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Pension Funding 101 M

=1 + C

Can these be reduced? What's the right funded status?

Does timing matter?

‘ Should we use a higher or

?
How do we control lower rate:

growth?

What happens when we're
wrong?



Total Plan Value of Benefits vs. Assets & Investment Earnings
100%

Fully Funded Plan
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To stay fully funded, assets grow annually at the
assumed rate of return, compounding and paying for
most of the future benefits with investment earnings.
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How does the system work?

Total Plan Value of Benefits vs. Assets & Investment Earnings
Cochise County Sheriff Dept. Plan

Millions

150

350
o
|
300 :
I
250 Unfunded benefits that need to be covered by E
future contributions & earnings. !
200 :
|
|
|
|
|
|

100

‘22 '23 '24  '25 ‘26 '27 '28 29 ‘30 '31 '32 '33 '34 '35 '36 ‘37 '38 ‘39 '40 ‘41 '42 ‘43 '44 ‘45 '46 ‘47



PSPRS

Tiers 1 & Il - Legacy Debt

////////////////////////////////JZ
36.8% funded /// Unfunded Liability: $37M 7
A"/f/f/f/f////////////////////////A

CORP

Tiers | & Il - Legacy Debt

TS LTS SIS ST S
50.9% funded Unfunded Liability: $7M
Af//////////////////////////////

CORP - Probation

Tiers 1 & Il - Pooled Legacy Debt

SN Est. Unfunded Liability: $8M 7

EORP

Tiers | & Il - Pooled Legacy Debt

7
7

7
/.

WEPETATNTYY /77777777 Est.Unfunded Liabiiity: $13M 7,

AT S ST TFFTFS,

Tier Il - DB Risk Pool

101.4% funded

New corrections officers have DC only option.

Tier Il - DB Pool

117.8% funded

New elected officials/judges have DC only option.



Who is this debt owed to? %

The system wide debt is owed to

« Members hired before 2017* arein 2017
in PSPRS, CORP or
EORP, known as Tiers 1 & 2.

* These legacy plans are closed to
new hires.

 Employees hired after that date are
members in Tier 3 or DC plans.

1960 1980 2000 2020

* Legacy plan in PSPRS is for members hired after July 1,2017 Start Of Membership
Legacy plan in EORP is for members hired after January 1, 2012,

Legacy planin CORP is for members hired before July 1,2018. Slide 7



How does the system work?

Total Plan Value of Benefits vs. Assets & Investment Earnings
Cochise County Sheriff Dept. Plan

Millions
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When do you get back to the dotted line?
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What are other

jurisdictions
considering?

Continue making minimum payments
only

Shorten extended repayment period
Use cash to payoff UAAL quickly
Issue bonds to payoff UAAL



1: Current Repayment Schedule

Overview

* Follow PSPRS amortization plan (26-years for PSPRS, 16-years for CORP).
* Existing UAAL paid off by FY 2047 for PSPRS and FY 2037 for CORP.

#1
Short-Term Cost |
Lowest Highest
#1
Total Cost |
Lowest Highest
#1
Annual Budget |
H Short-term Long-term
Ca paCIty Capacity Capacity
#1
Repayment |
Timeline Shortest Longest

Negative Amortization? Yes

Pros

Compared to other alternatives
* Lowest short-term contributions

* No one-time cash required

Cons

Compared to other alternatives
* Long-term budget impact
* Highest annual cost in later years
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PSPRS CORP

Tiers | & Il Legacy Debt Tiers | & Il Legacy Debt
Minimum Annual Required Contribution Minimum Annual Required Contribution
" $6,000 " $1,000
§ Tg $900 $852
3 $5,000 $4,732 3
|4_: |-E $800
$700
$4,000 $593
$600
$3,000 $500
$2,06 $400
$2,000
$300
$200
$1,000
| $100
$0 $- I
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Total Cost v. Current UAAL Total Cost v. Current UAAL
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2: Shorten Repayment Period

Overview

* Reduce PSPRS repayment period from 26-years to 16-years.

» Existing UAAL paid off by FY 2037.

Note: could shorten to any length, including decreasing the CORP repayment period.

#2
Short-Term Cost |
Lowest Highest
#2
Total Cost |
Lowest Highest
#2
Annual Budget I
Ca pa cit Short-term Long-term
)4 Capacity Capacity
#2
Repayment |
Timeline Shortest Longest

Negative Amortization? No

Pros

Compared to current
* Creates ongoing budget capacity earlier
Compared to other alternatives

* Doesn't require alarge commitment of one-time cash
or bond issuance

Cons

Compared to current repayment plan:

« Higher ongoing revenue (budget) demand
Compared to other alternatives

* Requires ongoing revenue/ budget commitment
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PSPRS

Tiers | & Il Legacy Debt

Annual Contribution

$6,000

$5,000
$4,000
$3,000
$2,000
$1,000 I

$
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Thousands

o

Total Cost v. Current UAAL
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3: Full Repayment in 5-Years with Cash

Overview

« Deposit $7.5M annually for PSPRS and $1.2 annually for CORP, in addition to ARC payment.

