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Where Are We
Today?




Common Everyday People Fears




California Finance Officer Fears

Volatile Markets
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Despite strong market performance since 2008,
governmental entities continue to struggle with
rising pension contributions. T

’ For illustrative purposes only. 2




What Can Happen if Challenges Aren’t

Addressed?

Contribution
Requirements
Rise

Chasing Return
Escalates
Portfolio Risk

Negative
Impact on the
Budget




Here’s the good news:
risks can be managed.




How Your Pension Liability Grows

» For most open plans, pension liabilities will continue to grow each year.
» Factors include interest (discount rate) and ratio of benefit payments to service costs.

» Changes in plan demographics or benefit assumptions may also have an impact.
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Sources to Fund Liabilities

Your municipality / \ Rising pension contributions

q Options for closing the gap:
E H E » Allocate budget &
e

» Sell assets

» Issue pension obligation bonds

» Investment earnings




Pension Obligation Bonds

POBs are a risk-bearing arbitrage strategy
between the cost of financing and the long-

. .. term return on investment.
» Issuers of Pension Obligation Bonds

(“POBs”) issue debt in the taxable fixed
rate markets and deposit the proceeds
into their pension system or fund a , 52000

Pension Arbitrage Example

Section 115 Trust. . o Deband Actuaral
£ Rate; better off by
issuing debt, provides
$1500 1 oppom_mity to pay off
’ debt with excess
returns
> Investment rates that are greater than g
borrowing costs will achieve net savings S stoc0 | o oot
to the pension obligation. I,?st';g:::rszizfsz;;?z"ﬁ
by issuing debt
$5001 No arbitrage earned;
« . s . | POB BorrowingCOStT"E“d Line \évggtse offby issuing
» POBs replace a “soft liability” with a 250
“hard liability.” o
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Time Period (Years)

» POB proceeds should be invested in
asset classes that can provide the
optimal risk/return trade-off.



Measurement Period Matters When Assessing

POB Success

Distribution of Excess Returns vs Fixed Borrowing Costs

. (1926 - 2020)
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Equity vs. Bond Excess Return

Source: Morningstar, Forward Returns Data: S&P 500 and Bloomberg Barclays Long-term AA Corporate Bond since 1990; 8
prior to that time, Ibbotson 15-Year Bond.



Example of POB Results

» The analysis looks at the annualized 2% Lo
arbitrage for bonds issued in 1992 '
at points in time around the Global o .

Financial Crisis ’ i

» By 2007, produced an 80-basis I
point (0.80%) positive arbitrage 0%

» By 2009, suffered a 260-basis point
(2.60%) negative arbitrage -1%

» By 2014, produced a 150-basis
point (1.50%) positive arbitrage 0%

30 2.6%

1992-2007 1992-2009 1992-2014

Source: Data set compiled from Bloomberg Online Service (2012), and SDC Thomson Reuters (2013) databases. 9
Analysis: Center for Retirement Research at Boston College
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Consider a Balanced Approach

% ADC % Budget savings
} }

Section 115
Trust

CalPERS

» Reduces net pension liability in financial
statements immediately

» Minimal impact on magnitude of future
contribution

Section 115 Trust

» Allows entity to control cash flow to pension by

using Section 115 Trust assets to augment
contributions

» Creates the ability to stabilize contributions over
the long term

Pension
Stabilization
Fund

CalPERS
Contributions

10



Section 115
Trust Solution




Pay More to CalPERS? Fund a Section 115 Trust?

Pay CalPERS

Reduces the net pension liability in No direct influence on investment
financial statements decisions
Reduces actuarially determined If CalPERS investments do not meet
contribution (ADC) to the pension expected returns, funded ratios decline

Fund a Section 115 Trust -
Customized investment structure Not a direct offset to the pension liability or
providing diversification vs. a strategy to the ADC

completely investing in CalPERS

Carried on financial statements as an
asset

Allows entity to control contributions to
the pension and to invest the assets in a
similar manner to the pension

j "




Which Type of Trust?

