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SUBJECT:  Agreement with the California Public Employees Retirement 
System (CalPERS) to Pre-Fund Other Post Employment 
Benefits (OPEB) through the California Employers’ Retiree 
Benefit Trust Fund 

 
REPORT IN BRIEF 
Council is requested to adopt a resolution that: 1) approves an agreement and 
election to pre-fund Other Post Employment Benefits (OPEB) through CalPERS 
for retiree medical benefits, 2) authorizes the City Manager to execute the 
agreement, and 3) authorizes the City Manager to take other actions required 
by CalPERS.  $28.1 million has been budgeted to transfer to the California 
Employers’ Retiree Benefit Trust Fund (CERBT), with additional amounts 
budgeted in future years to fully fund the City’s OPEB liability. 
 
BACKGROUND 
OPEB refers to benefits provided to retirees other than pensions.  For most 
governments, including the City of Sunnyvale, the most common and largest of 
these benefits is retiree medical costs.  A new government accounting rule, 
Government Accounting Standards Board Statement 45 (GASB 45), requires 
government employers to report the costs and financial obligations that 
governments incur when they provide OPEB as part of the compensation for 
services rendered by their employees.  Based on its size, the City of Sunnyvale 
is required to begin reporting the liability on the FY 2007/2008 financial 
statements.  In order to meet this reporting requirement, government agencies 
must contract with an outside agency to have an actuarial analysis performed 
on their current OPEB liability.  The City of Sunnyvale contracted with Bartel 
and Associates for this analysis in 2006, which determined the present value of 
the City’s current OPEB liability to be approximately $80 million.   
 
GASB 45 does not require that the OPEB liability be fully funded; it simply 
requires that it be reported as a liability on the City’s financial statements.  
However, it will be prudent to show how the City plans to fund this liability as 
not having a funding plan will potentially have a negative impact on the City’s 
credit rating.  The City of Sunnyvale, like most public employers, currently 
funds retiree medical benefits on a “pay as you go” basis, which means that the 
City pays its retiree health insurance premiums annually.  This annual 
expense is budgeted through the City’s 20-Year Long Term Financial Plan.  In 
addition, since FY 2006/2007, the City has set aside funds in the Employee 
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Benefits Fund for future OPEB obligations.  In the adopted FY 2008/2009 
Budget, $28.1 million has been set aside.   
 
OPEB Trusts allow employers to pre-fund the future costs of their retiree 
health benefits.  Once funds are deposited in these irrevocable trusts, they may 
not be withdrawn for any purpose other than funding the costs of the 
employer’s retiree health benefits.  These OPEB Trusts provide agencies with a 
fiscally sound option for ensuring they are able to meet their OPEB liability in 
the most cost-effective manner.  There are two primary benefits to entering into 
a trust.  First, the pre-funding plan allows employers to make periodic 
contributions to the trust, which are invested.  In future years, employers will 
be able to use investment earnings to pay for retiree health benefits, similar to 
how the CalPERS pension plan operates.  As a result, over the long term the 
City’s retiree medical costs will be reduced.  Second, GASB 45 rules require 
that until the funds are transferred to an irrevocable trust, an employer must 
disclose that its liability is unfunded because the funds are held directly under 
the employer’s control.  This means that the $28.1 million the City has set 
aside cannot be used to reduce the liability on the City’s financial statements.    
Placing the funds in an OPEB Trust will allow the City to do so.  After 
determining the actuarial liability in 2006, the City began setting aside funds 
since FY 2006/2007 while staff analyzed the GASB 45 requirement and 
researched various trust options.  This allowed time for staff to fully 
understand the rules and options available as well as to take into account the 
experience of other cities.   
 
EXISTING POLICY 
From the Fiscal Sub-Element: 
E.2.6.  An Actuarial Retiree Medical Reserve will be maintained at a level that is 
deemed adequate to meet projected liabilities as determined by an actuarial 
evaluation.  This Reserve should meet the GASB reporting requirements for 
these future costs. 
 
