes in CalPERS 

funding policies and poor investment returns.  

Staff has been exploring options to address the City’s pension liability with the goal of reducing 

the impact of future pension cost increases and reducing the unfunded pension liability.  One 

option would be to continue to fund pension costs on a “pay-as-you-go” basis with the City 

making the minimum required contribution each year. As costs continue to increase, a larger 

burden would be placed on the City’s operating budget.  A second option would be to make 

additional payments to CalPERS above the minimum required amount. The risk of this option is 

that the additional funds placed with CalPERS would be subject to the same investment volatility 

as other CalPERS funds.  A third option, which has been implemented by many California 

municipalities, would be the establishment of a pension trust authorized under Section 115 of the 

Internal Revenue Code to accumulate funds to offset the unfunded liability and to smooth the 

impact of future cost increases.  

The advantage of this option over depositing additional funds with CalPERS is that the City 

would retain control over management of the funds invested in the trust. The funds would also be 

available to reduce the impact of future cost increases in those years where the City might be 

experiencing budget shortfalls. 

A Request for Proposals (RFP) for Section 115 Pension Trust Services was issued in January. 

Two proposals were received. The proposals were evaluated based upon the experience of the 

firms in providing Section 115 pension trust services to other California municipalities, the 

performance history of the funds managed and costs. Based upon that analysis, Public Agency 

Retirement Services (PARS) was selected as the preferred plan administrator.  

 

PARS currently administers Section 115 Trust plans for over 330 public agencies with $2.3 

billion in assets. PARS will handle all recordkeeping, reporting and compliance monitoring for 

the City’s account. U.S. Bank serves as trustee/custodian for the PARS program with HighMark 

Capital Management providing investment management services. The program has been 

established as a multiple employer trust so that public agencies, regardless of size, can join the 

program to receive the necessary economies of scale to keep administrative fees low and avoid 

any setup costs.   

 

Funds are set aside in an exclusive benefit irrevocable trust that cannot be accessed by creditors 

or used by the City for non-pension related purposes. The trust offers an opportunity for the City 

to invest in a more diversified array of investments to maximize investment returns long term 

and reduce the City’s pension liability. PARS offers five investment program options based upon 

risk tolerance levels.   

 



Over the past ten years, the average rate of return for the five programs has ranged from 3.0% to 

9.9%. This rate of return is considerably higher than the rate which the City has realized on its 

investment portfolio and is another reason why many public agencies choose to participate in the 

PARS 115 Trust program.  Contributions to the trust fund are strictly voluntary by the City and 

can be accessed at any time for pension related expenditures. Fees are charged when assets are 

added to the trust.    

 

NEXT STEPS: 

Adopt the resolution allowing for the execution of PARS 115 Trust legal and administrative 

documents.   The initial funding amount will be determined during the FY2019-21 budget 

process and will be funded in July 2019.   

 

ALTERNATIVE ACTIONS: 

Council can choose not to fund a PARS 115 Trust which will place a larger burden on future 

operating budgets.   

 

General Plan Goal 1: Creating a sustainable community in Benicia. 

 

Strategic Plan 
Strategic Issue #3: Strengthening Economic and Fiscal Conditions 

Strategy #4:  Manage City finances prudently. 

 

CEQA  

Analysis  

The Post-Employment Benefit Plan Trust Report is exempt from the 

California Environmental Quality Act (CEQA) Guidelines Section 

15061(b)(3), the “general rule” exemption which states that where it can 

be seen with certainty that there is no possibility the activity in question 

may have a significant effect on the environment, the activity is exempt 

from CEQA. The City has determined that the proposed changes will not 

have an impact on the environment and therefore are exempt from CEQA 

under the general rule 

 

ATTACHMENT:    

1. Resolution 

  

 

 

 

For more information contact: Cindy Mosser, Finance Director 

Phone: 707.746.4217 

E-mail: cmosser@ci.benicia.ca.us 