1€ 10U -

Set-up Requires creation of | A.d°pt

new trust existing trust
Sponsor e Plan Administrator and Trustee

P oY Bank or 2+ employers

# of Employers One Multiple
Contributions Accepted Retiree Healjth (OPEB) RETEE Healjth (OPEB)

Pension Pension

Investments Customized portfolio Customized portfolio
Private Letter Ruling Optional Preferred
Can be modified? Yes N E ETOTES Eelelol

same Trust

Audit

Reported in Annual Report

per GASB guidelines

Reported in Annual Report
per GASB guidelines
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Parties to a Trust

Fiduciary
Overseeing Investment
and Administration Duties

Collaborate on Strategy,
Provide Reporting, and
Communication

Advisor Sends Trades to
Trustee/Custodian

Primary Fiduciary
Fiduciary Overseeing
Holding of Assets

Independent Safekeeping
and Reporting of Assets

13



Capital Market
Assumptions

(Since we don't have a
crystal ball)




We Expect Contribution Pressures to Rise

PFMAM 2022 Capital Market Assumptions

Expected Return (%)

Intermediate Term Long Term
(5 years) (30 years)
U.S. Equity 7.2 7.6
. U.S. Small-Cap 8.8 8.0
Equities
Developed ex-U.S. 7.5 7.3
Emerging Markets 7.5 7.7
Cash 0.8 2.2
Fixed Income Short Bonds -0.1 3.0
Core Bonds -0.9 3.9
High Yield Corporates 24 5.0
Private Equity 10.1 9.2
Alternatives Private Real Estate 7.0 7.9
Private Debt 6.7 6.8

For the intermediate term (up to 5 years), our capital market assumptions derive from our assessment of current economic conditions, including
corporate profits, balance sheets, etc., and current valuations for various asset classes. Our long-term assumptions are derived using an economic
building block approach that projects economic and corporate profit growth and takes into consideration the fundamental factors driving long-term real
economic growth, our expectation for inflation, productivity, and labor force growth.

Source: PFMAM’s 2022 Capital Market Assumptions. PFMAM’s complete 2022 Capital Market 14
Assumptions and methodology are available upon request.



What to Expect for Returns

Based on PFMAM’s Capital Market Assumptions

16 -
5 Year 30 Year
14
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4 STF PFM 70/30 Model STF PFM 70/30 Model
95th 2.12 14.49 3.90 10.46
75th 0.82 9.29 3.37 8.41
50th -0.09 5.76 3.00 6.95
25th -0.99 217 2.64 5.49
5th -2.31 -2.97 2.11 3.34
Target 4.00 4.00 4.00 4.00
Target 6.00 6.00 6.00 6.00
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Projected Growth of $10 million

Based on PFMAM’s Capital Market Assumptions

25 ~ 250 -
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STF PFM 70/30 Model STF PFM 70/30 Model
95th 1.1 19.7 95th 31.5 197.9
75th 10.4 15.6 75th 27.0 112.8
50th 10.0 13.2 50th 243 75.0
25th 9.5 11.1 25th 21.8 49.7
5th 8.9 8.6 5th 18.7 26.8

Note: Assumes beginning assets of $10M and no annual cash flows. 16



How It Works
for SANDAG




Pension Pre-Funding Trust Idea Presented to

Board of Directors FY 2017

Options for Reducing the CalPERS Pension Unfunded Accrued Liability

An actuarial analysis of options for reducing the current Unfunded Accrued Liability (UAL) associated with CalPERS pension
benefits was conducted. Two alternatives were reviewed: (1) making additional, discretionary contributions to CalPERS;

and (2) directing funds to a Section 115 irrevocable trust. The charts below illustrate the impact of the two alternatives on the
pay-down of the UAL; the table on the following page presents the total annual contribution needed to fund each alternative.
The analysis assumes there are no additional experience gains or losses over the next 30 years.

Projected Pay-Down Period for the
Current Unfunded Accrued Liability (UAL)
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e » » o » Additional Contributions to CalPERS - = -Contributions to a Section 115 Trust Current UAL Current UAL
A total contribution of $3.5 million was recommended for FY 2017; future contributions were projected to be $1 million SANDAG 17
per year; all contributions are subject to Board approval. Q_‘



Pension Pre-Funding Trust Update Presented to

Board of Directors FY 2022

CalPERS Pension Plan: Funded Status
$450,000,000
$400,000,000

$350,000,000  Net Savings Estimate 0
$300.000,000 $24.7 Million
$250,000,000
$200,000,000
$150,000,000
$100,000,000

$50,000,000

$

2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
i CalPERS Assets =115 Trust Assets Accrued Liability

o

Ly

j Assumes CalPERS earns its estimated rate of return of 6.8% annually and the Pension Pre-funding Trust earns 7% annually. w _ 18



SANDAG Pension Trust Performance

SANDAG Portfolio Asset Allocation

Real Return
Assets

Other Income 2% Cash Equivalents

0
39 <1%
SANDAG
5.2% 13.5% 11.2%
Performance
5 " B Fixed Income
encnmar 24%
4.3% 11.6% 10.1% i i
Performance? Domestlg Equity
43%
International
Equity
23%
Other Growth
5%
1.  SANDAG Pension Trust 4Q2021, Year to Date, and Since Inception, July 1, 2017, performance is a preliminary
calculation as of 12/31/2021. w:; 19
2. Customized benchmark makeup: 42% Russell 3000 Index, 23% MSCI AC World ex USA (Net), 35% Bloomberg Barclay’s

Aggregate Index.