DISCUSSION 
Following the implementation of the new GASB 45 requirement, CalPERS 
created the California Employers’ Retiree Benefit Trust Fund (CERBT), a new 
trust fund which permits agencies to pre-fund the future cost of their retiree 
health insurance benefits.  A number of other financial institutions have 
created similar trusts in response to the GASB 45 requirement.  After reviewing 
the available options, staff believes that CERBT provides the best overall 
benefit for the City for several reasons.  First and foremost, CalPERS has a 
proven history of providing exceptional investment returns.  The average 
annual return over the past five years has been nearly 16%, and its overall 
investment portfolio is now over $230 billion, nearly double what it was 10 
years ago.  Based on the strategic asset allocation for CERBT, which follows the 
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same investment management and guidelines as the pension trust, CalPERS is 
projecting an expected return of 7.75%.  There is a level of risk in the CalPERS 
portfolio in order to earn this level of return and in fact, CalPERS is estimating 
a negative return for FY 2007/2008.  However, the proven track record of 
CalPERS investments provides staff with a high level of confidence that the 
expected return of 7.75% will be achieved over the long term.  This is important 
because the historical returns of the CalPERS investment portfolio, according 
to CalPERS, provide a high enough return so that 75% of the money paid out 
in pension benefits comes from investment earnings, not employer or employee 
contributions.   
 
In addition to its historical investment performance setting it apart from other 
options, there are other benefits to investing in this particular trust.  Because 
CalPERS is also the provider of the City’s medical insurance plan, there are 
opportunities for administrative efficiencies.  While not set-up at this time, it is 
anticipated CalPERS will integrate the systems so that the health benefit 
payments can be directly drawn from CERBT.  With the other trust options, the 
City must first make the payment and then request reimbursement.  
Additionally, because CalPERS is not adding staff to administer the trust, 
administrative and management fees are lower than private sector fees.  
Finally, the City has the option to pull its money out of the trust and transfer 
to another trust at any time after 36 months has lapsed from the effective date 
of the agreement.  
 
FISCAL IMPACT 
The City’s OPEB liability at June 30, 2008 is $86.3 million.  The City currently 
has $28.1 million budgeted for FY 2008/2009 in the Employee Benefits Fund 
for its initial investment into the trust.  The 20-Year Long Term Financial Plan 
includes additional contributions to the trust through FY 2015/2016.  
Following this point, the OPEB liability will be funded and the City’s costs for 
retiree medical are expected to slow to a rate that is less than the City’s current 
“pay as you go” obligation.  This is the result of the interest earnings from the 
initial contributions offsetting the total cost of retiree medical benefits, 
reducing the annual amount the City needs to contribute.  As a result, pre-
funding the City’s future retiree health benefits costs via the trust will produce 
a significant savings over the current “pay as you go” financing in the long 
term.  This can be seen in the Long Term Financial Plan for the Employee 
Benefits Fund/Insurances & Other Benefits Sub-Fund.  By the twentieth year, 
the “pay as you go” cost for retiree medical is estimated to be $17.6 million but 
the actual contribution to be made will be $11.6 million, or $6 million less.  In 
essence, interest earnings will fund 34% of the cost.  These savings have been 
included in the adopted FY 2008/2009 Budget.     
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PUBLIC CONTACT 
Public contact was made by posting the Council agenda on the City's official-
notice bulletin board outside City Hall, in the Council Chambers lobby, in the 
Office of the City Clerk, at the Library, Senior Center, Community Center and 
Department of Public Safety; posting the agenda and report on the City's Web 
site; and making the report available at the Library and the Office of the City 
Clerk. 
 
ALTERNATIVES 

1. Adopt a resolution that: 1) approves an agreement and election to pre-
fund Other Post Employment Benefits (OPEB) through CalPERS, 2) 
authorizes the City Manager to execute the agreement, and 3) authorizes 
the City Manager to take other actions required by CalPERS. 

 
2. Do not adopt the resolution and do not enter into an OPEB Trust.   

 
3. Other action per Council direction. 

 
RECOMMENDATION 
Staff recommends Alternative 1: Adopt a resolution that: 1) approves an 
agreement and election to pre-fund Other Post Employment Benefits (OPEB) 
through CalPERS, 2) authorizes the City Manager to execute the agreement, 
and 3) authorizes the City Manager to take other actions required by CalPERS. 
 
 
 
Reviewed by: 
 
 
Mary J. Bradley, Director, Department of Finance 
Prepared by: Grace Leung, Finance Manager 
 
 
Approved by: 
 
 
Amy Chan 
City Manager 
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Attachments 

A. Resolution approving an agreement and election to pre-fund Other Post 
Employment Benefits (OPEB) through CalPERS; authorizing the City 
Manager to execute the agreement; and authorizing the City Manager to 
take other actions required by CalPERS 

B. Agreement and Election with CalPERS to pre-fund Other Post 
Employment Benefits through CalPERS 


























