	Agenda Item No._____________

File Code No.  150.04


Council Agenda Report

Response To Grand Jury Report On Post Employment Benefits In Santa Barbara County

September 13, 2011

Page 3

[image: image1.png]


CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

September 13, 2011
TO:



Mayor and Councilmembers

FROM:


Administration Division, Finance Department

SUBJECT:

Response To Grand Jury Report On Post Employment Benefits In Santa Barbara County
RECOMMENDATION: That Council:
A. Consider and adopt responses as the City Council responses to the Grand Jury report entitled, “Local Government Post Employment Benefits in Santa Barbara County - Complicated and Costly”; and
B. Approve and authorize the City Administrator to execute a letter forwarding the responses to the Assistant Presiding Judge.
DISCUSSION:
 

In June 2011, the Santa Barbara Grand Jury issued its report entitled “Local Government Post Employment Benefits in Santa Barbara County – Complicated and Costly.” The report includes a compilation of various post employment benefits provided by the County of Santa Barbara, cities, special districts and school districts. Post-employment benefits payable upon retirement include defined benefit pensions, health care payments, and miscellaneous benefits such as accrued sick leave and other accrued compensated absences. The report indicates that it is intended as an in-depth study of the future obligations of government agencies within Santa Barbara County. 

While most of these post-employment benefits have been in place for decades, they have received nationwide attention in the last several years, particularly defined benefit pension plans.  As a result of the recent recession, defined benefit pension plans administered by the California Public Employee Retirement System (CalPERS), the California State Teachers Retirement System (CalSTRS) and the Santa Barbara County Employees Retirement System (SBCERS) sustained significant investment losses, increasing or creating significant unfunded liabilities in these plans. In addition, a movement in private sector financial reporting to disclose post-employment health care benefits has led to similar reporting and disclosure requirements in the public sector, which has raised the local awareness of the magnitude of these financial commitments by state and local governments.
A summary of the issues identified in the Grand Jury report is provided below.
Status of Unfunded Pension Liabilities

One of the issues raised by the Grand Jury report is that certain agencies within the County of Santa Barbara do not know the extent of their unfunded liabilities for the defined benefit pension plans they offer.  This may be  true of smaller cities and special districts because they are part of retirement pools offered by CalPERS, SBCERS or CalSTRS whereby the assets and liabilities of the plan are shared among several smaller agencies. Retirement pools are designed to spread the risk and operational costs of the plan over several agencies. In these cases, the individual agencies are not provided with actuarial information for their share of the plans assets, accrued liabilities or unfunded liabilities. 
However, larger public agencies that participate in PERS, such as the City of Santa Barbara, maintain individual plans and thus know precisely the funding status of their plans. Therefore, while the issue raised by the grand Jury may be valid, it does not apply to the City of Santa Barbara. 
Other Post-Employment Benefits

Another issue raised in the report relates to other post-employment benefits not including defined benefit retirement plans. The report indicates that the majority of these other benefits, which primarily relate to healthcare,  are on a “pay-as-you-go” basis, which means there is no advanced funding for these payments while the employee is employed by the agency. 

It is indeed true that, historically, these benefits have not been advanced funded like defined benefit pensions. Several years ago, new governmental accounting and financial reporting standards were implemented by federal regulation requiring governments to calculate the total liabilities associated with these post-employment obligations, using actuarial methods, in order to increase the level of understanding of these previously undisclosed and unknown liabilities. The new accounting and financial reporting standards did not mandate that governments advance fund these liabilities; however, to the extent governments choose to continue to fund them on a pay-as-you-go basis, any shortfall in relation to the funding needed based on actuarial calculations must be recognized in the financial statements of the entity.  

The City of Santa Barbara makes limited payments to retirees to assist in the cost of retirement health care coverage, which payments vary slightly by labor group. In all cases, the amount paid is determined on the number of years of service and requires that the employee works for the City for a minimum of fifteen years. In addition, unlike similar benefits in many other agencies, the City’s payments terminate when the retiree reaches age 65. 
The City currently is on a pay-as-you-go basis for retiree health contributions, but recognizes the advantage of advance funding of these obligations. Prior to the recent recession, when the new standards went into place, the City intended to move to a fully funded approach. However, the financial impacts created by the severe economic downturn have delayed that decision until City finances are more stable and the additional funds needed to fully fund the liabilities are available. 

Written Response to the Grand Jury

The attached letter to the Assistant Presiding Judge, the Honorable Arthur A. Garcia, from City Administrator Jim Armstrong contains the City of Santa Barbara’s response to the findings and recommendations presented in the County of Santa Barbara Grand Jury report (Attachment 1). The letter is in accordance with the Grand Jury’s direction.  Staff recommends Council authorize the City Administrator to execute the letter for submittal to the Grand Jury. 
ATTACHMENTS:
1. Grand Jury Report

2. Letter from Jim Armstrong to the Assistant Presiding Judge
SUBMITTED BY:
Robert Samario, Finance Director
APPROVED BY:
 City Administrator's Office
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