Benefits of Funding Your Pension Liability

Improve Stewardship
of Your Public Funds

j For illustrative purposes only. 20



Key benefit:
fulfill your fiduciary
responsibility

&
N




Thank you!




Appendix




2022 Capital Market Assumptions

Intermediate: Next 5 Years Long-Term Projections
Expected Return Expected Risk Expected Return Expected Risk
U.S. Equity 7.2% 16% 7.6% 16%
U.S. Small-Cap 8.8% 19% 8.0% 19%
Int'l Developed Equity 7.5% 17% 7.3% 17%
EM Equity 7.5% 20% 7.7% 20%
Non-U.S. Small-Cap 8.1% 20% 7.6% 20%
Short-Term Bonds -0.1% 3% 3.0% 3%
Core Bonds -0.9% 5% 3.9% 5%
Global Core -1.8% 5% 3.2% 5%
Int. IG Corp 0.1% 7% 3.9% 7%
Long IG Corp -4.2% 8% 4.4% 8%
EM Debt 2.5% 10% 4.9% 10%
High Yield 2.4% 9% 5.0% 9%
Bank Loans 4.2% 6% 4.7% 6%
Private Debt 6.7% 13% 6.8% 13%
REITs 6.3% 12% 6.6% 12%
Private Real Estate 7.0% 15% 7.9% 15%
Infrastructure 71% 18% 8.0% 18%
Commodities 2.8% 16% 4.2% 16%
Hedge Funds 5.8% 15% 6.3% 15%
Private Equity 10.1% 25% 9.2% 25%
Cash 0.8% 1% 2.2% 1%

For the intermediate term (up to 5 years), our capital market assumptions derive from our assessment of current economic conditions, including corporate profits, balance
sheets, etc., and current valuations for various asset classes. Our long-term assumptions are derived using an economic building block approach that projects economic
and corporate profit growth and takes into consideration the fundamental factors driving long-term real economic growth, our expectation for inflation, productivity and labor
force growth.

22



2022 Capital Market Assumptions, Correlations

>
o 3 8 I
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U.S. Equity 1
U.S. Small-Cap 0.9 1
Int'l peveloped 08 08 1
Equity
EM Equity 07 07 07 1
Non-US.Small- | 58 08 09 08 1
Cap
Short Bonds 02 02 01 01 041 1
Core Bonds 03 03 02 02 02 05 1
Global Core 02 02 02 02 02 04 04 1
Int. IG Corp 03 03 02 02 02 07 09 09 1
Long IG Corp 03 03 02 02 02 07 09 09 09 1
EM Debt 05 05 05 05 05 03 04 04 04 04 1
High Yield 07 07 05 05 05 03 04 04 04 04 04 1
Bank Loans 04 04 03 03 03 04 03 03 03 03 07 07 1
REITs 06 06 04 04 04 03 04 04 04 04 04 08 07 1
Private Real Estate| 0.5 05 04 04 04 02 03 03 03 03 03 04 04 04 1
Infrastructure 04 04 03 03 03 02 03 03 03 02 02 04 02 04 038 1
Commodities 03 03 03 02 03 03 03 03 03 02 02 03 02 03 04 05 1
Hedge Funds o1 01 01 02 01 04 02 02 02 02 03 02 02 02 01 01 o01 1
Private Equity 06 06 05 05 05 03 04 04 04 03 03 04 04 04 04 03 03 02 1
Private Debt 07 07 06 06 06 02 03 03 03 03 03 05 02 05 04 04 04 01 05 1
Cash 01 01 01 01 01 05 02 02 02 01 01 01 02 01 01 01 01 01 01 041 1
Please refer to PEFMAM’s 2022 Capital Market Assumptions for a complete description of the methodology used to develop these assumptions and 23

important disclosures. Our Capital Market Assumptions are available upon request.



Investment advisory services are provided by PFM Asset Management LLC (“PFMAM?”), an investment
adviser registered with the U.S. Securities and Exchange Commission and a subsidiary of U.S. Bancorp
Asset Management, Inc. (“USBAM”). USBAM is a subsidiary of U.S. Bank National Association (“U.S.
Bank”). U.S. Bank is a separate entity and subsidiary of U.S. Bancorp. U.S. Bank is not responsible for
and does not guarantee the products, services or performance of PFMAM. The information contained is
not an offer to purchase or sell any securities. Additional applicable regulatory information is available
upon request.

For more information regarding PFMAM'’s services please visit www.pfmam.com.

ﬁ 24
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