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General Understanding of

Some mechanics, factors, risks and
benefits when designing strategies to
pay down the PSPRS Unfunded
Actuarial Liability.

Factors the Town can control and
acknowledgment of what is not within
the Town’s control in the balance of
the Total Pension Actuarial Liability.

PURPOSE & GOAL TODAY
Receive direction

Information and scenarios to assist
Council for action on a new State
required PSPRS funding policy and
budget 2020.

Questions / Clarifications

If there are questions or need for
clarification, please ask so we can get
it straight or determine if its not for
this discussion but follow up for later
topic.
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PSPRS Documentation

Key Terminology

Reporting relationships of Actuarial 
and Financial statements

Town’s contribution rates

Investments (Town and PSPRS)

State required PSPRS funding policy

TOPICS
Impacts on Total Pension Liability 
(Accrued Liability)

Investment income – Pension Plan

Recent trends

Discount rate Sensitivity

Options and considerations

Bonds vs Cash

Requested Direction
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PSPRS DOCUMENTATION

Reports Publications

On the PSPRS website

Documents are available: On line, hard copy or email
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KEY TERMINOLOGY

Actuarial Acct. Schedules

(Not‐so) Common Language
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Budget
Rates 
Legislative

CAFR
Financial 
Position

GRS – TWO REPORTS:

PURPOSE OF TWO REPORTS
(ASRS IS ONE)

Actuarial & Acct. Schedules

Actuarial
Accounting
Schedules



6

GRS – TWO REPORTS:

Actuarial Acct. Schedules

Actuarial & Acct. Schedules

Position Change in
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GRS – TWO REPORTS:

Town CAFR Acct. Schedules

Actuarial & Acct. Schedules

Two Reports:
Ticks & ties

‐ =
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GRS – TWO REPORTS:

Town CAFR

Actuarial & Acct. Schedules

Two Reports:
Ticks & ties

Actuarial Change in

Starting in 2018



9Actuarial ‐ ProjectedActuarial ‐ Historical

TOWN’S RATES: Historical & Projected



10Actuarial

TOWN’S RATES: Reduction Chart
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Town is seeing 2‐year rates greater than 2.50 
and less than 3.0% for two‐years.

Accounting SchedulesTown & PSPRS CAFRs

INVESTMENTS: PSPRS and the Town
TOWN OF PARADISE VALLEY

2018 CAFR & PAFR
PSPRS 2017 FOR PARADISE 

VALLEY’S 2018 CAFR



12State law requires adoption of PSPRS funding policy

STATE REQUIREMENT Adopt Funding Policy
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Resolution has aggressive schedule;

Resolution allows flexibility & stability;

State policy template less flexible;

Can set rate earlier than 2036 and add 
policy language that the Town intends 
to “pay off the liability as quickly as 
reasonably possible”.

STATE REQUIREMENT Adopt Funding Policy
POLICY ADOPTED
OCTOBER 2016
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IMPACTS ON Pension Liability (Accrued Liability)
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Pension Liability (Accrued Liability)IMPACTS ON
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Pension Liability (Accrued Liability)

Interest rate on Total Pension Liability
2013 and prior = 8.0%
2014 – 2016 = 7.85%

2017 = 7.50%
2018 = 7.40%

IMPACTS ON
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INVESTMENT INCOME Pension Plan (Present Assets)

Lump sum payments for the “Unfunded Liability” can be made
annually, quarterly, monthly, or bi‐weekly.

Per PSPRS CAFR:  Return on Investment 12.25% 0.405% 3.98% 13.30%

Pre‐Payment of estimated contributions at the beginning of the year allows 
participation in pool earlier.

“Present Assets” are in the PSPRS investment pool.
“Net Investment Income” is based on “average daily equity balance”.
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RECENT TRENDS
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DISCOUNT RATE Sensitivity of Net Pension

Accounting Schedules
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OPTIONS AHEAD Other Considerations
MOMENTUM: The “Unfunded Liability” was
$22.5M at the end of 2016; $11.0M has
been applied to the “Unfunded Liability”
bringing the “Unfunded Liability
Contribution Rate” to 42.48% from 55.97%.

Every additional dollar applied to the
“Unfunded Liability” increases “Present
Assets”, decreases “Unfunded liability” (and
the contribution rate), but “Total Pension
(Accrued) Liability” is not impacted.

Total Pension (Accrued) Liability of $36.3M
is assessed interest annually (7.4% in 2018).

The Town’s “Present Assets” are pooled
with PSPRS and realize investment income.

Thinking long term: Actuarial uses “7‐year
smoothing” when recognizing investment
income for the “Value of Pension Assets”;
accounting using different valuations.

Year‐to‐year fluctuations will occur, and
expected. Examples:
“Investment earnings”, “Changes in
assumptions”, “Difference in expected and
actual experience”.
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OPTIONS AHEAD Other Considerations
Normal cost contribution rate is 14.81%.

State law prohibits issuing tax‐exempt
bonds to pay pension liabilities.

LH: Taxable bonds are allowed and are
excluded from the Expenditure limitation.

Inverted yield curve:
2‐year Treasury yields more than a 5‐year.
(2.52% and 2.51% opening February 4th)

The Town is not losing ground when paying
the “Unfunded Liability”; there are other
factors increasing the liability.

Not all factors are in Council’s control.
Example: Market performance.

Town has and / or is implementing safe
guards to protect all resources: Cash,
revenue, pledged revenues, time, and
expenditure limitation.

The PSPRS funding policy is one of many
monetary policies guiding the Town’s
governance.
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OPTIONS AHEAD Bond vs. Cash
CASH

Upside
 Flexible, pay as resources available, stop 

should economic triggers indicate.
 Can pay quarterly, monthly, etc.
 Investments allocated on “average daily 

equity balance”.
 Once paid in full, Town pays “normal 

costs rate” and assets in PSPRS pool.

Downside
 Uses cash and expenditure limitation 

capacity that could defer projects and 
other priorities.

TAXABLE BONDS

Upside
 Pays entire balance with proceeds.
 Assets in PSPRS investment pool.
 Town pays “normal cost contr. rate”.
 Cash on‐hand invested to partially offset 

bond costs; or use for other projects.
 Expenditure limitation exempt.

Downside
 No flexibility; repayment due in 2 years.
 Interest rates around 3.5% for taxable.
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REQUESTED DIRECTION
FY2020 budget preparation

 Impacts of paying the Unfunded Liability
with: Cash? Bonds? Rates only?

 Impacts of paying Unfunded Liability:
in full over 1, 2, 3 years? Up to $22.5M?
or $18M? (Resolution amounts)

 Strategies & policy development to keep
an Unfunded Liability balance of zero?
Or maintain a range such as 90‐110%; or
80%‐120%; or 100‐120%?

State required policy

 Use the “Unfunded Liability Rate”
amortized through 2036 (Recommended)?
Or something sooner?

 Insert language regarding Council’s intent
to “pay off the liability as quickly as
reasonably possible” (Recommended)?

Presenting to Council

Present only the Actuarial report for
strategies; but monitor and validate that
differences with the statements are not
significant? Present using both tools? Allow
staff discretion for what is most appropriate?
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