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How is CalPERS Handling the How is CalPERS Handling the 
C C i i ?C C i i ?Current Crisis?Current Crisis?

CalPERSCalPERS is aware of the fiscal pressuresis aware of the fiscal pressuresCalPERSCalPERS is aware of the fiscal pressures.is aware of the fiscal pressures.

D l d M th d hi h ill iti tD l d M th d hi h ill iti tDeveloped Methods which will mitigate Developed Methods which will mitigate 
shortshort--term rate impact.term rate impact.

Maintain longMaintain long--term fund integrity.term fund integrity.gg g yg y
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How is CalPERS Handling the How is CalPERS Handling the 
C C i i ?C C i i ?Current Crisis?Current Crisis?

Investment sideInvestment sideInvestment sideInvestment side
Maintaining a diversified long term strategy Maintaining a diversified long term strategy 

Liability and Rate setting side (Actuarial)Liability and Rate setting side (Actuarial)Liability and Rate setting side (Actuarial)Liability and Rate setting side (Actuarial)
Looking at revising corridors and smoothing to Looking at revising corridors and smoothing to 
mitigate rate impactmitigate rate impactmitigate rate impact.mitigate rate impact.
Stress testing strategies for long term funded Stress testing strategies for long term funded 
ratio reliabilityratio reliabilityratio reliability.ratio reliability.
Should know by July on which direction we Should know by July on which direction we 
will takewill take
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Current Market SituationCurrent Market Situation
CalPERS Return for July 2008 to April 2009CalPERS Return for July 2008 to April 2009

Negative 25%Negative 25%

Hypothetical Investment Return for 2008Hypothetical Investment Return for 2008--20092009

--30% Return30% Return --25% Return25% Return --20% Return20% Return

Estimated Estimated 
Increase in Increase in 
Fiscal Year Fiscal Year 

Increase of Increase of 
about about 5% to 6% 5% to 6% 

of Payrollof Payroll

Increase of about Increase of about 
3.5% to 4.5% of 3.5% to 4.5% of 

PayrollPayroll

Increase of about Increase of about 
2% to 3% of 2% to 3% of 

PayrollPayroll
2010/20112010/2011

of Payrollof Payroll PayrollPayroll PayrollPayroll
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TimingTimingTimingTiming

Returns in Fiscal 2008/2009 are importantReturns in Fiscal 2008/2009 are importantReturns in Fiscal 2008/2009 are important Returns in Fiscal 2008/2009 are important 
for rate settingfor rate setting

Valuation as of June 30, 2009 is sent to Valuation as of June 30, 2009 is sent to 
C lPERS B d i M 2010C lPERS B d i M 2010CalPERS Board in May 2010 CalPERS Board in May 2010 

Sets State and Schools Employer Rates Sets State and Schools Employer Rates 
for fiscal 2010/2011for fiscal 2010/2011
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Schools Pool ExampleSchools Pool Examplepp
Pool’s Market Value of Assets = $45.5 billionPool’s Market Value of Assets = $45.5 billion

Payroll = $10.4 billionPayroll = $10.4 billion

MVA / Payroll about = 4.5MVA / Payroll about = 4.5

If return for  2008/2009 turns out to be If return for  2008/2009 turns out to be --25% 25% 
then e pect an increase of abo tthen e pect an increase of abo t 4%4% ofofthen expect an increase of about then expect an increase of about 4%4% of of 
payroll.payroll.
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Why does the rate jump when we Why does the rate jump when we 
h hi ?h hi ?have smoothing?have smoothing?

Yes we have smoothing but the lossesYes we have smoothing but the lossesYes we have smoothing, but the losses Yes we have smoothing, but the losses 
are so large that the smoothed AVA are so large that the smoothed AVA 
(Actuarial Value of Assets) lands out side(Actuarial Value of Assets) lands out side(Actuarial Value of Assets) lands out side (Actuarial Value of Assets) lands out side 
the 120% corridor.the 120% corridor.
WithWith current Board Policiescurrent Board Policies we can’twe can’tWith With current Board Policiescurrent Board Policies we can t we can t 
smooth outside the corridor. So we force smooth outside the corridor. So we force 
the AVA to be 120% of MVA (Market valuethe AVA to be 120% of MVA (Market valuethe AVA to be 120% of MVA (Market value the AVA to be 120% of MVA (Market value 
of Assets).of Assets).
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Key Statistic: AVA to MVA RatioKey Statistic: AVA to MVA RatioKey Statistic: AVA to MVA RatioKey Statistic: AVA to MVA Ratio
Actuarial Asset Value (AVA) to Market Value of Assets (MVA) %
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Amount of Payoff Amortized Amount of Payoff Amortized 
Immediately (No Smoothing outside theImmediately (No Smoothing outside theImmediately (No Smoothing outside the Immediately (No Smoothing outside the 

Corridor) Pink to Yellow PointsCorridor) Pink to Yellow Points
AVA to MVA Result with a -25% return in Fiscal Year 2008-09 Dollar Value
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Proposed Approach on Handling Proposed Approach on Handling 
LLLossesLosses

Assume this is an unique event so moveAssume this is an unique event so moveAssume this is an unique event so move Assume this is an unique event so move 
Corridors temporarilyCorridors temporarily

Increase Corridor to 140% on June 30, 2009, Increase Corridor to 140% on June 30, 2009, 
to 130% in 2010 and 120% in 2011to 130% in 2010 and 120% in 2011

Effect is to delay the recognition of the 2008Effect is to delay the recognition of the 2008--
2009 investment losses in hope of a market 2009 investment losses in hope of a market 
rebound.rebound.
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Proposed Approach on Handling Proposed Approach on Handling 
L ( )L ( )Losses (cont.)Losses (cont.)

If we get a +30% in the following year thenIf we get a +30% in the following year thenIf we get a +30% in the following year then If we get a +30% in the following year then 
your rates will remain stable.your rates will remain stable.

If no economic rebound then rate If no economic rebound then rate 
i d l d ti d l d tincreases delayed two years.increases delayed two years.
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Summary under Current MethodsSummary under Current Methods
Your 2009/2010 rates have been set at Your 2009/2010 rates have been set at 
9.709%9.709%

Your 2010/2011 rates WILL be affected byYour 2010/2011 rates WILL be affected byYour 2010/2011 rates WILL be affected by Your 2010/2011 rates WILL be affected by 
current market conditions. current market conditions. 

We estimate a rate of 12.5% at a We estimate a rate of 12.5% at a --20% return 20% return 

A 15% rate at a A 15% rate at a --30% return. Expect these 30% return. Expect these 
rates for the foreseeable futurerates for the foreseeable future
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Summary under Proposed MethodsSummary under Proposed Methods
Your 2010/2011 rate will be affected mildly Your 2010/2011 rate will be affected mildly 
by current market conditions.by current market conditions.yy

Our estimate is about 10 5% at aOur estimate is about 10 5% at a 20%20%Our estimate is about 10.5% at a Our estimate is about 10.5% at a --20% 20% 
return to 12% at a return to 12% at a --30% return.30% return.

Expect the longExpect the long--term rates to follow the term rates to follow the 
Current method rates if the markets don’t Current method rates if the markets don’t 
recover quickly.recover quickly.
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Rate Comparison Current Versus Rate Comparison Current Versus 
P d S hi M h dP d S hi M h dProposed Smoothing MethodsProposed Smoothing Methods
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QuestionsQuestionsQuestionsQuestions
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