» Existing UAAL is paid off by FY 2027 for PSPRS and CORP.

#3
Short-Term Cost |
Lowest Highest
#3
Total Cost |
Lowest Highest
#3
Annual Budget |
Ca pa cit Short-term Long-term
)4 Capacity Capacity
#3
Repayment |
Timeline Shortest Longest

Negative Amortization? No

Pros

Compared to current

* Doesn't impact ongoing budget
Compared to other alternatives

* Uses the lowest-interest-rate money

Cons

Compared to current & current repayment plans:

* Requires cash on hand

» Dedicates existing cash-reserves - they aren'’t
available for other costs
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3: Full Repayment in 5-Years with Cash M

PSPRS CORP

Tiers 1 & Il Legacy Debt Tiers 1 & Il Legacy Debt
Annual Contribution Annual Contribution ¢ s .aditional contribution
\ for 5-years
o $12,000 $7.5M additional contribution v« $2000
g for 5-years E $1,800
3 $10,000 3
|£ I-E $1,600
$1,400
$8,000
$1,200
$6,000 $1,000
$800
$4,000
$600
$400
$2,000
$200
$0 u $-
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Total Cost v. Current UAAL Total Cost v. Current UAAL
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4: Bond for Full Unfunded Liability

Overview

* |ssue bonds for full UAAL amount (assumed 3.0% interest rate), 16-year repayment period.
* Deposit bond proceeds into PSPRS or CORP accountin FY 2022.
* Assumes debt service payments on bonds are level overtime.

Short-Term Cost

Total Cost

Annual Budget
Capacity

Repayment
Timeline

wd
Lowest Highest
W
Lowest Highest
4
Short-term Long-term
Capacity Capacity
4
Shortest Longest

Negative Amortization? No

Pros

Compared to current

« Creates ongoing budget capacity immediately
Compared to other alternatives

* Doesn't require cash on hand

Cons

Compared to current repayment plan:
* Requires debt issuance

* More expensive if the plan doesn’t perform above the
bond interest rate

Compared to other alternatives
* Lower ongoing budget capacity
* Paying aninterest rate for the money 16



PSPRS

Tiers 1 & Il Legacy Debt

Annual Contribution & Debt Service Payments

. +836.8M in bond proceeds
6,000 P .
g deposited in FY 2022
§ $5,000
c
'_

$4,000

$3,000

$2,000

$1,000

$0
122123 '24'25 '26 '27 '28 '29 '30 '31 '32 '33 '34 '35 '36 '37 '38 '39 '40 '41 '42 '43 '44 '45 '46 '47

Total Cost v. Current UAAL

Thousands

CORP

Tiers 1 & Il Legacy Debt

Annual Contribution & Debt Service Payments

+$6.9M in bond proceeds
depositedin FY 2022

$1,000

$900
$800
$700
$600
$500
$400
$300
$200

$100

$-
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Total Cost v. Current UAAL
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PSPRS Historic Rates of Return

Historic Fiscal Year Performance
Net of Fees as of 6/30/20

Annualized 30-Year

Annualized 20-Year 3.53%

Annualized 10-Year

Source: PSPRS

6.43%

6.78%
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https://www.psprs.com/uploads/sites/1/AZ_PSPRS_Historical_Returns_as_of_06-30-20.pdf

Annual Cost Total Cost

PSPRS Tiers | & Il Legacy Debt PSPRS Tiers | & Il Legacy Debt
=== Current == Bond Repayment - ---+Shorten Amortization == = 5-Year Repayment 8 $120,000
$10000 2
C 4 N\ \ $100,000 $97,433
$9,000
$8,000
$80,000
$7,000 $70,593
$6,000
$60,000
$5,000
$46,516 $46,319
$4,000
$40,000
$3,000
$2,000
$20,000
$1,000
$-
$- 19




Key Policy Questions

Questions to consider when evaluating path forward:

 What are the county’s objectives related to cost-containment?

« Contain short-term annual costs? Long-term annual costs? Total overall cost?

 What are the county's desire or capacity to use existing resources to
address the UAAL?

 What is the desire or capacity to increase revenues to address the UAAL?

» Over what time period does the county want to address this issue?
 When does the county want to be fully funded?

20



Other Key Considerations %

UAAL will fluctuate annually.
» PSPRS plan for dealing with these new amounts of UAAL is much better than the plan

for legacy debt.
» Consider creating contingency reserve fund to deal with these fluctuations and

eliminate new debt quickly.

Plan experience is going to happen if you are underfunded or overfunded.

* If PSPRS only makes 5% annually for the next 25 years, it's still better to have more
money in the plan earning 5%.

High PSPRS payments will continue until legacy UAAL is paid off.

* Tier 3/DC plans will help to reduce long-term employer costs for new members.

« Staying engaged with the System and proposed changes are key to making these plans
successful long-term.

21
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